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ANNUAL  REPORT  ON  THE  FINANCES 

Treasury  Department, 

Washington^  December  9, 1968. 

Sirs  :  I  have  the  honor  to  report  to  you  on  the  finances  of  the  Federal 
Government  for  the  fiscal  year  1968.  The  main  text  of  this  report 
consists  of  a  detailed  review  of  Treasury  fiscal  operations  and  adminis- 
trative reports  of  the  offices  under  my  supervision  during  the  fiscal  year 
1968,  along  with  supporting  exhibits.  This  general  introduction  reviews 
the  major  fiscal  and  financial  developments  that  have  taken  place  since 
the  time  of  my  last  report  in  May  of  this  year.  Also,  since  this  is  my 
final  report  as  Secretary  of  the  Treasury,  I  will  take  the  liberty  of 
commenting  briefly  upon  some  of  the  accomplishments  of  recent  years 
and  the  problems  that  remain. 

Overall  Review 

It  has  been  a  major  objective  of  policy  during  the  past  year  to  reverse 
decisively  the  trend  toward  larger  deficits  in  our  internal  budget  and 
in  our  international  balance  of  payments,  while  continuing  to  sustain 
the  current  economic  expansion.  Despite  the  delay  in  enactment  of  the 
fiscal  restraint  program  until  late  June,  encouraging  progress  has  been 
made  toward  the  achievement  of  a  better  degree  of  financial  balance 
and  the  economy  continues  to  expand  vigorously. 

Enactment  of  the  fiscal  restraint  package  in  late  June  marked  a 
significant  change  in  the  national  financial  position.  The  budget  deficit, 
which  had  become  excessively  large,  was  turned  decisively  in  the 
direction  of  balance.  Internationally,  the  enactment  of  fiscal  restraint 
greatly  strengthened  foreign  confidence  in  the  dollar.  Our  balance  of 
payments  has  shown  steady  improvement  during  the  course  of  the 
year  and  a  small  surplus  was  actually  registered  on  the  liquidity  basis 
during  the  third  quarter — the  first  such  quarterly  surplus  in  3  years. 

During  the  calendar  year  1968,  the  economy  continued  to  grow  at  a 
relatively  rapid  pace.  Delay  in  enactment  of  the  fiscal  restraint  pack- 
age contributed  to  the  rapidity  of  the  advance  and  led  to  some  inten- 
sification of  inflationary  pressures.  During  the  first  half  of  the  year, 
gross  national  product  in  constant  prices  rose  at  more  than  a  6  percent 
annual  rate — appreciably  above  the  approximately  4  percent  trend 
rate  of  growth  in  capacity.  This  more  than  6  percent  rate  of  growth  in 
real  output  represented  a  significant  acceleration  from  a  rate  slightly 
below  4  percent  in  the  second  half  of  calendar  1967. 

XV 
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Tlie  upward  movement  of  prices,  which  moderated  during  the  first 
half  of  1067,  had  already  stepped  up  by  the  second  half  of  1967.  The 
further  quickening  in  the  pace  of  expansion  in  the  first  half  of  calendar 
1968  added  to  inflationary  pressures.  Therefore,  a  shift  to  fiscal  re- 
straint was  badly  needed  in  order  to  bring  inflationary  tendencies 
under  better  control  and  to  start  a  movement  back  toward  relative 
price  stability.  This  was  recognized  as  essential  for  the  continued 
strength  and  stability  of  the  dollar  at  home  and  abroad. 

During  the  second  half  of  calendar  1968  the  expansion  of  the  econ- 
omy gradually  began  to  show  some  moderating  tendencies.  Fiscal  re- 
straint did  not  have  a  strong,  immediate  effect  upon  the  overall  pace  of 
economic  expansion,  nor  was  it  expected  to.  But,  the  rise  in  gross  na- 
tional product  in  the  third  quarter  was  somewhat  below  the  faster  pace 
of  the  first  half,  altliough  final  sales  were  very  strong.  Moderate  easing 
of  the  pace  of  expansion  appeared  to  be  probable  in  the  period  ahead, 
but  there  were  no  signs  of  the  fiscal  "overkill"  that  some  had  feared 
at  the  time  the  need  for  fiscal  restraint  was  being  debated. 

The  budget  deficit  on  national  income  account  fell  sharply  from  a 
rate  of  about  $10  billion  to  a  rate  of  $3  billion  by  the  third  quarter  of 
1968.  The  move  toward  fiscal  restraint  will  be  continuing  in  the  first 
half  of  calendar  1969  when  the  national  income  budget  is  expected 
to  swing  into  surplus.  On  a  unified  budget  basis,  the  deficit  had  soared 
to  $25.2  billion  in  fiscal  1968  when  legislative  delays  were  encomitered 
in  implementing  fiscal  restraint.  In  the  early  parts  of  fiscal  1969  the 
deficit  position  on  the  unified  basis  began  to  narrow  quickly.  Wliile  a 
final  assessment  will  necessarily  await  the  January  budget,  it  appeared 
that  the  budget  results  for  fiscal  1969  would  be  greatly  improved  from 
the  $5  billion  deficit  estimated  in  the  midyear  budget  review  of  Sep- 
tember 1968. 

Immediate  and  substantial  relief  on  the  price  front  could  not  be 
expected.  While  there  were  some  encouraging  signs  in  the  second  half 
of  calendar  year  1968,  it  would  take  a  considerable  period  of  time  for 
a  noninflationary  pattern  of  expansion  to  be  reestablished.  The 
strength  of  inflationary  tendencies  in  late  1968  only  underlined  the 
importance  of  the  move  toward  fiscal  restraint  begun  at  mid-1968.  In 
the  absence  of  that  fiscal  move,  there  would  have  been  serious  risk  of 
an  inflationary  breakout  of  prices.  This  would  have  threatened  the 
current  expansion  and  delayed  unduly  the  achievement  of  balance-of- 
l)ayments  equilibrium.  While  the  fiscal  action  Avas  long  delayed,  it  was 
taken  in  time  to  avert  these  serious  consequences. 

With  demand  pressures  easing  a  little  and  a  period  of  somewhat 
moderate  growth  in  prospect  for  the  first  half  of  calendar  1969,  some 
improvement  in  price  performance  Avas  a  reasonable  expectation.  How- 
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ever,  cooperation  and  restraint  on  the  part  of  both  business  and  labor 
would  be  vitally  important  to  the  early  restoration  of  a  more  stable 
cost-price  relationship. 

The  unproved  Federal  budgetary  outlook  was  already  becoming  an 
important  influence  in  the  money  and  credit  markets  in  the  second 
half  of  calendar  1968.  During  the  third  quarter  the  net  market  impact 
of  Federal  jfinance  was  little  changed  from  the  corresponding  period 
a  year  earlier.  But  by  the  fourth  quarter  there  was  a  significant  decline 
in  Federal  financial  requirements  relative  to  a  year  earlier. 

In  the  first  half  of  calendar  1969,  the  Federal  financial  sector  will 
return  to  the  traditional  seasonal  pattern  of  sizable  repayment  of  debt. 
The  net  effect  would  be  a  very  appreciable  reduction  of  pressures  from 
this  source  on  the  money  and  capital  markets.  However,  private  de- 
mands for  credit  were  still  rmming  at  a  relatively  high  rate  in  the  sec- 
ond half  of  1968.  After  some  initial  easing  in  response  to  passage  of 
the  Kevenue  and  Expenditure  Control  Act  of  1968,  interest  rates  rose 
irregularly  during  the  late  summer  and  into  the  autumn. 

On  the  international  side,  substantial  progress  was  made  during 
1968  toward  achieving  equilibrium  in  the  balance  of  payments.  A  huge 
deficit  in  the  fourth  quarter  of  1967  was  reduced  sharply  in  the  first 
quarter  of  1968  as  the  Action  Program  announced  by  President 
Johnson  on  New  Year's  Day  got  underway.  In  the  second  quarter,  the 
liquidity  deficit  declined  further  and  actually  moved  into  a  small 
surplus  position  in  the  third  quarter.  On  the  official  settlements  basis, 
results  were  equally  impressive. 

This  sharp  improvement  in  the  balance  of  payments  was  extremely 
welcome.  However,  transitory  elements  were  responsible  for  some  of 
the  improvement.  Furthermore,  the  composition  of  the  balance  was  far 
from  ideal.  A  large  part  of  the  improvement  was  attributable  to  foreign 
capital  inflows  whose  continuation  on  that  scale  was  far  from  assured. 
The  trade  account  did  begin  to  show  signs  of  improvement  after  the 
second  quarter  but  was  still  at  very  low  levels.  It  was  clear  that  a  pro- 
longed effort  would  be  required  to  rebuild  the  trade  surplus  to  a  satis- 
factory level.  A  period  of  moderate  domestic  growth  and  a  return  to 
a  less  inflationary  environment  would  be  of  great  help  in  strengthening 
the  trade  position. 

The  notable  balance-of-payments  progress  achieved  in  1968  had 
necessarily  relied  i^rimarily  on  temporary  measures.  The  long  term 
measures  to  increase  exports,  to  reduce  nontariff  barriers  and  to  increase 
foreign  investment  and  travel  in  the  United  States  have  only  begun  to 
have  an  impact.  Moreover,  the  continuation  of  a  high  level  of  military 
expenditures  in  the  Far  East  has  limited  our  ability  to  neutralize 
Government  expenditures  abroad.  Certainly,  until  the  full  effects  of 
longer  run  measures  materialize,  we  cannot  safely  abandon  the  tem- 
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porary  measures,  particularly  tlie  restraints  over  U.S.  capital  outflow, 
wliich  are  accountable  for  so  much  of  the  recent  improvement. 

In  the  international  financial  area,  tlie  past  year  has  seen  a  number 
of  important  developments.  Two  major  threats  to  the  continued  sta- 
bility of  the  international  financial  system  were  dealt  with  effectively 
by  cooperative  action.  The  first  occurred  early  in  the  year  and  centered 
around  speculative  activity  in  the  gold  market.  The  second  occurred 
late  in  the  year  and  involved  special  measures  to  deal  with  the  inter- 
national financial  repercussions  of  large  speculative  capital  inflows  to 
West  Germany.  In  each  case,  multilateral  consultation  and  discussion 
among  the  major  financial  nations  led  to  an  agreed  upon  course  of 
action  and  at  least  a  temporary  resolution  of  the  prol)lems  encountered. 

Against  a  background  of  multilateral  cooperation,  further  progress 
was  made  during  the  year  toward  the  activation  of  the  Special  Draw- 
ing Rights  machinery  to  provide  by  deliberate  decision  over  the  years 
ahead  new  reserve  assets  supplemental  to  gold  and  dollars.  On  June 
19,  1968,  President  Johnson  signed  the  bill  authorizing  U.S.  participa- 
tion in  the  Special  Drawing  Eights  Plan.  The  U.S.  acceptance  of  the 
proposed  amendment  to  the  Fund's  Articles  of  Agreement  and  cer- 
tificate of  participation  were  then  transmitted  to  the  Fund.  The  United 
States  was  the  first  Fund  member  to  complete  both  steps.  As  I  indi- 
cated in  my  remarks  at  the  Annual  Meeting  of  the  Fund  and  the 
World  Bank,  the  U.S.  Government  was  proud  to  act  promptly  both  to 
ratify  the  amendments  establishing  the  Special  Drawing  Rights  fa- 
cility and  to  deposit  its  instrument  of  participation. 

Tax  Policy 

The  major  tax  development  since  the  time  of  my  last  rejjort  was 
the  Revenue  and  Expenditure  Control  Act  of  1968  (Public  Law 
90-364)  which  was  approved  by  President  Johnson  on  June  28,  1968. 
This  measure  not  only  increased  taxes  but  also  required  reduction 
in  Federal  spending  and  employment  and  amended  the  Social  Security 
Act.  Fuller  details  on  this  and  other  developments  in  tax  policy  dur- 
ing the  fiscal  year  1968  are  provided  on  pages  i25-o7  of  the  accompany- 
ing report. 

Since  there  was  lengthy  legislative  delay  in  enactment  of  the  iiscal 
restraint  package,  a  brief  review  of  the  events  leading  u])  to  its  final 
l)assage  may  be  useful.  The  initial  proposal  for  a  general  increase  in 
income  taxes  was  made  by  President  Johnson  in  his  state  of  the 
Union  message  of  January  10,  1967.  He  called  for  a  surcharge  of  6 
percent  on  both  individual  and  corporate  income  taxes  to  last  for  2 
years  or  so  long  as  the  unusual  expenditures  associated  with  our  efforts 
in  Vietnam  continue.  The  temporary  surcharge  was  to  be  effective 
from  July  1,1967. 
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As  revised  estimates  of  revenues  and  expenditures  made  it  clear 
that  the  budget  dehcit  would  be  much  larger  than  had  been  anticipated 
in  early  1967,  President  Johnson  requested  on  August  o,  11)67,  that 
the  surcharge  be  raised  from  6  to  10  percent.  Aside  from  the  recom- 
mendation for  a  10-percent  surcharge  the  President  repeated  his 
January  1967  recommendations  for  a  further  speedup  of  corporate 
tax  collections  and  a  postponement  of  scheduled  reductions  in  excise 
taxes.  In  addition,  the  President  urged  the  Congress  to  exercise  the 
utmost  restraint  and  responsibility  in  the  appropriations  process  and 
to  make  every  effort  not  to  exceed  the  January  budget  estimates.  For 
its  part,  the  executive  branch  promised  to  take  every  proper  action 
within  its  power  to  reduce  expenditures  in  the  January  budget. 

Hearings  w^ere  held  on  the  tax  proposals  at  the  House  Ways  and 
Means  Committee  in  August  and  September  and  again  in  November 
1967  following  the  devaluation  of  sterling.  At  the  November  hearings 
the  Administration  presented  a  two-part  plan :  the  tax  proposals  and 
a  specific  statutory  plan  for  expenditure  reduction  in  fiscal  1968  from 
the  levels  then  in  prospect.  While  the  Ways  and  Means  Committee 
did  not  take  favorable  action  on  the  proposals,  the  expenditure  reduc- 
tion part  of  the  plan  was  implemented  by  joint  congressional  and  execu- 
tive action  in  December  1967. 

On  January  22,  1968,  the  House  Ways  and  Means  Committee  re- 
sumed its  hearings  on  the  President's  tax  proposals.  The  committee 
took  favorable  action  on  the  corporate  tax  acceleration  and  excise  tax 
components  of  the  tax  package,  but  not  on  the  proposed  10-percent 
surcharge  on  individual  and  corporate  income  tax  liabilities.  The  cor- 
porate tax  acceleration  and  the  postponement  of  scheduled  excise  tax 
reductions  were  passed  by  the  House  of  Representatives  on  Feb- 
ruary 29, 1968. 

The  scene  then  shifted  to  the  Senate.  The  Senate  Finance  Committee 
approved  action  on  excise  taxes  and  the  corporate  tax  acceleration  but 
decided,  on  a  close  vote,  against  the  proposed  10-percent  surcharge. 
On  the  floor  of  the  Senate,  however,  the  10-percent  surcharge  and  a 
ceiling  on  Federal  expenditures,  along  with,  a  number  of  other  amend- 
ments were  added  to  the  excise  tax  and  corporate  acceleration 
legislation. 

The  bill  went  to  conference  in  early  April  but  further  delay  ensued. 
The  House  finally  agreed  to  the  conference  report  on  June  20  and  the 
Senate  on  June  21.  The  Revenue  and  Expenditure  Control  Act  of  1968 
(Public  Law  90-364)  was  signed  by  the  President  on  June  28,  1968. 
In  addition  to  its  tax  provisions  and  the  amendment  of  certain  provi- 
sions of  the  Social  Security  Act,  the  final  legislation  provided  limita- 
tions on  1969  budget  authority  and  outlays  of  $10  billion  and  $6  billion, 
respectively,  below  the  levels  estimated  in  the  1969  budget  with  certain 
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specific  exceptions.  It  also  required  specific  recommendations  by  the 
President  in  the  budget  message  for  fiscal  1970  for  rescinding  $8  billion 
of  carryover  obligational  authority. 

At  the  time  of  final  congressional  action,  I  indicated  my  belief  that 
the  decisive  vote  increasing  taxes  and  decreasing  projected  public  ex- 
l^enditures — both  unpopular  measures  in  an  election  year — should  go 
far  to  sustain  confidence  in  the  dollar,  the  economy  on  which  it  is  based, 
and  our  system  of  government.  The  favorable  congressional  action  was 
a  momentous  decision — to  pay  our  nation's  bills  and  order  our  economic 
and  financial  affairs  in  such  a  manner  as  to  reduce  sluirply  the  twin 
deficits  in  our  budget  and  international  balance  of  payments.  Events 
since  June  1968  have  only  served  to  reinforce  my  belief  that  the  pass- 
age of  the  Eeveuue  and  Expenditure  Control  Act  of  19G8  was  a  crucial 
step,  marking  a  decisive  improvement  in  our  financial  affairs. 

Financial  Policies  and,  Debt  Management 

In  the  domestic  financial  area,  the  past  year  has  been  one  of  contin- 
uing strong  demands  in  our  money  and  capital  markets.  During  the 
first  part  of  calendar  1968,  the  Federal  Reserve  was  applying  some 
monetary  restraint.  Following  the  devaluation  of  sterling  in  Novem- 
ber 1967,  the  discomit  rate  was  raised  from  4  percent  to  41/^  percent. 
In  early  1968,  with  little  apparent  progress  being  made  toward  the  en- 
actment of  a  fiscal  restraint  program,  the  discount  rate  w^as  raised 
in  two  further  one-half  point  steps  (March  15,  1968,  and  April  19, 
1968)  to  a  level  of  51/2  percent.  In  Januaiy  reserve  requirements  on  de- 
mand deposits  in  excess  of  $5  million  were  raised  by  one-half  of  one  per- 
cent and  in  April  the  maximum  rates  payable  on  certificates  of  deposit 
were  raised  to  6I/4  percent  on  the  longest  maturities.  Total  and  non- 
borrowed  reserves  increased  substantially  in  January  and  February 
but  then  remained  about  flat  through  the  middle  of  the  year. 

Both  short  and  long  term  interest  rates  on  Government  securities 
dipped  early  in  1968  after  rising  steadily  in  the  last  half  of  1967.  Three- 
month  Treasury  bills  averaged  a  bit  less  than  5  percent  in  February 
1968  after  edging  above  5  percent  earlier  in  the  year.  Interest  rates 
on  Government  securities  then  rose  until  late  May  when  the  expectation 
of  imminent  fiscal  action  sponsored  an  easing  trend.  At  the  high  point 
in  late  May,  3-month  Treasury  bills  reached  5.92  percent  and  longer 
bills  edged  above  6  percent.  Intermediate  coupon  rates  moved  up  about 
one-half  of  one  percent  in  this  period.  High  grade  corporate  and  mu- 
nicipal bond  yields  also  moved  higher. 

An  easing  trend  in  interest  rates  began  before  the  passage  of  the 
Revenue  and  Expenditure  Control  Act  of  1968  and  was  accommodated 
by  monetary  policy  during  the  summer.  In  August  the  discount  rate 
was  reduced  from  5i/^  percent  to  5^4  [)ercent.  The  Board  of  Governors 
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of  the  Federal  Keserve  System  stated  that  the  change  was  primarily 
teclmical,  to  align  the  discount  rate  with  the  change  in  money  market 
conditions  which  had  occurred  chiefly  as  a  result  of  the  increased  fiscal 
restraint  and  a  lower  Treasury  demand  for  financing  resulting  from 
the  enactment  of  the  tax  increase  and  its  related  expenditure  cuts. 

With  the  economy  moving  ahead  rapidly  and  private  demands  for 
credit  continuing  to  be  strong,  interest  rates  began  to  move  back  up 
again  by  early  autumn.  Three-month  Treasury  bills  which  averaged 
5.10  percent  in  August  were  near  514  percent  by  late  November.  Most 
other  interest  rates  rose  during  this  period  and  yields  on  some  private 
securities  were  not  far  below  their  highs  for  the  year.  New  Aa-rated 
corporate  bonds  were  slightly  above  7  percent,  new  municipal  bonds 
were  at  4%  percent  and  new  home  mortgages  were  about  7^4  percent. 
Most  rates  rose  further  in  early  December. 

A  relatively  large  volume  of  private  securities  had  been  offered  for 
sale  during  the  course  of  the  year,  partly  accounting  for  the  continuing 
high  level  of  interest  rates.  Gross  corporate  offerings  appeared  likely 
to  total  some  $21  billion  for  the  year — only  slightly  below  the  record 
1967  total  of  $24  billion.  State  and  local  offerings  in  1968  were  running 
about  13  percent  above  the  1967  rate  and  would  probably  reach  some 
$161/2  billion  for  the  year  as  a  whole. 

Wliile  private  demands  for  credit  appeared  likely  to  remain  rela- 
tively strong,  there  had  been  a  pronounced  alteration  in  the  Federal 
financial  position  with  the  passage  of  the  tax  and  expenditure  legis- 
lation. Federal  demands  continued  to  run  at  a  fairly  high  level  in  the 
third  quarter  of  1968  but  then  began  to  fall  off  very  appreciably.  This 
was  readily  apparent  from  a  comparison  of  prospective  Federal  mar- 
ket impact  for  the  final  three  quarters  of  fiscal  1969  with  the  cor- 
responding period  of  fiscal  1968.  In  the  earlier  period — ^the  last  three 
quarters  of  fiscal  1968 — there  was  a  net  market  demand  by  the  Federal 
sector  of  about  $9  billion.  This  was  after  adjustment  for  Treasury 
cash,  purchases  of  Government  Investment  Accounts  and  the  Federal 
Reserve,  sales  of  nonmarketable  issues,  and  included  all  direct  Treas- 
ury finance  plus  all  agency  borrowings.  The  final  three  quarters  of 
fiscal  1969  were  expected  to  result  in  a  net  market  paydown  of  about 
$7  billion  on  the  same  basis.  The  swing  of  some  $15  billion  in  Federal 
financial  requirements  was  an  extremely  important  development. 

The  bulk  of  Treasury  cash  requirements  between  mid-1968  and  the 
end  of  the  calendar  year  was  met  through  the  issuance  of  tax  anticipa- 
tion bills  which  helped  to  insure  a  minimum  market  impact.  (A  full 
discussion  of  debt  management  activities  during  the  fiscal  year  1968 
will  be  found  in  the  body  of  this  report,  pages  11-25).  A  $4  billion 
offering  of  March  and  April  1969  tax  anticipation  bills  in  early  July 
began  the  Treasury's  financing  operations  in  the  second  half  of  calendar 
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1968.  Approximately  $5  billion  more  of  tax  bills  were  sold  in  <lie 
balance  of  the  year — $3  billion  in  October  and  the  final  $2  billion  at 
the  end  of  November. 

Major  financing  operations  were  conducted  in  August  and  again  in 
late  October.  The  books  were  open  on  August  5  for  a  cash  offering  of 
5%  percent,  6-year  notes,  priced  to  yield  about  5.70  percent.  This  issue 
raised  some  new  cash  but  the  bulk  of  the  proceeds  was  used  to  pay  off 
issues  maturing  at  mid- August.  In  late  October  the  books  were  open 
for  an  exchange  offering.  The  holders  of  November  15  and  December  15 
maturities  were  offered  an  exchange  into  either  a  5%  percent,  18- 
month  note,  priced  to  yield  5.73  percent  or  a  6-year  5%  percent  note, 
originally  issued  as  a  7-year  note  on  November  15,  1967. 

The  financing  operations  in  the  second  half  of  calendar  year  1968 
were  conducted  smoothly  and  successfully.  With  the  peak  period  of 
Federal  demand  in  the  past  and  the  budget  moving  toward  balance, 
the  Government's  financial  outlook  was  greatly  improved. 

International  Financial  Affairs 

A  summary  of  a  wide  range  of  developments  in  international  finan- 
cial affairs  through  fiscal  1968  will  be  found  in  the  text  of  this  report 
(pages  37-55).  Attention  will  be  confined  here  to  major  developments 
during  the  year  in  the  U.S.  balance  of  payments  and  the  progress  made 
toward  improved  international  financial  arrangements. 

Balance  of  Payments 

During  the  first  three  quarters  of  calendar  year  1968  steady  improve- 
ment was  registered  in  the  U.S.  balance  of  payments.  The  impetus  for 
this  improvement  was  provided  by  President  Johnson's  Action  Pro- 
gram for  the  balance  of  payments  announced  on  January  1,  1968.  In 
1967,  the  deficit  on  the  liquidity  basis  reached  $3.6  billion  and  returned 
near  the  deficit  levels  of  1959  and  1960.  On  the  official  reserve  trans- 
actions basis,  the  deficit  for  calendar  1967  was  $3.4  billion.  U.S.  gold 
losses  in  1967  rose  to  $1,170  million,  about  double  the  $571  million  loss 
in  1966.  Much  of  the  deterioration  occurred  in  the  final  quarter  of  the 
year  when  the  liquidity  deficit  reached  $1,742  million  and  gold  losses 
exceeded  $1  billion.  The  heavy  pressure  in  gold  markets  continued  in 
early  1968  until  it  was  checked  by  international  agreement  on  new 
arrangements  with  respect  to  private  gold  markets. 

Some  part  of  the  large  fourth-quarter  1967  balance-of-payments 
deficit  was  due  to  such  temporary  factors  as  the  weakness  of  sterling 
and  the  effects  of  work  stoppages  in  this  country.  Even  after  allowance 
for  these  and  other  special  factors,  however,  it  was  clear  that  there  had 
been  a  significant  worsening  of  the  deficit  during  1967  and  that  a 
tightening  of  the  balance-of-payments  program  was  essential  under 
the  circumstances.  President  Johnson  announced  the  details  of  the  new 
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balance-of -payments  program  in  a  special  message  on  January  1, 19G8, 
Major  emphasis  was  placed  on  the  close  relationship  between  the 
domestic  economy  and  the  balance  of  payments.  The  Presidential 
statement  stressed  the  need  for  fiscal  restraint  and  called  on  business 
and  labor  to  exercise  the  utmost  responsibility  in  their  wage-price 
decisions. 

The  new  balance-of-payments  program  consisted  of  temporary 
measures  in  the  areas  of  direct  investment,  lending  by  financial  insti- 
tutions, foreign  travel,  and  Government  overseas  expenditure.  In  addi- 
tion, long  term  measures  w^ere  proposed  to  increase  U.S.  exports,  deal 
with  the  problem  of  nontaritf  barriers,  and  encourage  foreign  invest- 
ment and  travel  in  the  United  States.  The  program  embodied  a  com- 
prehensive approach  to  the  problem  with  savings  sought  in  all  major 
areas  of  the  balance  of  payments.  It  was  evolutionary  in  the  sense  of 
building  upon  the  experience  gained  from  previous  balance-of- 
payments  programs,  but  also  included  new  techniques  designed  to 
achieve  efl'ective  control  of  direct  investment  and  the  overseas  expendi- 
tures of  U.S.  tourists. 

The  main  specific  elements  of  the  new  program  were : 

— a  mandatory  jDrogram,  administered  by  the  Department  of  Com- 
merce, to  restrain  direct  investment  abroad 

— revised  guidelines  by  the  Board  of  Governors  of  the  Federal 
Reserve  System  to  reduce  credits  from  U.S.  banks  and  other  financial 
institutions 

— encouragement  of  foreign  travel  in  the  United  States  and  proposed 
measures  to  restrain  the  volume  of  U.S.  travel  expenditures  outside 
the  Western  Hemisphere 

— further  reductions  in  the  balance-of-payments  impact  of  Govern- 
ment expenditures  overseas 

— a  long-term  export  expansion  program,  including  intensified  pro- 
motional efforts  and  enlarged  facilities  for  export  insurance,  guaran- 
tees, and  fuiancing 

— consultation  with  foreign  countries  to  minunize  the  disadvantages 
to  our  trade  which  arise  from  differences  among  our  national  tax 
systems 

— further  efforts  to  attract  greater  foreign  investment  in  U.S.  cor- 
porate securities,  carrying  out  the  principles  of  the  Foreign  Investors 
Tax  Act  of  1966. 

Some  parts  of  the  program,  such  as  those  designed  to  help  rebuild 
the  trade  surplus,  were  longer  run  measures  and  did  not  exert  much 
immediate  effect  during  1968.  The  proposal  to  impose  a  temporary  tax 
on  foreign  travel  exi^enditures  outside  the  Western  Hemisphere  did 
not  receive  congressional  approval  during  1968.  But  in  the  areas  where 
it  was  carried  into  effect,  tlie  January  1968  program  was  extremely 
successful. 
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For  thi'ee  successive  quarters,  the  deficit  of  the  United  States  moved 
toward  equilibrium.  The  huge  deficit  of  $1,742  million  (liquidity  basis) 
in  the  fourth  quarter  of  1967  was  reduced  to  $680  million  in  the  first 
quarter  of  1968  as  the  program  got  underway,  moved  downward  to 
$160  million  in  the  second  quarter,  and  then  into  a  small  surplus,  on 
the  basis  of  preliminary  figures,  in  the  third  quarter. 

On  the  official  settlements  measure,  the  deficit  had  reached  the  very 
high  level  of  $1,082  million  in  the  fourth  quarter  of  1967.  After  the 
new  action  program,  the  deficit  declined  to  $552  million  in  the  first 
quarter  of  1968.  Surpluses  of  $1,523  million  and  $439  million  were 
registered  in  the  second  and  third  quarters. 

U.S.  gold  losses  were  checked  after  the  first  quarter  by  the  separation 
of  the  private  and  official  markets.  In  the  first  quarter  of  1968,  U.S. 
gold  losses  soared  to  $1,362  million.  In  the  second  quarter  losses  were 
only  $22  million  and  in  the  third  quarter  there  was  a  net  gain  of  $73 
million. 

The  dramatic  improvement  in  the  balance  of  payments  was,  of 
course,  extremely  welcome.  However,  the  composition  of  the  accounts 
was  somewhat  unbalanced  with  the  trade  surplus  at  abnormally  low 
levels.  Furthermore,  it  had  to  be  recognized  that  there  were  transitory 
elements  accounting  for  some  of  the  recorded  improvement.  There 
would  be  a  need  to  guard  against  any  overconfidence  and  to  recall  that 
setbacks  had  previously  been  encountered  when  the  balance  of  pay- 
ments was  showing  an  improving  trend.  Clearly,  it  would  be  essential 
to  carry  through  vigorously  on  the  balance-of -payments  program  until 
equilibrium  had  been  established  on  an  enduring  bavsis. 

International  Finance 

Events  since  the  time  of  my  last  report  have  demonstrated  once 
again  the  value  of  cooperative  multilateral  action  in  international 
financial  affairs.  Early  in  the  year,  the  international  financial  system 
was  still  unsettled  by  heavy  speculative  activity  in  gold  markets  as  an 
aftermath  of  the  sterling  devaluation  in  November  1967.  After  a  period 
of  relative  calm  following  the  announcement  of  the  January  1,  1968, 
U.S.  balance-of-payments  program,  there  was  a  renewed  surge  of 
speculation  in  foreign  gold  markets. 

The  representatives  of  the  central  banks  that  were  cooperating 
in  the  gold  pool  arrangement  met  in  Washington  over  the  weekend 
of  March  16  and  17,  1968,  and  developed  the  plans  for  what  has 
come  to  be  known  as  the  two-tier  gold  system.  As  a  result  of  the 
agreements  reached  at  this  meeting,  the  drain  from  monetary  gold 
stocks  w^as  halted  and  the  j)rivate  and  official  gold  markets  were 
effectively  separated.  The  transition  at  mid-March  took  place  with 
remarkable  smoothness,  considering  the  tense  atmosphere  that  had 
preceded  it,  the  abrupt  change  in  conditions,  and  the  inevitable  doubts 
and  uncertainties  about  anything  new  or  unknown  in  the  mternational 
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monetary  field.  The  new  system  has  worked  very  well.  It  has  provided 
additional  assurance  that  the  present  $35.00  an  ounce  price  of  gold 
will  be  maintained  in  official  transactions. 

Despite  the  successful  resolution  of  the  gold  market  problem,  the 
course  of  international  financial  developments  was  far  from  smooth 
during  the  balance  of  the  year.  After  a  brief  period  of  comparative 
calm,  the  outbreak  of  student  rioting  and  labor  strikes  in  late  May 
turned  speculative  pressure  on  the  French  franc.  Prompt  and  co- 
ordinated international  action  was  successful  in  dealing  with  the  spec- 
ulative pressure  and  the  franc  improved  gradually  during  the  sum- 
mer. By  late  summer,  the  gold  and  foreign  exchange  markets  had 
settled  down  to  orderly  trading  in  a  reasonably  calm  atmosphere. 

In  early  September  1968  the  French  authorities  announced  the  lift- 
ing of  the  exchange  controls  that  had  been  imposed  in  late  May.  At 
about  the  same  time,  the  Bank  for  International  Settlements  and 
a  group  of  12  central  banks  announced  that  they  would  provide  a 
$2  billion  medium  term  credit  to  the  United  Kingdom  to  offset  reduc- 
tions in  the  sterling  balances  of  overseas  sterling  countries.  By  mid- 
October  the  gold  and  foreign  exchange  markets  were  more  settled  and 
orderly  than  in  many  months. 

In  November  1968  a  wave  of  currency  speculation  developed.  Con- 
tinued large  surpluses  by  West  Germany  encouraged  a  belief  that  the 
mark  might  be  revalued.  This  reacted  adversely  on  both  the  French 
franc  and  the  pound  sterling.  The  possibility  of  an  unsettling  series 
of  exchange  rate  adjustments  was  a  clear  threat  to  the  stability  of  the 
international  financial  system.  A  meeting  of  representatives  of  the 
Group  of  Ten  nations  was  held  at  Bonn,  West  Germany,  between 
November  20  and  22.  The  outcome  was  special  border  tax  and  other 
measures  by  West  Germany  instead  of  a  revaluation  of  the  mark. 
Both  the  United  Kingdom  and  France  took  measures  of  additional 
budgetary  restraint.  Despite  widespread  expectations  to  the  contrary, 
the  French  franc  was  not  devalued. 

The  Bonn  meeting  represented  a  further  recognition  of  the  principle 
of  cooperative  multilateral  action  in  financial  affairs  affecting  major 
countries  and  major  currencies.  The  approach  to  the  problem  was 
multilateral  and  every  effort  was  made  to  concert  rational  policies 
and  reach  common  decisions  with  financial  jDartners.  This  was  another 
step  away  from  a  narrow,  nationalistic  view  of  international  finance 
and  toward  the  multilateral,  cooperative  approach. 

While  turbulent  events  in  the  gold  and  foreign  exchange  markets 
have  claimed  much  of  the  attention  of  the  financial  world  during 
the  past  year,  the  extension  of  the  principle  of  multilateral  coopera- 
tion seems  sure  to  be  the  development  of  lasting  significance.  Acting 
in  concert,  the  major  nations  had  staved  off  threats  to  the  stability 
of  the  international  monetary  system  and  proceeded  with  the  plans 
for  an  orderly  evolution  of  existing  arrangements. 
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During  the  j^ear  further  progress  was  made  in  implementing  the 
Special  Drawing  Riglits  plan.  The  ratification  of  the  amendment  to 
the  Articles  of  Agreement  of  tlie  International  Monetary  Fund  es- 
tablishing this  facility  is  proceeding  satisfactorily,  and  when,  in  1969, 
this  process  has  been  completed  and  drawing  levels  determined,  the 
world  will  have  taken  the  most  fundamental  progressive  step  in 
monetary  affairs  since  Bretton  Woods.  For  the  first  time  in  the  world's 
history  Ave  shall  be  looking  to  the  leadership  of  an  international  insti- 
tution to  provide  conscious  direction  in  recommending  the  amount 
of  growth  in  world  reserves  which  the  international  community  needs 
to  facilitate  trade  and  development. 

Summary 

Since  (his  is  my  last  Annual  Eeport  as  Secretary  of  the  Treasury, 
I  will  supplement  my  usual  review  of  recent  developments  Avith  brief 
connnent  on  some  of  the  major  achievements  of  recent  years  in  areas 
of  Treasui-y  interest  and  responsibility.  While  the  future  Avill  bring 
new  problems  requiring  new  solutions,  there  is  a  continuity  in  economic 
and  financial  events  and  in  established  national  objectives.  Therefore, 
a  review  of  recent  experience  may  be  of  some  value  in  pointing  to  some 
of  the  lessons  that  have  been  learned  and  the  tasks  that  remain. 

An  important  lesson  of  the  1960's  is  the  enormous  difference  that 
jiublic  policies  can  make  in  creating  an  atmosphere  Avithin  Avhich  the 
])rivate  economy  can  flourish.  From  early  1961  to  the  present,  the 
national  groAvth  rate — in  terms  of  real  gross  national  product — has 
averaged  more  than  5  percent  per  annum.  This  longest  economic  ex- 
pansion in  our  nation's  history— nearing  the  end  of  its  eighth  year- 
has  raised  our  annual  total  real  output  as  much  as  in  the  previous  20 
years.  The  increase  in  the  value  of  our  annual  production  during  the 
current  expansion  is  roughly  eciuivalent  to  the  total  annual  output  of 
the  European  Economic  Community  or  the  Soviet  Union  in  a  recent 
year. 

Until  late  1965,  this  immense  productive  achievement  featured  stable 
costs  per  unit  of  output.  Within  the  last  3  years,  costs  and  prices  have 
risen  too  rapidly,  triggered  by  the  rapid  buildup  of  the  Avar  in  South- 
east Asia  after  mid-1965.  Yjven  so,  the  United  States  still  has  the  best 
overall  record  of  price  stability  since  1960  of  any  of  the  major  indus- 
trialized nations.  But,  it  is  all  too  clear  that  our  recent  price  record 
must  be  improved.  It  is  a  major  challenge  for  future  U.S.  domestic 
policy  to  maintain  a  healthy  rate  of  groAvth  in  production  and  employ- 
ment Avhile  moving  back  to  a  noninflationaiy  environment.  The  efforts 
of  (he  incoming  Administra(ion  in  tliis  area  deserve,  and  should  re- 
ceive, full  support  and  cooperation. 

E<'()noniic  groAvth — even  in  a  Uijninflationary  environment — Avill  cer- 
tainly not  solve  all  of  our  domestic  problems.  But  the  recent  record 
demonstrates  clearly  that  vigorous  economic  growth  remains  the  most 
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powerful  social  weapon  at  our  disposal.  The  economic  gains  of  recent 
years  have  brought  substantial  gains  to  minority  groups  and  given  an 
added  degree  of  dignity  and  security  to  millions  of  Americans.  And,  in 
an  interdependent  world  economy,  the  better  U.S.  economic  perform- 
ance has  also  had  dramatic  effect  internationally.  The  growth  of  the 
entire  free  world  has  picked  up  in  this  decade  and  the  volmne  of  trade 
has  increased  impressively. 

Experience  has  proven  the  value  of  the  use  of  a  range  of  key  policy 
tools  in  the  pursuit  of  economic  growth  and  social  progress.  Suitably 
adapted  to  changing  circumstances,  and  supplemented  by  new  tech- 
niques, these  j)olicy  tools  can  continue  to  make  a  distinctive  contribu- 
tion to  the  promotion  of  our  economic  welfare.  The  major  tools  which 
have  proven  their  value  can  conveniently  be  summarized  under  the 
following  headings :  structural  policies,  flexible  and  coordinated  fiscal 
and  monetary  policies,  cooperation  between  labor,  management,  and 
government,  and  international  policy  coordination  and  cooperation. 

Structural  policies  in  the  tax  area  have  greatly  strengthened  invest- 
ment incentives  since  the  early  1960's  and  promoted  a  more  rapid 
rate  of  growth  in  productivity.  Even  with  the  recently  enacted  sur- 
charge. Federal  income  tax  rates  are  much  lower  than  at  the  beginning 
of  this  decade.  Tax  reform  has  continued  to  be  a  major  and  continuing 
objective. 

Structural  policies  outside  the  tax  area  also  hold  great  promise. 
In  recent  years,  the  development  of  intensified  public  policy  and 
imaginative  efforts  in  private  industry  in  manpower  training  have 
mounted  a  concerted  attack  on  structural  unemployment.  Sizable  in- 
vestment in  these  activities  and  the  underlying  educative  capacity  that 
makes  manpower  training  meaningful,  coupled  with  the  investment  in 
tools  of  production,  have  become  recognized  as  essential  to  the  success- 
ful pursuit  of  the  economies  of  growth. 

Flexible  and  coordinated  fiscal  and  monetary  policies  will  continue 
to  be  major  instruments  of  national  economic  policy  in  the  years 
ahead — as  they  have  been  in  this  decade.  During  recent  years  it  has 
been  shown  that  fiscal  policy  can  be  used  to  restrain  as  well  as  to  stim- 
ulate. The  long  delay  in  the  application  of  fiscal  restraint  was  unfortu- 
nate. It  may  point  to  the  need  for  some  procedures  whereby  the  fiscal 
position  can  be  adjusted  more  smoothly  and  promptly.  This  is  a  matter 
of  major  importance  since  an  appropriate  degree  of  fiscal  stimulus  or 
restraint,  combined  with  a  flexible  and  responsive  monetary  policy, 
can  help  insure  that  growth  in  total  spending  and  productive  capacity 
will  be  kept  in  reasonable  correspondence,  thereby  avoiding  the  waste 
of  unemployment  and  the  inequity  of  inflation.  In  the  absence  of  a 
coordinated  and  stabilizing  response  from  fiscal  and  monetary  policy, 
we  run  the  risk  of  returning  to  the  old  cycle  of  expansion  and  con- 
traction— boom  and  bust. 
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In  recent  years,  a  remarkable  degree  of  cooperation,  understanding, 
and  mutual  confidence  has  gradually  emerged  between  business  and 
labor  and  Government.  Business  and  labor  and  Government  have 
moved  together  in  a  growing  partnership  for  progress.  xV  key  problem 
remains  to  be  solved :  wage-price  stability  at  high  levels  of  employment. 
Even  with  sound  monetaiy  and  fiscal  policies,  wage-price  stability 
depends  upon  the  determination  of  American  business  and  American 
labor  to  avoid  wage  rises  that  outdistance  our  gains  in  productivity 
and  to  take  the  national  interest  into  account  in  pricing  decisions.  Wage 
and  price  stability  is  vital  to  both  our  balance  of  payments  and  our 
domestic  progress — business  and  labor  and  Government  have  a  joint 
responsibility  to  cooperate  in  its  achievement. 

In  the  area  of  international  financial  policy  coordination  and  co- 
operation, great  progress  has  been  made  in  recent  years.  This  progress 
has  been  achieved  during  a  period  of  formidable  pressures  on  the  inter- 
national financial  system  and  on  our  own  balance  of  payments.  In- 
creasingly, the  major  countries  are  sharing  the  responsibility  on  a 
multilateral  free  world  scale  for  an  improved  trade  and  payments 
system,  mutual  security  arrangements  that  are  soundly  and  fairly 
financed,  and  an  expanding  system  of  development  aid  and  finance. 
The  landmark  agreement  on  the  Special  Drawing  Rights  Plan  to  pro- 
vide for  orderly  growth  in  world  reserves  is  but  one  indication  of  the 
cooperative  approach  in  international  financial  affairs. 

In  all  of  these  areas  of  domestic  and  international  economic  policy, 
there  are  common  objectives  and  a  growing  consensus  as  to  the  means 
of  achieving  them.  While  there  are  differences  of  opinion  and  shad- 
ings of  emphasis,  there  is  also  a  considerable  area  of  agreement  on 
national  economic  objectives.  We  must  keep  the  economy  growing  and 
productive,  the  nation's  finances  in  reasonable  balance,  and  the  dollar 
sound  and  respected. 

Henry  H.  Fowler, 
Secretary  of  the  Treasury. 
To  THE  President  of  the  Senate. 
To  THE  Speaker  of  the  House  of  Representatives. 
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Financial  Operations 

Basis 

Budget  receipt  and  expenditure  data  in  this  section  are  on  the 
hasls  of  the  budget  cmicepts  adopted  pursiuint  to  the  recommendations 
of  tlie  President'' s  Convmission  on  Budget  Cmicepts} 

Summary 

On  the  basis  of  tlie  new  nnified  budget  concepts,  the  deficit  for 
fiscal  1968  was  $:25.2  billion  (compared  with  $8.8  billion  for  fiscal 
1967,  using  the  same  basis).  Net  i-eceipts  for  fiscal  1968  amounted  to 
$153.7  billion  ($4.1  billion  over  1967)  and  outlays  totaled  $178.9 
billion  ($20.5  billion  over  1967). 

The  deficit  of  $25.2  billion  and  the  $1.3  billion  increase  in  cash  and 
monetary  assets  were  financed  by  borrowing  $23.1  billion  from  the 
public  and  $3.4  billion  through  other  means.  As  of  June  30,  1968, 
Federal  securities  outstanding  totaled  $372  billion,  comprised  of  $348 
billion  in  public  debt  securities  and  $24  billion  in  agency  securities. 
Of  the  $372  billion,  $291  billion  represented  borrowing  from  the 
public.  The  Government's  fiscal  operations  in  fiscal  years  1967-68  are 
summarized  as  follows : 

In  billions  of  dollars 


1967 


Budget  receipts,  expenditures,  and  lending: 
Receipt-expenditure  account: 

Receipts - - 149.6  1^3.7 

Expenditures. - --. 153.3  172.8 


Receipt-expenditure  deficit  (— ) —3.  7  —19. 1 

Loan  account: 

Net  lending -.. --.  5. 1  6.1 

Total  budget: 

Receipts- .-- 149.0  153.7 

Outlays— 158.4  178.9 


Budget  deficit  (-) _.._ -8.8  -25.2 

Means  of  financing: 

Borrowing  from  the  public. 2.9  23.1 

Reduction  of  cash  and  monetary  assets,  increase  (— ) 4.9  —1.3 

other  means.. --  1-0  3.4 


Total  budget  financing --- 8.8  25.2 


'  See  pages  8-10  for  a  discussion  of  tho  Commission's  rocommendations. 
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Budget  Receipts  and  Outlays 

Chart  2 


THE  BUDGET 


Expenditures 
and  net  lending 

Deficit 


'mimii^iim 


1959       1860        1961        1962        1863        1364        1955        1966        'Ml       l'l6i 
Fiscal  Years 


Receipts 

Budget  receipts  under  the  more  inclusive  concept  recommended 
by  the  President's  Commission  on  Budget  Concepts,  amoimted  to 
$153.7  billion  in  fiscal  year  1968,  $4.1  billion  above  fiscal  1967.  Ne^v 
peaks  of  budget  revenue  have  thus  been  established  in  each  of  the  last 
9  years.  The  1968  increase  occurred  despite  the  virtual  end  (in  fiscal 
year  1967)  of  the  acceleration  of  corporate  payments  under  the  Reve- 
nue Acts  of  1964  and  1966.  On  the  other  hand,  fiscal  1968  receipts  were 
bolstered  by  the  full-year  effect  of  rate  increases  for  employment  taxes. 

In  summary,  Government  revenues  continued  to  rise  during  fiscal 
1968,  accompanying  the  general  expansion  in  economic  activity.  A 
comparison  of  net  budget  receipts  by  major  sources  for  the  fiscal  years 
1967  and  1968  is  shown  below.  Estimates  of  i-eceipts  required  of  the 
Secretary  of  tlie  Treasury  are  shown  separately  in  the  President's 
budget. 

[In  millions  of  dollars] 


1967 


1968 


Increase,  or 
decrease  (— ) 


Individual  income  taxes 61,  526 

Corporation  income  taxes_. 33,971 

E mployment  taxes.. 27, 823 

Unemployment  insurance... 3,659 

Contributions  for  other  insurance  and  retirement 1,865 

Excise  taxes 13,  719 

Estate  and  gift  taxes 2,978 

Customs.. 1,901 

Miscellaneous  receipts 2, 120 

Total  budget  receipts. 149,562 


68,  726 

7,200 

28,665 

-5,307 

29,  224 

1,401 

3,346 

-314 

2,  051 

185 

14,  079 

360 

3,051 

72 

2,038 

138 

2,498 

378 

153, 676 


4,113 
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Indivldioal  incotne  taxes. — Individual  income  taxes  amounted  to 
$68.7  billion  in  fiscal  1968,  up  $7.2  billion  from  1967.  The  percentage 
rise  of  12  percent  was  about  the  same  as  in  1967  and  reflected  generally 
rising  incomes. 

Corporation  inconve  taxes. — Corporation  income  receipts  fell  off 
sharply  during  fiscal  1968,  amounting  to  $28.7  billion,  down  $5.3  bil- 
lion from  1967.  The  major  part  of  this  drop  was  due  to  the  end  of  the 
acceleration  of  payments  in  fiscal  1967.  (The  acceleration  of  payments 
added  to  receipts  during  the  fiscal  years  1964  through  1967  but  did 
not  affect  tax  liabilities. ) 

Also  contributing  to  the  drop  in  receipts  was  a  $4.0  billion  decrease 
in  corporate  profits  from  calendar  year  1966  to  1967.  These  are  the 
calendar  year  results  which  most  affect  the  fiscal  year  1967  to  1968 
comparison  of  receipts. 

ETnploytnent  taxes. — Employment  taxes  totaled  $29.2  billion  in 
fiscal  1968,  up  $1.4  billion  from  1967.  The  rise  reflected  expanding  pay- 
rolls and  number  of  people  employed,  as  well  as  an  increase  in  the  com- 
bined tax  rate  on  employers  and  employees.  The  combined  tax  rate 
was  increased  from  8.4  percent  to  8.8  percent  effective  January  1, 

1967.  The  higher  rate  was  wholly  reflected  in  fiscal  1968  but  only 
partially  in  1967. 

Unem'ploy merit  insurance. — Unemployment  insurance  receipts  fell 
off  some  $300  million  in  fiscal  1968,  amounting  to  $3.3  billion.  The 
drop  was  almost  wholly  due  to  smaller  deposits  by  States  in  the  un- 
employment trust  fund. 

Confrihutions  for  other  insurance  and  retirement. — At  $2.1  billion  in 
fiscal  1968,  such  premiums  were  some  $185  million  above  1967.  These 
premiums  are  composed  of  medical  insurance  for  the  aged  and  Federal 
employee  retirement  deductions,  each  increasing  in  fiscal  1968. 

Excises. — Excise  tax  receipts  are  detailed  in  the  following  table. 

[In  millions  of  dollars] 

1967  1968  Increase,  or 

decrease  (— ) 

Alcohol  taxes 

Tobacco  taxes 

Documents 

Manufacturers  excise  taxes 

Retailers  excise  taxes  (repealed) 

Miscellaneous  excise  taxes 

Undistributed  depositary  receipts  and  unapplied  collections 

Gross  excise  taxes 14,114  14,320  207 

Less  refund  of  receipts 395  241  -153 

Net  excise  taxes 13,719  14,079  360 

Excise  taxes  rose  from  $13.7  billion  in  fiscal  1967  to  $14.1  billion  in 

1968,  an  increase  of  some  $360  million.  Over  $250  million  of  this 
rise  was  in  the  alcohol  and  tobacco  taxes. 

318-223—69 3 


4,076 

4,287 

212 

2,080 

2,122 

42 

68 

49 
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5,478 

5,714 

236 

4 

1 
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1,859 
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676 

288 
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Estate  and  gift  taxes. — Estate  and  gift  taxes  reached  $;).!  billion  in 
fiscal  19G8,  only  slightly  above  19G7. 

Custoui^'i. — Customs  duties  continued  to  advanco  in  fiscal  1DG8, 
amounting  to  $2.0  billion,  $1.'>8  million  greater  than  in  IDGT.  The  rise 
reflected  a  further  increase  in  taxable  imports. 

Miscellaneous  receipts. — ]N[iscellaneons  receipts  amounted  to  $2.5 
l)illion  in  19G8,  increasing  some  $;j80  million.  With  the  changes  in 
budget  concepts  reflected  in  this  section,  miscellaneous  receipts  are 
largely  the  deposits  of  earnings  by  Federal  Reserve  banks.  These  in- 
creased $286  million. 

Outlays 

Total  outlays  in  fiscal  1968  were  $178.9  billion  (comi:)ared  witli 
$158.4  billion  for  1967).  The  outlays  consisted  of  expenditures  in  the 
receipt-expenditure  account  of  $172.8  billion  and  net  lending  in  the 
loan  account  of  $6.1  billion.  Outlays  for  fiscal  1968,  by  major  agency, 
are  compared  to  those  of  1967  in  the  following  table.  For  details  of 
the  recei])t-expenditure  account  and  the  loan  account  see  the  Statistical 
Appendix. 

[In  millions  of  dollars] 


Agency 


1967 


1968 


Increasp,  or 
decrease  (— ) 


Funds  appropriated  to  the  President... 4,872 

Agriculture  Department. 5, 841 

Defense  Department 68,763 

Health,  Education,  and  Welfare  Department 34,608 

Housing  und  Urban  Development  Department 2, 783 

Labor  Department 3,286 

Transportation  Department. 5, 428 

Treasury  Department -  13, 059 

Atomic  Energy  Coiiunlssion 2,264 

National  Aeronautics  and  Space  Administration 5,423 

Veterans'  Administration 6, 845 

other 9,189 

Undistributed  interfund  receipt  transactions —4, 009 

Total  outlays 158,352 


4,913 

41 

7.308 

1,467 

78,  673 

9,910 

40,  576 

5,969 

4,140 

1,357 

3,272 

-14 

5,  732 

304 

14,  655 

1,595 

2,466 

202 

4,721 

-703 

6,858 

14 

10,119 

930 

-4,  570 

-561 

178, 862 


20,  511 


Cash  and  Monetary  Assets 

On  June  30,  1968,  cash  and  monetary  assets  directly  related  to  the 
budget  amounted  to  $11,287  million,  an  increase  of  $1,303  million  over 
fiscal  1967.  The  balance  consisted  of  $6,785  million  in  the  general  ac- 
count of  the  Treasurer  of  the  United  States,  which  included  $91  million 
net  transactions  in  transit  as  of  June  30  (this  balance  was  $1,094 
million  less  than  June  30,  1967)  ;  $3,536  million  with  other  Govern- 
ment officers  ($1,858  million  more  than  1967)  ;  and  $966  million  with 
the  International  Monetary  Fund  ($538  million  more  than  1967).  For 
a  discussion  of  the  assets  and  liabilities  of  the  Treasurer's  account  st^e 
])ages  98-100.  The  transactions  atl'ecting  the  account  in  fiscal  1968 
follow: 
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Transactions  affecting  the  account  of  the  Treasurer  of  the  United  States,  fiscal 

1968 

[In  millions  of  dollars] 

Balance  June  30,  1967 7,759 

Excess  of  deposits,  or  withdrawals  ( — ) ,  budget,  trust,  and 
other  accounts : 

Deposits  105,086 

Withdrawals    (  — ) 184,581     -19,495 

Excess    of    deposits,    or    withdrawals     ( — ) ,    public    debt 
accounts : 

Increase  in  gross  public  debt 21,357 

Deduct : 

Excess  of  Government  agencies'  invest- 
ments in  public  debt  issues 4,307 

Accruals  on  savings  and  retirement  plan 
bonds   and   Treasury   bills    (included   in 

increase  in  gross  public  debt  above) 5,319 

Less  certain  public  debt  redempitions  (in- 
cluded above  in  withdrawals,  budget, 
trust,  and  other  accounts) 5.315 

Net  deductions 4,311        17,046 

Excess  of  sales  of  Government  agencies'  securities  in  the  market 3,  480 

Net  transactions  in  clearing  accounts    (documents  not  received  or 

classified  by  the  OflBce  of  the  Treasurer) —2,095 

Net  transactions  iu  transit 91 

Balance  June  30,  1968 6,785 

Corporations  and  Other  Business-type  Activities  of  the 
U.S.  Government 

The  business-type  programs  which  Government  corporations  and 
agencies  administer  are  financed  by  various  means:  Appropriations, 
sales  of  capital  stock,  borrowings  from  either  the  U.S.  Treasury  or 
the  public,  or  by  revenues  derived  from  their  own  operations. 

Corporations  or  agencies  having  legislative  authority  to  borrow 
from  the  Treasury  issue  their  formal  securities  to  the  Secretary  of  the 
Treasury.  Amounts  borrowed  are  reported  in  the  periodic  financial 
statements  of  the  Government  corporations  and  agencies  as  part  of 
the  Government's  net  investment  in  the  enterprise.  In  fiscal  1968,  bor- 
rowings from  the  Treasury,  exclusive  of  refinancing  transactions, 
totaled  $12,608  million,  repayments  were  $10,179  million,  and  out- 
standing loans  on  June  30, 1968,  totaled  $27,040  million. 

Those  agencies  having  legislative  authority  to  borrow  from  the 
public  must  either  consult  with  the  Secretary  of  the  Treasury  regard- 
ing the  proposed  offering,  or  have  the  terms  of  the  securities  to  be  of- 
fered approved  by  the  Secretary. 

During  fiscal  1968,  Congress  granted  new  authority  to  borrow  from 
the  Treasury  in  the  total  amount  of  $1,587  million,  and  reduced  exist- 
ing authority  by  $791  million,  resulting  in  a  net  increase  of  $868  mil- 
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lion.  The  status  of  borrowing  authority  and  the  amount  of  corporation 
and  agency  securities  outstanding  as  of  June  30, 1968,  are  shown  in  the 
Statistical  Appendix. 

Unless  otherwise  specifically  fixed  by  law,  the  Treasury  determines 
interest  rates  on  its  loans  to  agencies  by  considering  the  Government's 
cost  for  its  borrowings  in  the  current  market,  as  reflected  by  prevail- 
ing market  yields  on  Government  securities  which  have  maturities 
comparable  with  the  Treasury  loans  to  the  agencies.  A  description  of 
the  Federal  agencies'  securities  held  by  the  Treasury  on  June  30, 196S, 
is  shown  in  the  Statistical  Appendix, 

During  fiscal  1968,  the  Treasury  received  from  agencies  a  total  of 
$888  million  in  interest,  dividends,  and  similar  payments.  (See  the 
Statistical  Appendix.) 

Quarterly  statements  of  financial  condition,  income  and  expense, 
and  source  and  application  of  funds  are  submitted  to  the  Treasury 
by  Government  corporations  and  agencies.  These  statements  serve  as 
the  basis  for  the  combined  financial  statements  compiled  by  the  Treas- 
ury which,  together  with  the  individual  statements,  are  published 
periodically  in  the  "Treasury  Bulletin."  Summary  statements  of  the 
financial  condition  of  Government  coi"porations  and  other  business- 
type  activities,  as  of  June  30,  1968,  are  shown  in  the  Statistical 
Appendix. 

Government-wide  Financial  Management 

New  budget  concepts 

On  March  3,  1967,  President  Johnson  appointed  a  Commission  "to 
make  a  thorough  study  of  the  Federal  budget  and  the  manner  in  which 
it  is  presented  to  the  Congress  and  the  public."  The  decision  to  form 
a  Commission  on  Budget  Concepts  climaxed  many  years,  under  several 
Administrations,  of  discussion  and  criticism  about  the  inadequacy  of 
the  Federal  budget.  Confusion  and  criticism  grew  primarily  because 
of  the  use  of  three  major  "budget"  concepts  (administrative,  consoli- 
dated cash,  and  national  income  accoimts)  and  the  accounting  treat- 
ment of  individual  items  or  groups  of  items  within  the  three  concepts. 

Tile  Secretary  sei^ved  as  a  member  of  the  Commission,  which  carried 
on  its  deliberations  throughout  the  summer  and  submitted  its  report 
to  the  President  in  October  1967.  Among  the  major  recommendations 
made  by  the  Commission  were : 

(1)  That  a  unified  budget  statement,  with  complementary  rather 
than  competing  concepts,  be  adopted  to  replace  the  three  or  more  exist- 
ing concepts ; 

(2)  That  the  budget  have  broad  coverage  to  include  all  programs 
of  the  Federal  Government,  including  trust  funds; 
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(3)  That  a  breakdown  of  total  Government  outlays  between  loans 
and  other  expenditures  be  made  within  the  unified  budget. 

(4)  That  receipts  which  are  enterprise  or  market-oriented  be  netted 
i.e.,  treated  as  offsets  to  expenditures  to  which  they  relate ; 

(5)  That  the  budget  include  a  "means  of  financing"  statement 
utilizing  a  debt  concept  which  emphasizes  net  Federal  borrowing 
from  the  public ; 

(6)  That  the  sale  of  participation  certificates  in  pools  of  loans  be 
treated  as  a  means  of  financing  (borrowing)  rather  than  as  budget 
receipts ; 

(7)  That  receipts  and  expenditures  be  reported  on  the  accrual  basis 
instead  of  a  cash  basis ;  and 

(8)  That  subsidies  involved  in  Federal  direct  loan  programs  be 
separately  identified  in  the  expenditure  account. 

All  of  these  recommendations  except  the  last  two  were  implemented 
in  the  1969  budget  presented  to  the  Congress  in  January  1968  and  in 
the  Treasury's  financial  reports  for  fiscal  1968.  As  suggested  by  the 
Commission,  the  Bureau  of  Accounts,  collaborating  with  Bureau  of 
the  Budget  and  General  Accounting  Office  staff,  conducted  a  review  of 
all  deposit  fund  accounts  in  order  to  classify  the  accounts  within  or 
outside  the  new  unified  budget. 

A  steering  committee  representing  the  Bureau  of  the  Budget,  the 
General  Accounting  Office,  and  the  Treasury  is  guiding  joint  efforts 
toward  implementation  of  the  last  two  recommendations.  Government- 
wide,  through  a  number  of  specialized  task  groups : 

ACCRUED  EXPENDITURES  AND  NONTAX  RECEIPTS 

The  Commission  recommended  that  the  conversion  to  the  accrual 
basis  take  place  with  the  1971  budget  to  be  preceded  by  a  test  period 
beguuiing  July  1968.  As  a  first  step,  meetings  were  held  in  February 
and  Marcli  1968  to  discuss  the  requirements  with  top-level  agency  finan- 
cial persomiel,  identify  potential  problems,  and  determine  agency 
capability  to  implement  the  Commission's  recommendation  on 
schedule. 

After  meeting  with  all  major  agencies,  the  Steering  Committee 
focused  on  drafting  necessary  regulations  to  guide  agencies  in  pre- 
paring for  the  test  and  subsequent  conversion  of  the  Budget  and 
Treasury  reports  from  the  cash  to  the  accrual  basis.  Bureau  of  Ac- 
counts staff  participated  in  a  coordinated  effort  to  define  the  new  re- 
quirements, the  outgrowth  of  which  was  Bureau  of  the  Budget  Bul- 
letin No.  68-10,  dated  April  26,  1968,  the  Comptroller  General's  letter 
to  agencies  dated  May  4,  1968,  and  Transmittal  Letter  No.  18  to  the 
Treasury  Fiscal  Requirements  Manual,  dated  June  20, 1968.  The  latter 
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set  forth  preliminary  requirements  for  reporting  accrual  data  to  the 
Treasury  during  the  test  period  (fiscal  year  15)60). 

Two  major  problem  areas  were  identilied  in  discussion  with  agen- 
cies, namely  (1)  the  reporting  of  unbilled  cost  on  Federal  contracts 
under  the  constructive  delivery  concept  recommended  by  the  Commis- 
sion and  (2)  the  reporting  of  accrual  data  by  grantees  under  Federal 
grant  programs.  The  Steering  Committee  appointed  separate  task 
force  groups,  with  Treasury  representation,  to  study  each  area  in 
depth.  These  studies  will  be  completed  early  in  fiscal  1969. 

ACCRUAL  OF  CORPORATE  INCOME  TAXES  AND  EXCISE  TAXES 

The  Commission  recommended  that  all  budget  receipts  be  reported 
on  the  accrual  basis  as  soon  as  feasible  and  specified  corporation  in- 
come taxes  and  excise  taxes  as  categories  which  should  be  converted  to 
the  accrual  basis  promptly.  The  Steering  Committee  established  a 
study  team  consisting  of  representatives  from  the  Treasury  Depart- 
ment (Office  of  Tax  Analysis  (Chairman),  Internal  Revenue  Service, 
and  Bureau  of  Accounts) ,  Bureau  of  the  Budget,  General  Accounting 
Office,  and  Department  of  Commerce. 

IDENTIFICATION  OF  INTEREST  SUBSIDIES 

It  was  the  Commission's  recommendation  that  the  full  amount 
of  the  interest  subsidy  on  lojxns,  as  compared  to  Tre;xsui*y  borrowing- 
costs,  be  determined  and  specifically  disclosed  in  the  expenditure 
account  of  the  budget,  and  furthermore,  that  it  be  measured  on  a  capi- 
tal ized  basis  at  the  time  the  loans  are  made.  In  May,  all  major  lending 
agencies  were  invited  to  ort'er  suggestions  on  tlie  most  practical  method 
of  implementing  this  recommendation.  Further  efforts  will  continue  in 
fiscal  1969. 

Joint  Financial  Management  Improvement  Program 

On  April  29, 1968,  the  Secretary  met  with  the  Comptroller  General, 
the  Director  of  the  Bureau  of  the  Budget,  and  the  Chairman  of  the 
Civil  Service  Commission  to  review  progress  under  the  Joint  Financial 
Management  Improvement  Program  (JFMIP).  In  addition  to  topics 
involving  key  recommendations  of  the  President's  Commission  on 
Budget  Concepts,  a  joint  project  was  approved  to  conduct  a  broad 
review  of  Federal  grant-in-aid  progi'ams  with  the  objective  of  simpli- 
fying their  financial  administration.  Progress  on  projects  studying 
letter-of -credit  operations  and  payment  for  transportation  services  was 
reviewed. 

The  Treasury  Department  is  chairing  the  JFMIP  project  estab- 
lished to  evaluate  the  application,  administration,  and  operation  of  the 
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let-ter-of-credit  niethod  of  financing  Federal  programs.  It  is  expected 
that  recommendations  will  be  made  early  in  fiscal  year  1969  concerning 
(a)  further  application  of  the  system,  (b)  pro-gram  agency  monitoring 
of  the  system,  (c)  problems  in  State,  municipal,  or  other  local  laws 
which  may  impede  optimum  use  of  the  system,  (d)  methods  to  reduce 
the  amomit  of  cash  in  the  hands  of  secondary  recipients,  and  (e) 
other  improvements  which  would  result  in  keeping  cash  in  Treasury 
until  actually  needed. 
Use  of  letters  of  credit 

The  use  of  letters  of  credit  to  finance  appro])riate  Federal  i)ro- 
grams  has  continued  to  expand.  During  fiscal  year  1968,  it  was  applied 
to  additional  programs  in  the  Department  of  Health,  Education,  and 
Welfare,  the  Federal  Extension  Service  of  the  Department  of  Agri- 
culture, and  the  Department  of  Housing  and  Urban  Development. 
This  brought  the  number  of  participating  entities  to  26.  Over  60,000 
draw-downs,  totaling  $18.3  billion,  were  generated  in  fiscal  1968. 

Federal  Tax  Deposit  System 

The  Federal  Tax  Deposit  System  which  was  initiated  in  fiscal  1967 
for  corporation  income  taxes  was  extended  in  1968,  as  planned,  to  all 
other  classes  of  taxes  formerly  handled  through  the  "depositary  re- 
ceipts" system.  The  new  system  will  produce  substantial  operating 
economies. 

Federal  Debt  Management 

The  primary  function  of  Federal  debt  management  is  to  raise  the 
funds  needed  to  meet  expenditures  not  covered  by  revenues  and  to 
refund  maturing  debt  obligations.  This  primary  function  must  be 
carried  out  in  a  manner  that  contributes  to  noninflationary  growth  in 
the  domestic  economy  and  achievement  of  balance  in  our  international 
accounts.  Secondary  objectives  are  establishing  and  maintaining  a  well- 
balanced  debt  structure,  providing  debt  instruments  conmiensurate 
with  the  needs  and  requirements  of  an  orderly  securities  market,  co- 
ordinating the  growing  volume  of  Government  agency  debt  operations 
with  Treasury  debt  management  policy,  and  minimizing  the  interest 
cost  of  Treasury  and  Federal  agency  borrowing. 

Debt  management  policy  faced  a  complex  task  in  fiscal  1968.  The 
major  problem  was  the  very  size  of  the  combined  refundings  and  new 
cash  needs.  By  normal  standards  the  volume  of  maturing  Treasury  and 
agency  issues  was  moderate.  However,  the  financing  of  the  $25.2  bil- 
lion budget  deficit  would  add  a  heavy  Federal  demand  to  large  private 
and  State  and  local  government  credit  demands.  Moreover,  the  pro- 
tracted uncertainty  over  the  fate  of  the  fiscal  program  pending  before 
Congress  made  forward  planning  unusually  difficult. 
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Ghabt  3 
MARKET  YIELDS  AT  CONSTANT  MATURITIES'  196Z-'68 


1965 


1968 


^  Monthly  averages  of  daily  estimated  yields  of  public  debt  securities.  Bank  discount 
rates  on  Treasury  bills. 

To  finance  the  large  Federal  demands  for  credit,  Treasury  debt 
management  policymakers  relied  in  good  part  on  Treasury  bills  and 
short  term  notes.  Nevertheless,  the  Treasury  was  able  to  minimize  the 
erosion  of  the  debt  structure  by  combining  intermediate  exchange 
issues  with  short  term  cash  offerings.  This  allowed  the  placing  of  a 
moderate  amount  of  debt  in  the  7-year  area  in  three  of  the  four 
quarterly  financings. 

In  the  domestic  economy  the  first  half  of  the  fiscal  year  saw  a 
quickened  rate  of  real  growth  accompanied  by  an  excessively  rapid 
rise  in  costs  and  prices.  At  the  same  time  the  capital  market  was  sub- 
jected to  the  ebb  and  flow  of  expectations  for  peace  in  Vietnam.  The 
President  formally  requested  a  tax  increase  in  August,  but  the  Con- 
gress did  not  act  until  the  end  of  the  fiscal  year.  In  the  interim  there 
were  several  occasions  on  which  approval  seemed  near  followed  by 
frustrating  delays.  Consequently  economic  restraint  depended  heavily 
on  monetary  policy  during  tlie  fiscal  year. 

The  discount  rate  was  raised  by  one-half  of  a  percent  on  Novem- 
ber 20,  1967,  and  again  on  March  15,  1968,  and  on  April  19,  1968, 
increasing  the  rate  during  tlie  year  to  5i/^  percent.  In  January  the 
Federal  Reserve  increased  reserve  requirements  on  commercial  bank 
deposits  and  in  April  raised  the  maximum  rates  payable  on  certificates 
of  deposit  to  614  percent  on  the  longest  maturities. 

A  series  of  international  problems  arose  during  the  fiscal  year.  In 
mid-November  1967  the  British  pound  came  under  severe  pressure  and 
was  devalued  from  $2.80  to  $2.40.  In  the  final  quarter  of  1967,  the 
U.S.  balance  of  payments  deteriorated  sharply,  and  in  his  New  Year's 
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Chart  4 
PRIVATE  HOLDINGS  OF  MARKETABLE  FEDERAL  SECURmES 

FEDERAL  AGENCY  SECURITIES 
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1  Export-Import  and  FNMA  paiticipatiou  certificates. 

Day  message  the  President  announced  a  broad  program  to  bring  our 
payments  into  or  close  to  equilibrium.  Sharp  increases  in  gold  sales 
in  late  1967  and  the  renewed  speculative  pressure  on  the  British  pound 
and  gold  at  the  end  of  February  1968  led  to  the  establishment  of  the 
two-price  gold  system  in  mid-March. 

Market  rates  on  Treasury  securities  rose  steadily  through  December 
1967  with  the  3-month  bill  showing  an  increase  of  1  percent  over  June 
levels  while  yields  on  intermediate  term  securities  rose  one-half  to 
three-quarters  of  a  percent.  On  December  30,  1967,  3-month  bills  were 
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at  the  5-percent  level  and  intermediate  coupon  issues  were  about  5% 
percent. 

Duriiifj;  January  and  early  February  interest  rates  on  (lovernnieiit 
securities  dropped  l)ack  moderately,  then  rose  throu<j;h  the  thh'd  week 
in  May  before  the  market  became  convinced  that  the  Congress  ^^  ould 
enact  a  tax  increase.  In  this  period  the  sliort  bill  rate  rose  an  additional 
percentage  point  and  intermediate  coupon  rates  rose  one-half  of  1 
percent.  The  tax  action  sharply  reduced  rates  in  the  last  month  of  the 
fiscal  year,  with  3-month  bills  yielding  5.30  percent  and  iiitei-mediate 
coupon  issues  yielding  5%  percent  at  the  end  of  the  fiscal  year. 

Public  Debt  Changes 

Treasury  debt  securities  outstanding  increased  $21.4  billion  in  fiscal 
1068  to  a  level  of  $3-t7.6  billion  on  June  30, 11)68.  Over  the  course  of  the 
fiscal  year  the  Treasury  issued  $50.3  billion  of  new  marketable  securil  ies 
excluding  $11.0  billion  of  tax  anticipation  bills  which  were  both  issued 
and  redeemed  during  the  fiscal  year.  Redemptions,  also  excluding  tax 
l)ills,  totaled  $34.4  billion. 

June  30,    June  30,    Increase,  or 
Class  of  debt  1967  1968        decrease  (-) 

In  billions  of  dollars 

Public  debt  securities: 

Marketable  public  issues  by  maturity  class: 

Within  1  year 

1-5  years --- 

5-20  years 

Over  20  years 

Total  marketable  issues , 

Nonmarketaljle  public  issues: 
Savings  bonds: 

Series  E  and  H 

Other  series -- 

U.S.  savings  notes 

Investment  series  bonds 

Foreign  series  securities 

Foreign  currency  securities 

Other  nonmarketable  debt 

Total  nonmarketable  public  issues 

Special  issues  to  Oovernment  investment  accounts  (nonmarketable) 
Noninterest-bearing  debt 

Total  gross  public  debt 326.2         347.6  21.4 

•Less  than  $50  million. 

The  outstanding  marketable  public  debt  increased  $15.9  billion.  Tlie 
total  maturing  wnthin  1  year  rose  $16.8  billion,  1  year-5  year  maturities 
decreased  $7.0  billion,  and  debt  maturing  beyond  5  years  increased  by 
$6.1  billion.  The  increase  in  deljt  maturing  beyond  5  years  reflected 
the  offerings  of  7  year  maturities  in  three  of  the  four  quarterly  Treas- 
ury financings.  Despite  these  offerings,  however,  the  average  length 
of  (he  pul)lic  marketable  debt  declined  5  months  to  4  years  2  months. 

Nonmarketable  Treasurv  debt  outstanding  increased  $6.2  billion. 
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Special  nonmarketable  securities  issued  to  official  foreign  agencies  in- 
creased $i2.2  billion  and  special  securities  issued  to  Government  ac- 
counts rose  $3.4  billion.  Outstanding  Series  E  and  H  savings  bonds 
and  U.S.  savings  notes  increased  $1,0  billion;  cash  sales  and  the  in- 
terest accrual  on  outstanding  Series  E  bonds  and  U.S.  savings  notes 
amounted  to  $6.7  billion  and  redemptions  totaled  $5.7  billion.  Redemp- 
tions of  other  savings  bonds,  investment  series  bonds,  and  other  non- 
marketable  debt  amounted  to  $0.4  billion. 

Matured  debt  and  debt  bearing  no  interest  declined  $0.8  billion. 

Federal  agency  issues  outstanding  reached  $24.4  billion  in  fiscal  1968, 
an  increase  of  $6.0  billion.  More  than  four-fifths  of  the  increase  was 
in  issues  by  the  Federal  National  Mortgage  Association — $3.1  billion 
from  participation  certificates  sales  and  $1.8  billion  from  secondary 
market  operations.  Banks  for  cooperatives  issues  rose  $0.2  billion  and 
Federal  intermediate  credit  bank  issues  increased  $0.4  billion.  Se- 
curities issued  by  the  Export-Import  Bank  increased  $0.4  billion; 
Tennessee  Valley  Authority  $0.1  billion;  Federal  Housing  Adminis- 
tration $0.1  billion.  All  other  agency  issues  on  balance  declined  $0.1 
billion. 

FINANCING  OPERATIONS 

The  Treasury's  operating  cash  balance  at  the  end  of  fiscal  1967  was 
$5.7  billion,  the  lowest  yearend  level  since  fiscal  year  1959,  On  June  28, 
1967,  however,  the  Treasury  had  announced  an  auction  of  $4  billion  of 
tax  anticipation  bills  ($2  billion  maturing  March  22,  1968,  and  $2 
billion  maturing  April  22, 1968)  for  July  5  with  payment  on  July  11, 
1967.  The  Treasury  also  had  announced  that  it  would  also  raise  $1.3 
billion  through  adding  $100  million  each  week  to  the  offerings  of 
3-month  bills  beginning  July  13  and  an  additional  $900  million  by 
adding  $100  million  each  month  to  the  annual  bills  beginning  Sep- 
tember 30,  1967. 

Prior  to  this  announcement,  the  3-month  rate  had  reached  a  fiscal 
1967  low  of  3.33  percent  in  the  third  week  of  June.  However,  a  heavy 
tone  developed  in  the  bill  market  and  by  July  5,  the  3-month  bill  rate 
had  climbed  to  4.29  percent.  Although  full  tax  and  loan  credit  was 
allowed,  the  average  issuing  rates  on  the  March  and  April  tax  bills 
were  4.86  percent  and  4.90  percent,  respectively. 

Sentiment  in  the  coupon  sector  of  the  Government  securities  market 
was  apprehensive  in  early  July,  but  by  mid-month  a  steadier  tone 
developed,  reflecting  primarily  favorable  market  reaction  to  discus- 
sions of  an  early  tax  increase.  A  cautious  atmosphere  reappeared 
briefly  after  mid-month  as  participants  awaited  terms  of  the  Treasury's 
August  quarterly  refunding,  revised  budget  figures  for  fiscal  1968, 
and  clarification  of  the  tax  situation. 
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To  refund  the  August  maturities  the  Treasury  offered  a  15-month 
51/4  percent  note  priced  at  99.94  to  yield  5.30  percent  for  cash.  The 
maturing  issues  were  $5.6  billion  5i^  percent  certificate  of  indebted- 
ness, $2.1  billion  3%  percent  note,  and  $1.9  billion  4%  percent  note. 
Of  the  $9.6  billion  total,  $3.5  billion  was  held  by  private  investors. 
Allotments  of  the  new  note  to  private  investors  totaled  $3.8  billion, 
resulting  in  net  new  cash  of  $0.3  billion. 

In  September,  market  participants  began  to  assume  that  even  with 
passage  of  the  Administration's  tax  proposals,  Treasury's  near  term 
financing  needs  would  be  greater  than  had  been  expected.  Prices  of 
Government  coupon  securities  generally  drifted  lower  and  bill  rates, 
which  had  been  steady  at  the  beginning  of  the  month,  began  to 
climb  under  expectations  that  a  sizable  portion  of  the  financing  needs 
would  probably  be  met  through  issuance  of  additional  bills. 

On  September  22  the  Treasury  announced  its  second  offering  of 
tax  anticipation  securities  for  the  fiscal  year  in  an  amount  of  $4.5 
billion  and  indicated  that  it  planned  to  continue  to  add  $100  million 
weekly  to  the  3-month  bills  for  another  full  cycle  of  13  weeks. 

Of  the  $4.5  billion  tax  bills,  $1.5  billion  represented  an  additional 
offering  of  the  April  22,  1968,  maturity ;  the  remaining  $3  billion  was 
to  mature  on  June  24,  1968.  Average  rates  in  the  October  3  auction 
were  4.93  percent  on  the  April  maturity  and  5.11  percent  on  the  June 
maturity.  Commercial  banks  were  allowed  to  pay  for  75  percent  of 
their  allotments  through  credit  to  tax  and  loan  accounts. 

The  upward  trend  of  capital  market  yields  continued  during  Oc- 
tober. This  reflected  market  disappointment  over  the  postponement 
of  action  on  the  President's  surtax  proposal,  and  over  the  outlook  for 
a  settlement  in  the  Vietnam  conflict,  as  well  as  pressure  of  continu- 
ing large  amounts  of  new  corporate  issues  entering  the  market.  At 
the  close  of  the  month  market  yields  of  outstanding  Treasury  secu- 
rities were  about  5%  percent  in  the  intermediate  maturity  area. 

The  terms  of  the  November  quarterly  financing  were  announced 
on  October  25.  The  Treasury  offered  $12.2  billion  of  new  notes  to  re- 
fund the  maturing  $10.2  billion  of  4%  percent  notes  and  3%  per- 
cent bonds  and  to  raise  about  $2  billion  of  new  cash.  The  offered 
issues  were  $10.7  billion  of  a  15-month,  5%  percent  note  to  mature 
in  February  1969  and  $1.5  billion  of  a  5%  percent,  7-year  note  to 
mature  in  November  1974.  This  was  the  first  use  of  the  7-year  note 
authority  granted  by  Congress  in  June  1967.  A  heavy  oversubscription 
allowed  the  Treasury  to  overallot  and  raise  $2.2  billion  of  new  cash 
by  issuing  $1.7  billion  rather  than  $1.5  billion  of  the  7-year  5%  per- 
cent notes.  Including  the  increase  in  regular  Treasury  bills  this 
brought  the  total  of  new  cash  raised  in  the  market  since  the  begin- 
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ning  of  the  fiscal  year  to  $16.3  billion  and  completed  the  Treasury's 
financing  operations  for  the  July-December  half. 

On  November  18,  immediately  after  the  settlement  day  of  the 
Treasury  fijiancing,  the  British  Government  devalued  the  pound 
from  $2.80  to  $2.40,  and  increased  the  Bank  of  England  discount 
rate  from  6i/^  percent  to  8  percent.  In  the  wake  of  the  British  action 
the  Federal  Keserve  Board  announced  a  discount  rate  increase  from 
4  percent  to  4i/^  percent.  After  an  initial  reaction,  the  Government 
market  stabilized  and,  apart  from  a  temporary  reaction  to  the  early 
December  announcement  that  Congress  would  delay  action  on  the 
tax  proposal,  remained  fairly  steady  until  the  close  of  the  calendar 
year. 

On  January  1,  President  Jolinson  announced  a  program  to  im- 
prove our  international  balance  of  payments.  This  announcement,  fol- 
lowing on  the  heels  of  the  Board  of  Governors'  action  in  late  December 
to  increase  member  bank  reserve  requirements  by  one-half  of  a  per- 
cent, had  a  beneficial  effect  on  the  capital  market. 

On  January  3,  the  Treasury  announced  an  offering  of  an  addi- 
tional $21/^  billion  in  tax  anticipation  bills  to  mature  on  June  24, 
1968.  Commercial  banks  were  again  permitted  to  pay  for  the  bills 
by  full  credit  to  tax  and  loan  accounts.  The  auction  was  considered 
strong  and  the  average  issuing  rate  was  5.06  percent.  For  the  re- 
mainder of  the  month  of  January  prices  of  intermediate  and  long  term 
securities  continued  to  gain  and  a  generally  strong  investment  de- 
mand persisted. 

On  January  31,  the  Treasury  announced  the  offering  of  a  long 
term  note  to  refund  the  February  maturities,  and  prerefund  a  siz- 
able segment  of  the  August  and  November  1968  maturities.  This  was 
combined  with  a  cash  offering  of  a  short  term  note  to  cover  attri- 
tion and  raise  additional  new  cash. 

'Holders  of  5%  percent  notes  due  February  15,  41^  percent  notes 
and  3%  percent  bonds  due  August  15,  and  5^4  percent  notes  and  3% 
percent  bonds  due  November  15  were  permitted  to  exchange  their 
holdings  for  a  new  5%  percent  7-year  note  to  be  dated  February  15, 
1968,  and  maturing  on  February  15, 1975.  Of  the  $24.3  billion  of  these 
securities  outstanding,  approximately  $12.1  billion  was  held  by  pri- 
vate investors.  Subscription  books  for  the  exchange  were  open  Feb- 
ruary 5 — 7.  The  Treasury  also  announced  that  it  would  offer  about 
$4  billion  of  15-month  notes  for  cash  on  February  13. 

About  $1.3  billion  of  the  $1.7  billion  of  privately-held  February 
miaturities  and  $2.6  billion  of  the  $10.3  billion  privately-held  pre- 
ref  unded  maturities  were  exchanged.  The  total  of  the  new  5%  percent 
notes  issued,  including  exchanges  by  the  Federal  Reserve  and  Govern- 
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merit  accounts,  was  $5.1  billion.  Terms  of  the  short  note  were  an- 
nounced on  February  8,  1J)(>S.  The  coupon  wa.s  5%  percent  and 
payment  throu^rh  ciwlit  to  (ax  and  loan  accounts  by  conmiercial  banks 
was  allowed  An  allotment  ratio  of  39  percent  on  subscriptions  in 
excess  of  $200,000  resulted  in  a  total  issue  of  $4.3  billion  which 
covered  the  attrition  in  the  exchange  offering  and  raised  an  additional 
Jp'J.h  billion  of  new  cash. 

On  February  20  the  Treasury  announced  that  the  weekly  offerings 
ot  o-month  bills  would  be  enlarged  by  $100  million  commencino-  on 
I^ebruary  26  and  probably  running  for  a  full  13-week  cycle  ending 
with  the  auction  of  May  20. 

Developments  in  domestic  financial  markets  during  March  were 
hirgely  dominated  by  foreign  exchange  and  gold  market  developments 
Speculative  pressures  on  the  pound  and  Canadian  dollar,  beo-innino- 
in  late  February,  spread  to  the  U.S.  dollar.  As  a  consequence,  the 
structure  of  interest  rates  shifted  moderately  upward  in  March  Pres- 
sures on  the  financial  markets  increased  steadily  over  the  month  and 
between  March  15  and  March  22  the  discount  rates  of  all  12  Federal 
lieserve  banks  were  increased  from  41/0  percent  to  5  percent 

In  April  the  Treasury  returned  to  the  bill  market  and  announced 
a  weekly  increase  of  $100  million  in  the  6-month  bill  cycle  beginnino- 
with  the  auction  of  April  15  and  continuing  through  the  end  of  the 
fiscal  year  for  total  new  money  of  $1.1  billion. 

On  April  15  the  Board  of  Governors  of  the  Federal  Reserve  System 
approved  a  discount  rate  increase  from  5  percent  to  51/2  percent  and 
liberalized  the  schedule  of  maximum  interest  rates  payable  on  lar-e 
denomination  certificates  of  deposit.  Prices  in  the  Government  coupon 
marivet  were  marked  down  sharply  creating  the  highest  rate  structure 
in  the  short  and  intermediate  market  since  the  fall  of  1966. 

The  May  financing  again  combined  an  exchange  and  a  cash  opera- 
tion, using  a  6  percent,  7-year  note  maturing  in  May  1975  for  the 
long  exchange  option  and  a  6  percent,  15-month  note  maturing  August 
1969  for  the  cash  anchor  issue.  Unlike  the  February  financing,%he 
terms  of  the  two  new  issues  were  announced  concurrently. 
^  The  7-year  note  was  offered  to  holders  of  $8.0  billion  of  43^  percent 
Treasury  notes  and  3%  percent  bonds  maturing  on  May  15.  Private 
investors  held  $3.9  billion  of  the  eligible  issues.  The  cash  offering 
of  the  6  percent  15-month  note  was  $3.0  billion  to  cover  attrition  and 
raise  additional  new  money.  Commercial  banks  were  allowed  to  credit 
tax  and  loan  accounts  in  payment. 

Attrition  on  the  privately-held  portions  of  the  maturing  issues  was 
only  $1.3  billion,  and  the  cash  subscription  on  the  short  issue  was 
sufficient  to  allow  the  Treasury  to  issue  $3.4  billion  with  a  28  percent 
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allotment  on  those  subscriptions  above  $100,000.  This  resulted  in  net 
neAv  cash  of  about  $2.1  billion. 

The  two  accompanying  tables  summarize  the  Treasury's  major 
financing  operations  during  the  fiscal  year.  Data  on  allotments  by 
investor  classes  will  be  found  in  the  Statistical  Appendix. 


Offerings  of  marketable    Treasury  securities  exchiding  refunding  of  regular  bills, 

fiscal  year  1968 

[In  millions  of  dollars] 


Issue 
date 


Dcscriptiou 


Cash  offerings       Exchange  offerings 


For  In  ad- 

inatur-  vance 

ing  refund- 
issues  ing 


For  new        For 
money      refund- 
ing 


Total 


1967 
Apr.  1 
Aug.  15 
Aug.  30 
Oct.  1 
Nov.  16 
Nov.  15 

1968 
Feb.  15 
Feb.  21 
Apr.  1 
May  15 
May  15 


1907 
1968 

1968 
1967 
19G8 


1967 
July  11 
July  11 
Oct.  9 

Oct.  9 
1968 
Jan. 15 


Total  notes. 


Bills  '  (Maturity  Value) 

Increase  in  3-month  bill  offerings: 

July  through  September 

October  through  December 

January  through  March 

April  through  June 


Total  3-month  bill  increase.. 

Increase  in  6-month  liill  offerings: 
April  through  June 

Increase  in  1-year  bill  offerings: 

July  through  September 

October  through  December 

January  through  March 

April  through  June 


Total  1-year  bill  increase. 


305 
2,509 


9,608 


Notes 

il'Wo  exchange  note-Apr.  1,  1972  ' 

5H%  note-Nov.  15, 1968  at  99.94  ' 

5%%  note-Feb.  15,  1971 

1}'^%  exchange  note-Oct.  1,  1972  ' 

5H%  note-Feb.  15, 1969  3 \      .  „„„ 

5%%  note-Nov.  15, 1974  3 /      '''^'^^ 

5Ji%  note-Feb.  15,1975* 

55^%note-May  15, 1969* 3,813 

l\i%  exchange  note-Apr.  1, 1973  ' 

6%note-Aug.  15,  1969< 2,069  1,297 

6%  note-May  15,  1975  < 


2  26 


33 


464 


2,171 


2,977 


26 
9,913 
2,  509 

33 

10,  738 

1,652 

5,148 
4,277 
13 
3,366 
6,750 


10,932        21,523 


8,993 


2, 977      44, 425 


1,201 

1,315 

598 

802 

3,916 

1,079 

100 
197 
399 
201 


1,201 

1,315 

598 

802 


3,916 

1,079 

100 
197 
399 
201 


Tax  anticipation  bill  offerings: 

4.861%  255-day,  maturing  Mar.  22,  1968 

4.898%  286-day,  maturing  Apr.  22,  1968 

4.934%  196-day,   maturing  Apr.   22,   1968, 

additional 

5.108%  259-day,  maturing  June  24, 1968 


897 


2,003 
2,001 


1,506 
3,006 


897 


2,003 
2,001 


1,506 
3,006 


5.058%  161-day,   maturing  June  24,   1968, 
additional 


2,528 2,528 


Total  tax  anticipation  offerings 11, 044 

Total  offerings 27,868 


8,993 


2,977 


11,044 
61,361 


1  Issued  only  on  demand  in  exchange  for  2H  percent  Treasury  bonds,  Investment  Series  B-1975-80. 

2  Issued  subsequent  to  June  30,  1967. 

'  A  cash  offering  (all  subscriptions  subject  to  allotment)  w^as  made  for  the  purpose  of  paying  off  the  matured 
securities  in  cash  and  to  raise  new  money.  Holders  of  the  maturing  issues  were  not  offered  preemptive  rights 
to  exchange  their  holdings,  but  were  permitted  to  present  them  in  payment  or  exchange,  in  lieu  of  cash, 
for  the  new  securities  offered.  For  furtlier  details,  see  exliDjit  1. 

*  In  the  February  and  May  1968  financings  combinations  of  easli  and  exchange  offerings  were  made  to 
refund  maturing  issues  and  raise  new  cash. 

8  Treasury  bills  are  sold  on  a  discount  liasis  with  competitive  bids  for  each  issue.  The  average  price  for 
auctioned  issues  gives  an  approximate  yield  on  a  bank  discount  basis  as  indicated  for  each  series. 
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Disposition  of  marketable  Treasury  securities  excluding  regular  bills,  Uscal  year  1968 

[la  millions  of  dollars] 


Date  of 
refund-  - 
ing  or 
retire- 
ment 


Securities 


Description  and  maturity  date 


Issue  date 


Re- 
deemed 
for  cash 
or  car- 
ried to 

ma- 
tured 

debt 


Exchanged  for 
new  issue 


At  ma- 
turity 


In 
advance 
refund- 
ing 


Total 


1967 
Aug.  15 
Aug.  15 
Aug.  15 
Oct.  1 
Nov.  15 
Nov.  15 

1968 
Feb.  15 
Feb.  15 
Feb.  15 
Feb.  15 
Feb.  15 
Apr.  1 
May  15 
May  15 


1968 
Mar.  22 
Apr.  22 
Apr.  22 
June  24 
June  24 


Bonds,  Notes,  and  Certificates 

5!4%  certificate-Aug.  15, 1967 Aug.  15,1966 

3^4%  note-Aug.  15,  1967 Sept.  15,1962 

4Ji%  note-Aug.  15, 1967 Feb.  15,1966 

1^%  exchange  note-Oct.  1, 1967 Oct.      1,1962 

4%%  note-Nov.  15,  1967 May  15,1966 

3)^%  bond-Nov.  15, 1967 Mar.  15,1961 

5%%  note-Feb.  15,  1968 Nov.  15,1966 

4Vi%  note-Aug.  15,  1968 May  15,1967 

3M%  bond-Aug.  15,  1968 Apr.  18,1962 

5H%  note-Nov.  15,  1968. Aug.  15,1967 

3'/i%  bond-Nov.  15,  1968 Sept.  15,1963 

1)^%  exchange  note-Apr.  1, 1968 Apr.     1, 1963 

4?4%  note-May  15.  1968 Feb.  15,1967 

3%%  bond-May  15,  1968 June  23,1960 

Total  coupon  securities 


Bills 

4.861%  (tax  anticipation) July  11,1967 

4.898%  (tax  anticipation) July  11,1967 

4.934%  (tax  anticipation) Oct.  9,1967 

5.108%  (tax  anticipation) Oct.  9,1967 

5.058%  (tax  anticipation) Jan.  15,1968 


989 

14,621  .. 

1  420  .. 

1  1,322  .. 

5,610 

2,094 

1,904 

457 

1,674 
582 
457  - 

1,101 

17,034  .. 
I  692  .. 

2,171  -. 

8,135 

1,326 
464 

2,019 
2,635 

507 

1,107 

929 

433 

507 

1,107 

929 

433 

212 

212 

540 

5,047  - 
1,699  -. 

5,587 
2,460 

761 

8, 106 

23,006 

2,976 

34,089 

2  2, 003 

2,003 

2  2,001 

2,001 

2  1,506  . 

1,506 

2  3,006  . 

3,006 

2  2  528 

2,528 

11,044 

11,044 

Total  biUs 11,044 

Total  securities 19,150       23,006         2,976      45,133 

1  Holders  of  the  maturing  issues  were  not  offered  preemptive  rights  to  exchange  their  holdings,  but  were 
permitted  to  present  tliem  in  payment  or  exchange,  in  lieu  of  cash,  for  the  new  securities  offered. 

2  Including  tax  anticipation  issues  redeemed  for  taxes  in  the  amounts  of  $884  million  in  March  1968,  $1,288 
million  in  April  1968,  and  $2,113  milUon  in  June  1968. 

The  exliibits  on  public  debt  operations  provide  further  information 
on  public  offerings  and  allotments  by  issues  in  tables  and  representa- 
tive circulars.  For  details  on  participation  certificate  sales,  retirements, 
and  those  outstanding  see  the  Statistical  Appendix. 

OWNERSHIP  OF  FEDERAL  SECURITIES 

In  consonance  with  the  unified  budget  concept,^  the  definition  of 
Federal  securities  includes  both  public  debt  issues  and  the  issues  of 
Federal  agencies  having  an  element  of  Federal  ownership.  In  addi- 
tion to  direct  Treasury  debt,  this  includes  the  issues  of  the  Federal 
Housing  Administration,  Federal  National  Mortgage  Association, 
banks  for  cooperatives,  Federal  intermediate  credit  banks,  and  Ten- 
nessee Valley  Authority.  Also  included  are  the  participation  certifi- 
cates of  the  Federal  National  Mortgage  Association  and  the  Export- 


1  See  pages  8-10. 
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Import  Bank,  and  defense  family  housing  mortgages.  Excluded  are 
the  Federal  land  banks  and  Federal  home  loan  banks,  both  of  which 
are  entirely  under  private  ownership,  and  the  municipal  Government 
of  the  District  of  Columbia. 

From  an  ownership  point,  Federal  securities  held  by  the  Federal 
home  loan  banks,  the  Federal  land  banks,  the  municipal  Government 
of  the  District  of  Columbia,  and  various  deposit  accounts  for  moneys 
held  by  the  Government  for  others  are  now  included  in  the  private 
nonbank  ownership  category. 

At  the  end  of  fiscal  1968  public  debt  outstanding  (direct  issues  of  the 
Treasury)  was  $347.6  billion,  an  increase  of  $21.4  billion  over  the 
previous  yearend.  Agency  issues  outstanding  totaled  $24.4  billion,  an 
increase  of  $6.0  billion  over  the  previous  year.  The  increase  in  public 
debt  securities  was  nearly  three  and  one-half  times  the  increase  in 
fiscal  1967  and  the  increase  in  agency  securities  was  $0.9  billion  higher 
than  the  increase  in  the  previous  year.  Federal  Keserve  banks  and 
Government  accounts  absorbed  $10.9  billion  of  the  total  increase  in 
Federal  securities  and  private  investors  acquired  the  remaining  $16.4 
billion. 

At  the  end  of  the  year  over  one-third  of  the  total  Federal  securities, 
or  $131.4  billion,  was  held  by  Government  accounts  and  Federal  Re- 
serve banks;  slightly  over  one-sixth,  or  $66.3  billion,  was  held  by 
commercial  banks ;  and  just  under  one-half,  or  $174.3  billion  was  held 
by  private  nonbank  investors. 

Chart  6 
OWNERSHIP  OF  FEDERAL  SECURITIES,  JUNE  30,  1968 
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Ownership  of  public  debt  securities  on  selected  dates,  1958-68 
[Dollar  amounts  in  billions] 


Juno  30,    June  30,    June  30,    June  30, 
1958  1966  1967  1968 


Clianpo 
during 

fiscal 

year 

1968 


Estimated  ownership  by: 

Private  nonbank  investors: 
Individuals:  ' 

Series  E  and  H  savings  bonds- 

U.S.  savings  notes  2 

Other  securities 


Total  individuals 

Insurance  companies 

Mutual  savings  banks,-- 

Savings  and  loan  associations. 
State  and  local  governments.. 

Foreign  and  international 

Corporations 

Miscellaneous  investors  s 


Total  private  nonbank  investors. 
Commercial  banks 

Federal  Reserve  banks 

Goverimient  accounts 


Total  gross  debt  outstanding. 


Percent  owned  by: 

Individuals 

Other  private  nonbank  investors. 

Commercial  banks _ 

Federal  Reserve  banks 

Government  accounts 


Total  gross  debt  outstanding. 


$42. 1 


22.3 


64.4 
12.2 

7.4 

3.3 
16.3 

6.5 
14.1 

8.2 


100 


23.9 


$50.4 
(*) 
20.6 


73.1 
9.6 
5.0 
7.3 
24.5 
15.4 
14.2 
9.5 


70.9 
8.6 
4.0 
7.9 
24. 9 
14.7 
11.1 
9.9 


100 


100 


$51. 1 


74.2 

8.1 

3.9 

9.8 

26.  6 

12. 9 

13.0 

10.8 


100 


$0.8 

_  2 

2^3 


3.3 

-.6 
2 

i.'g 

1.7 

-1.8 

2.8 


132.  5 
65.2 
25.4 
53.2 

158.6 
54.8 
42.2 
64.4 

152.2 
55.  5 
46.7 
71.8 

159.4 
59.8 
52.2 
76.2 

7.2 
4.3 
5.5 
4.3 

276.  3 

319.9 

326.2 

347.6 

21.4 

Percent 

23 

23 

22 

21  

25 

27 

25 

25 

24 

17 

17 

17 

9 

13 

14 

15  

19 

20 

22 

99 

'  Including  partnerships  and  personal  trust  accounts.        *Less  than  $50  million. 
2  U.S.  savings  notes  first  offered  in  May  1967. 

5  Includes  nonprofit  institutions,  corporate  pension  trust  funds,  nonbank  Government  security  dealers, 
and  Federal  oriented  agencies  not  included  in  Government  accounts. 

Note.— Figures  based  on  new  budget  concepts;  therefore  certain  figures  for  1966  and  1967  may  differ  from 
those  published  in  the  1967  annual  report,  page  25. 


Individuals. — Public  debt  securities  hold  by  individuals  increased 
$3.3  billion  during  fiscal  1968  from  $T0.<)  billion  in  June  1967  to  $74.2 
billion  in  June  1968.  Two-thirds  of  the  increase  was  in  marketable 
securities;  savings  bonds  and  U.S.  savings  notes  accounted  for  the 
remaining  one-third.  On  June  30,  1968,  indixiduals  continued  to  hold 
more  of  the  public  debt  than  any  other  private  investor  category.  Indi- 
vidual holdings  of  Federal  agency  issues  increased  by  $1.2  billion  to 
a  level  of  $4.0  billion.  This  increase  wa.s  second  only  to  tliat  of  State 
and  local  governments  and  accounted  for  more  than  one-fiftli  of  the 
total  increase  in  agency  issues. 

Insurance  companies. — Holdings  of  public  debt  securities  by  insur- 
ance companies  declined  $0,6  billion  during  the  fiscal  year.  Life  com- 
panies reduced  their  holdings  $0.2  billion  to  a  new  postwar  low  of 
$4.1  billion.  Fire,  casualty  and  marine  companies  liquidated  $0.-".  bil- 
lion to  reduce  their  portfolios  to  $4.0  billion.  Although  life  insurance 


REVIEW    OF    FISCAL    OPERATIONS  23 

companies  hold  a  large  proportion  of  their  portfolios  in  long  term 
securities,  the  average  maturity  of  their  marketable  Treasuries  de- 
clined by  16  months  from  the  previous  yearend  to  a  level  of  18  years. 
The  average  maturity  of  the  marketable  Treasuries  held  by  fire,  casu- 
alty and  marine  companies  fell  9  months  from  a  level  of  7  years  at  the 
end  of  fiscal  1967  to  6  years  3  months  at  the  end  of  fiscal  1968.  Holdings 
of  agency  securities  by  insurance  companies  increased  $0.2  billion  dur- 
in  the  year. 

Mutual  savings  hanks. — Public  debt  securities  held  by  mutual  sav- 
ings banks  also  continued  to  decline  during  fiscal  1968,  falling  $0.2 
billion  to  a  new  postwar  low  of  $3.9  billion.  In  contrast  to  fiscal  1967, 
when  the  structure  of  the  mutual  savings  bank  portfolio  of  Treasury 
securities  remained  relatively  stable,  the  average  length  declined  by  18 
months  to  8  years  5  months.  Mutual  savings  bank  holdings  of  Federal 
agency  securities  increased  $0.3  billion  to  $1.3  billion. 

Savings  and  loan  associations. — In  fiscal  1968  savings  and  loan  asso- 
ciations acquired  $1.9  billion  of  public  debt  securities.  In  contrast  to 
mutual  savings  banks  and  insurance  companies,  savings  and  loans  have 
increased  their  holdings  continuously  in  recent  years  from  a  level  of 
$2.0  billion  at  the  end  of  fiscal  1954  to  $9.8  billion  in  fiscal  1968.  The 
average  length  of  this  industry's  holdings  of  marketable  public  debt 
securities  was  5  years  10  months  on  June  30, 1968,  a  reduction  of  1  year 
and  3  months  in  the  fiscal  year.  Savings  and  loan  holdings  of  Federal 
agency  issues  increased  $0.6  billon  to  a  level  of  $0.9  billion  on  June  30, 
1968. 

State  and  local  governments. — State  and  local  governments  held 
$26.6  billion  public  debt  securities  on  June  30,  1968,  an  increase  of 
$1.7  billion  for  the  fiscal  year.  Holdings  of  State  and  municipal  pen- 
sion funds  increased  by  $0.2  billion  and  holdings  by  general  funds  rose 
$1.5  billion.  Pension  funds  have  about  80  percent  of  their  public  debt 
investments  in  long  term  issues  and  the  average  maturity  of  their  total 
holdings  was  nearly  19  years  at  the  end  of  fiscal  1968.  The  investments 
for  general  purpose  funds  of  States  and  municipalities,  however,  are 
in  relatively  short  maturities,  generally  concentrated  in  Treasury  bills. 

State  and  local  holdings  of  agency  securities  increased  by  $1.3 
billion  to  a  June  30, 1968,  level  of  $4.8  billion. 

Foreign  and  international. — In  fiscal  year  1968  foreign  holdings  of 
public  debt  securities  declined  by  $0,6  billion  to  a  yearend  level  of 
$9.5  billion. 

Special  nonmarketable  securities  issued  directly  to  foreign  monetary 
authorities  increased  $2.2  billion  but  this  was  offset  by  a  $2.8  billion 
drop  in  holdings  of  marketable  issues.  Major  changes  during  the  year 
by  individual  countries  were  liquidations  of  $0.4  billion  by  both  Great 
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Britain  and  Italy  while  Canadian  holdings  increased  $0.4  billion.  On 
June  30,  foreign  investors  held  $3.8  billion  of  nonmarketable  securities 
and  $5.7  billion  of  marketable  issues. 

Holdings  by  international  and  regional  institutions  fell  $1.2  billion 
to  a  level  of  $3.4  billion  on  June  30, 1968. 

The  decrease  in  holdings  was  accounted  for  by  a  $1.1  billion  drop 
in  special  noninterest-bearing  notes  issued  to  the  International  Mone- 
tary Fund  with  substitution  of  letters  of  credit  for  $0.6  billion  of  this 
amount,  and  a  net  decline  of  $0.1  billion  in  marketable  securities  held 
by  international  and  regional  institutions.  Holdings  on  June  30 
amounted  to  $2.2  billion  of  noninterest-bearing  special  notes  and  $1.2 
billion  of  marketable  securities. 

In  fiscal  1968,  the  foreign  and  international  investor  group  con- 
tinued to  acquire  Federal  agency  securities  and  added  $0,2  billion  to 
their  holdings  of  these  securities,  reaching  a  level  of  $0.8  billion  on 
June  30, 1968. 

Nonflnancial  corporations. — Holdings  of  public  debt  securities  by 
nonfinancial  corporations  increased  $2.0  billion  to  a  level  of  $13.0  bil- 
lion at  the  end  of  fiscal  year  1968.  By  contrast,  in  fiscal  1967  corporate 
holdings  declined  $3.2  billion,  and  in  fiscal  1966  $1.0  billion.  Holdings 
are  concentrated  in  the  short  term  issues  with  an  average  length  of 
about  one  year. 

Corporations  increased  their  holdings  of  Federal  agency  securities 
by  $0.5  billion  in  fiscal  1968  and  now  hold  a  total  of  $1.1  billion. 

Cominercial  hanks. — In  fiscal  1968,  commercial  banks  added  substan- 
tially to  their  holdings  of  public  debt  securities  accounting  for  more 
than  one-third  of  the  $11.6  billion  increase  in  the  hands  of  investors 
excluding  the  Federal  Keserve  System  and  Government  accounts.  This 
increase  in  banlv  holdings  was  nearly  seven  times  as  great  as  the  in- 
crease in  fiscal  1967,  and  raised  their  holdings  to  a  level  of  $59.8  billion 
on  June  30, 1968.  The  larger  reserve  city  banlvs  increased  their  holdings 
of  Governments  by  $0.8  billion  while  the  smaller  banks  had  net  acqui- 
sitions of  $3.5  billion. 

The  average  length  of  commercial  bank  holdings  of  marketable 
Treasuries  declined  slig'htly  to  a  level  of  3  years.  Federal  agency  securi- 
ties held  by  connnercial  banks  rose  $1.1  billion  in  fiscal  1968  to  a  level 
of  $6.5  billion. 

Other  private  nonbank  investors. — This  group  of  investors  increased 
their  holdings  of  public  debt  securities  $0.8  billion  in  fiscal  1968  to  a 
level  of  $10.8  billion.  Major  changes  were  an  increase  of  $1.8  billion 
in  the  hands  of  miscellaneous  investors  including  dealers  and  a  liqui- 
dation of  $1.0  billion  by  the  Federal  home  loan  banks.  Holdings  of 
Federal  agencies  issues  rose  $0.4  billion. 
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Federal  Reserve  System. — During  fiscal  year  1968  the  Federal  Re- 
serve System  absorbed  a  net  $5.5  billion  of  public  debt  securities  as  the 
System  continued  to  provide  for  growth  in  member  bank  reserves  and 
to  offset  reserve  drains  caused  by  sales  of  gold.  Net  acquisitions  of 
Government  securities  this  year  were  $1.0  billion  larger  than  in  fiscal 
1967.  Holdings  of  Treasury  bills  increased  $4.3  billion  and  couf>on 
securities  rose  by  $1.2  billion.  On  June  30,  1968,  holdings  of  Govern- 
ments in  the  System  Open  Market  Account  amounted  to  $52.2  billion 
with  an  average  maturity  of  nearly  20  months. 

Government  accounts. — Public  debt  securities  held  by  Government 
accounts  increased  $4.3  billion  in  fiscal  1968.  Special  issues  held  by 
these  accounts  rose  $3.3  billion  and  holdings  of  marketable  securities 
increased  by  $1.0  billion.  Major  acquisitions  occurred  in  the  accounts 
of  the  Federal  old  age  and  survivors  insurance  trust  fund — $1.3  billion ; 
the  unemployment  trust  fund — ^$1.0  billion;  the  civil  service  retire- 
ment fund — $0.6  billion;  and  the  Federal  disability  insurance  trust 
fund— $0.5  billion. 

At  the  end  of  fiscal  1968  Government  accounts  held  $76.2  billion  of 
public  debt  securities.  About  80  percent  or  $59.4  billion  of  the  total 
was  accounted  for  by  special  issues.  The  remaining  20  percent  in- 
cluded $2.1  billion  of  nonmarketable  Investment  Series  B  bonds  and 
$14.7  billion  of  other  issues,  primarily  intermediate  and  longer  term 
marketable  securities. 

Holdings  of  Federal  agency  securities  in  Government  accounts  in- 
creased $1.0  billion  to  a  level  of  $3.0  billion  on  June  30, 1968. 

Taxation  Developments 

The  major  tax  development  in  fiscal  year  1968  was  the  Revenue  and 
Expenditure  Control  Act  of  1968  (Public  Law  90-364)  which  was  ap- 
proved by  President  Johnson  on  June  28,  1968,  almost  18  months 
after  the  President's  initial  request  for  a  temporary  tax  increase.  This 
measure  not  only  increased  taxes  but  also  required  reduction  in  Fed- 
eral spending  and  employment  and  amended  the  Social  Security  Act. 

President's  recommendations 

The  President  in  his  state  of  the  Union  message  of  January  10, 
1967,  recommended  a  three-point  tax  program  to  increase  revenues  to 
meet  the  continuing  and  rising  Vietnam  obligations  and  increasing 
domestic  needs:  a  6-percent  temporary  surcharge  on  corporate  and 
individual  income  tax  liabilities,  a  speedup  of  corporate  income  tax 
collections,  and  postponement  of  reduction  of  automobile  and  tele- 
phone excises  beyond  the  dates  specified  in  the  Tax  Adjustment  Act 
of  X966,  The  surcharge  was  to  become  effective  October  1,  1967,  for 
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individuals  and  July  1,  19G7,  for  corporations,  and  was  to  remain  in 
effect  until  June  30, 1969,  or  continue  so  long  as  the  unusual  expendi- 
tures associated  with  Vietnam  require  higher  revenues. 

Wlien  revised  budget  estimates  at  midyear  indicated  a  substantial 
increase  in  the  prospective  budget  deficit  to  be  likely,  the  President 
in  his  message  of  August  3,  1967,  to  the  Congrass  requested  that  the 
surcharge  be  raised  from  6  to  10  percent.  The  President  urged  the 
Congress  to  make  every  effort  not  to  exceed  the  January  budget  esti- 
mates of  expenditures  and  pledged  the  executive  branch  to  take  every 
proper  action  within  its  power  to  reduce  expenditures.  He  pointed 
out,  however,  that  reductions  in  spending  would  not  be  easy  for  the 
budget  submitted  in  January  was  already  lean  and  outlays  over  which 
the  President  has  discretion  were  limited.  This  overall  fiscal  program 
was  urged  by  the  President  as  a  method  of  reducing  the  prospective 
deficit. 

On  August  14, 1967,  in  his  statement  before  the  Committee  on  Ways 
and  Means,  Secretary  Fowler  presented  the  detailed  recommenda- 
tions for  the  tax  increase  program  and  stressed  five  reasons  why  the 
tax  increase  was  needed:  (1)  to  meet  the  special  cost  of  Vietnam; 
(2)  to  hold  down  the  deficit;  (3)  to  avoid  excessively  high  interest 
rates  and  tight  money;  (4)  to  protect  healthy  economic  growth 
and  price  stability;  and  (5)  to  protect  our  balance  of  payments.  (See 
exhibit  20.)  He  explained  that  the  surcharge  form  of  tax  increase 
was  chosen  as  the  most  appropriate  form  for  a  temporary  tax  increase 
because  it  "is  simple  to  administer  and  easy  for  the  taxpayer  to  under- 
stand. It  is  relatively  prompt  and  predictable  in  its  impact.  It  causes 
minimal  disturbances  to  the  existing  pattern  of  relationships  among 
taxpayers,  and  this  seems  fair  and  sensible  for  a  moderate,  tem- 
porary, emergency  increase." 

On  October  3,  1967,  the  Ways  and  Means  Committee  adopted  a 
resolution  temporarily  laying  aside  the  Administration's  surcharge 
proposal  until  such  time  as  the  President  and  the  Congress  could 
reach  an  understanding  on  a  means  of  implementing  more  effective 
expenditure  reduction  and  controls  as  an  essential  corollary  to  further 
consideration  of  the  tax  increase. 

In  his  reply  of  November  22,  19G7,  to  a  letter  he  had  received  from 
Senator  Williams  of  the  Senate  Finance  Committee  concerning  the 
tax  surcharge,  Secretary  Fowler  indicated  that  a  plan  had  been  pre- 
pared which  combined  the  President's  tax  proposals  with  a  statutory 
provision  embodying  a  program  of  realistic  expenditure  reductions. 
(See  exhibit  22.)  The  Secretary  stated  that  he  had  requested  Chair- 
man Mills  to  convene  the  Ways  and  Means  Committee  on  Novem- 
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ber  29  to  consider  this  plan.  On  November  29,  the  Secretary  presented 
the  plan  to  the  Ways  and  Means  Committee.  (See  exhibit  23.) 

On  February  20,  1908,  Chairman  Mills  of  the  Committee  on  Ways 
and  Means  and  Representative  Byrnes  introduced  H.R.  15414  which 
contained  two  parts  of  the  President's  tax  recommendations:  Ex- 
tension of  the  excise  taxes  on  automobiles  and  telephone  service 
l)eyond  Aj^ril  1,  1968,  and  acceleration  of  corporate  income  tax  pay- 
ments. The  bill  was  reported  by  the  Committee  on  February  23  with 
some  minor  modifications  and  approved  by  the  House  on  February  29, 
1968. 

In  Senate  Finance  Committee  hearings  on  H.R.  15414  on  March  12, 
1968,  Secretary  Fowler  emphasized  that  the  Administration  was  still 
strongly  in  favor  of  the  full  tax  program  which  would  include  in 
addition  to  the  extension  of  the  excise  taxes  on  automobiles  and  tele- 
phone service  a  temporary  10-percent  income  tax  surcharge.  (See 
exhibit  24.) 

The  Senate  Finance  Committee  reported  the  bill  on  March  15, 1968, 
with  several  amendments,  but  did  not  include  the  10-percent  sur- 
charge. The  bill  was  considered  by  the  Senate  on  March  22,  25-28,  and 
April  1  and  2,  1968,  and  as  passed  on  April  2,  1968,  included  the  10- 
]:)ercent  surcharge,  which  had  been  added  as  an  amendment  during 
Senate  consideration,  together  with  measures  involving  expenditure 
control. 

The  bill  was  sent  to  conference  on  April  3.  The  President  in  a  letter 
of  May  4  to  the  Speaker  of  the  House  (H.  Doc.  305,  90th  Cong., 
second  sess.)  urged  immediate  action  by  the  Congress  on  the  tax 
surcharge.  The  House  agreed  to  the  conference  report  on  June  20 
and  the  Senate  on  June  21.  The  bill  was  signed  by  the  President  on 
June  28, 1968  ( Public  Law  90-364) . 

Revenue  and  Expenditure  Control  Act  of  1968 

Title  I — Internal  Revenue  Code  Amendments 

Tax  surcharge  for  individimls  and  corparaticms.- — A  temporary  10- 
percent  surcharge  on  individual  and  corporation  income  taxes  was 
provided.  For  individuals,  the  surcharge  was  to  be  effective  from 
April  1,  1968,  and  for  corporations  from  January  1,  1968.  In  both 
cases  the  surcharge  was  to  expire  June  30,  1969.  These  effective  dates 
meant  for  individuals  a  7i/2-percent  surcharge  for  calendar  year  1968, 
and  a  5-percent  surcharge  for  calendar  year  1969 ;  and  for  corpora- 
tions a  10-percent  surcharge  for  calendar  year  1968  and  a  5-percent 
surcharge  for  calendar  year  1969.  The  withholding  rate  was  increased 
10  percent  on  wages  paid  on  or  after  July  15, 1968. 

Individuals  in  the  two  lowest  income  brackets  were  exempt  from  the 
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surcharge.  This  exemption  exchided  from  the  surcharge,  in  terms  of 
specific  tax  liabilities,  single  returns  having  a  tax  of  $145  or  less  (the 
tax  on  taxable  income  of  $1,000),  joint  returns  having  a  tax  of  $290 
or  less  (the  tax  on  taxable  income  of  $2,000),  and  head-of -household 
returns  having  a  tax  of  $220  or  less  (the  tax  on  taxable  mcome  of 
$1,500).  To  take  care  of  the  notch  problem  a  special  provision  applied 
to  individual  taxpayers  whose  tax  (without  regard  to  the  surcharge) 
was  just  above  the  amount  of  the  exemption.  They  were  not  required 
to  pay  the  surcharge  at  the  full  annual  rate  of  10  percent.  The  tax 
increase  could  not  be  greater  than  an  amount  equal  to  twice  the  tax 
which  would  result  if  the  surcharge  were  imposed  on  the  amount  of 
tax  above  the  exemption  level.  The  effect  of  this  provision  was  to  phase 
the  surcharge  in  gradually  until  it  reached  the  full  10-percent  annual 
rate  on  middle-  and  high-income  taxpayers. 

Acceleration  of  corporation  payments  of  estimated  tax. — The  act 
provided  a  ]>hased  reduction  in  the  exemption  ivom.  current  payment 
of  estimated  income  tax  and  an  increase  in  the  percentage  of  estimated 
tax  which  must  be  paid  by  corporations  which,  by  1977,  will  place 
corporations  on  the  same  taxpaying  basis  as  individual  taxpayers. 
The  Kevenue  Act  of  1964  and  Tax  Adjustment  Act  of  1966  previously 
included  provisions  which  had  the  effect  of  requiring  corporations  to 
pay  in  four  quarterly  payments  70  percent  of  their  estimated  tax  in 
excess  of  $100,000  during  the  cunrent  tax  year,  achieving  this  con- 
dition by  January  1, 1968.  However,  as  compared  with  individual  tax- 
payers who  are  required  to  pay  currently  80  i>ercent  of  their  estimated 
tax  (in  excess  of  $40),  corporations  with  estimated  tax  liabilities  less 
than  $100,000  still  could  defer  payment  of  tax  until  the  middle  of  the 
third  and  sixth  months  after  the  close  of  the  taxable  year  (nearly  15 
to  18  months  after  the  beginning  of  the  taxable  year)  without  penalty, 
and  those  with  tax  liabilities  in  excess  of  $100,000  were  required  to 
pay  only  70  percent  of  the  excess  currently.  In  order  to  equalize  tax 
payment  requirements  of  corporations  and  individual  taxpayers,  the 
President  recommended  a  phased  elimination  of  the  $100,000  exemp- 
tion from  estimated  tax  and  an  increase  in  the  percentage  from  70  to 
80  percent  to  be  paid  currently  by  corporations  if  they  were  to  avoid 
penalties  for  underpayment.  Moreover,  the  President  urged  accom- 
plishment of  this  equalization  as  part  of  the  surcharge  and  excise  tax 
extension  legislation  in  order  to  gain  the  beneficial  effect  of  an  increase 
in  tax  revenues  to  further  reduce  the  budget  deficit. 

Although  the  President  recommended  elimination  of  the  exemption 
over  a  5-year  period,  the  Revenue  and  Expenditure  Control  Act  of 
1968  provided  that  this  be  accomplished  in  10  years,  according  to  the 
following  schedule. 
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Transitional  exemptions  from  current  payment  of  estimated  income  tax  for 
corporations,  1968  to  1977  and  later  years 


FIRST  6-TEAR  PERIOD 


Year  Exclusion       Exclusion     Transitional 

percentage  base  >         exemption  2 

1968 80             $94,500  $75,600 

1969 60               94,500  56,700 

1970— ..- 40               94,500  37,800 

1971 __ 20               94,500  18,900 

1972 5,500 

SECOND  5-YEAR  PERIOD 

Temporary 
Applicable  Exclusion  estimated 
percentage  base  tax 

exemption  2 

1973 80               $5,500  $4,400 

1974 60                 5,500  3,300 

1975 40                 5,500  2,200 

1976 20                 5,500  1,100 

1977  and  later  years 0 

«  $100,000  less  $5,600  in  first  5-year  period. 

i  Payment  of  estimated  tax  required  only  if  estimated  tax  exceeds  exemptions  by  $40  or  more. 


Ill  effect,  during  the  first  5  years,  corporations  with  estimated  tax 
liabilities  less  than  $100,000  determine  the  amount  of  their  exemption 
from  current  payment  by  subtracting  $5,500  from  their  estimated 
tax  and  then  multiplying  the  remainder  by  the  percentage  correspond- 
ing to  the  tax  year;  corporations  with  estimated  tax  liabilities  of 
$100,000  or  more  may  exempt  the  amounts  indicated  in  the  schedule 
from  current  payment  b  ysubtracting  $5,500  from  their  estimated 
corporations  may  exempt  the  scheduled  amounts  from  current  pay- 
ment. At  no  time  will  corporations  with  $40  or  less  of  estimated  tax  be 
required  to  make  quarterly  payments  currently ;  this  equates  the  tax 
position  of  the  corporation  with  that  of  the  individual. 

The  act  also  raised  to  80  percent  the  percentage  of  estimated  tax 
(in  excess  of  the  exemption)  which  corporations  must  pay  currently 
to  avoid  payment  of  an  additional  tax  amounting  to  6  percent  per 
annum  on  the  amount  of  underpayment  each  quarter.  It  repealed  the 
requirement  that  a  corporation  file  a  declaration  of  estimated  tax 
when  making  its  quarterly  payment  since  the  initiation  of  tax  collec- 
tion through  depositary  banks  in  1967  made  the  filing  of  declarations 
unnecessary. 

Continuation  of  excise  taxes. — The  10-percent  tax  on  telephone 
service  and  the  T-percent  tax  on  passenger  automobiles  which  had  been 
scheduled  to  decline  to  1  and  2  percent,  respectively,  on  April  1,  1968, 
were  continued  through  December  31,  1969,  with  reductions  to  take 
place  on  January  1,  1970,  1971,  and  1972,  and  both  to  be  repealed  on 


30     19  68  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Janiiaiy  1, 1973.  (A  joint  congressional  resolution,  Public  Law  90-258, 
approved  April  13,  1968,  had  extended  the  existing  rates  through 
April  30,  1968.  Before  the  end  of  April  the  Internal  Revenue  Service 
suggested  to  automobile  manufacturers  and  telephone  companies  that 
in  planning  for  the  period  following  April  30,  they  take  into  account 
the  pending  tax  bill  then  in  the  conference  committee  Avhich  provided 
for  continuation  of  the  excises  at  existing  rates  mitil  January  1, 1970.) 
Revenue  effect. — The  estimated  revenue  increase  from  the  surcharge, 
the  s}3eedup  of  corporate  tax  payments,  and  the  excise  tax  extensions 
for  fiscal  years  1968  and  1969,  and  for  the  surcharge  a  full-year  liabil- 
ity at  1968  income  levels  is  indicated  in  the  following  table. 

Enliuialed  revenue  increases  from  lax  provisions  of  the  Revenue  and  Expenditure 

control  Act  of  1968 

[In  billions] 

Fiscal  year 


1968  1909 


.3 
.0 

2.7 
1.0 

.0 
.0 

7.8 
3.8 

.0 

n.c 

Excise  taxes,  extension  of  present  rates: 

Automobiles.-- $0.2  $1. 5 

Telephone  service.. - .1  1-2 

Total  e.xcise  extension  _ 

Corporations  estimated  tax  payments  ' 

Surcharse:' 

Individuals... 

Corporations 

Total  surcliarge 

Total  revenue  increase .3  15.2 

'  Assumes  enactment  of  this  hill  too  late  for  Treasury  receipts  to  reflect  nmch,  if  any,  increase  in  the  case 
of  the  individual  or  corporate  income  tax  payments  in  the  fiscal  year  19G8. 

Addendum.— The  surcharge  would  provide  a  full  year  liability  at  1908  income  levels,  as  follows: 

In  billions 

Individuals. - -  -  - $6. 8 

Corporations - 3.4 

Total 10.2 

Industrml  devclojwient  bonds. — The  1968  act  also  provided  that 
interest  on  industrial  development  bond  issues  of  more  than  $1  million, 
issued  after  April  30,  1968,  would  be  subject  to  tax,^  A  bond  is  classed 
as  an  industrial  development  bond  if  (1)  it  is  a  part  of  a  bond  issue  all 
or  a  major  part  of  the  proceeds  of  which  are  to  be  used,  directly  or 
indirectly,  in  any  trade  or  business  of  a  person  other  than  an  cxemj^t 
person,  and  (2)  it  is  in  Avliole  or  in  major  part  either  (a)  secured  by 
an  interest  in  property  used  in  a  trade  or  business,  or  in  payments  made 
in  respect  of  such  property,  or  (b)  derived  from  payments  in  respect 
of  property  or  borrowed  money  used  (or  to  be  used)  in  a  trade  or 
business. 

1  Tinder  an  amendment  to  Public  Law  nO-6.'?4,  a  ?.")  million  oxomptioii  may  l)o  elected, 
provided  tlie  entire  cost  of  the  project  does  not  exceed  $5  million. 
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In  addition  to  the  exemption  for  bond  issues  of  $1  million  or  less,  the 
act  exempted  bonds  issued  l)y  a  n;overniuental  unit  to  provide  the 
following  facilities:  (1)  residential  real  property;  (2)  sports  facili- 
ties; (3)  facilities  for  a  convention  or  trade  show;  (4)  airports,  docks, 
wharves,  mass  commuting  facilities,  parking  facilities,  or  facilities  for 
storage  or  training  directly  related  to  any  of  the  foregoing;  (5)  sewage 
or  solid  waste  disposal  facilities,  facilities  for  the  local  furnishing  of 
electric  energy,  gas,  or  water;  and  (6)  air  or  water  pollution  control 
facilities.  A  special  exemption  also  was  provided  for  interest  on  a  bond 
issued  as  part  of  an  issue  substantially  all  the  proceeds  of  which  are  to 
be  used  for  the  acquisition  or  development  of  land  as  the  site  for  an 
industrial  park. 

Otlier  tax  provisions. — Other  tax  provisions  of  the  act  were:  Exten- 
sion of  tax-exempt  status  to  certain  hospital  service  organizations,  a 
provision  regarding  timely  mailing  of  tax  deposits,  and  allowance  of  a 
deduction  for  expenses  for  advertising  in  a  program  of  a  political  con- 
vention held  to  nominate  candidates  for  President  and  Vic©  President. 
(A  substantially  identical  provision  regarding  advertising  in  a  conven- 
tion program  had  been  enacted  by  Public  Law  90-346,  approved  June 
18,  19G8.) 

The  act  also  provided  that  the  President  was  to  submit  to  Congress, 
no  later  than  December  31,  1968,  proposals  for  a  comprehensive  re- 
form of  the  Internal  Revenue  Code  of  1954. 

Title  II — Expenditure  and  Related  Controls 

In  addition  to  the  tax  measures,  the  Revenue  and  Expenditure  Con- 
trol Act  of  1968  required  a  $6  billion  reduction  in  Federal  spending 
during  fiscal  year  1968  and  an  accompanying  reduction  in  Federal 
employment,  with  certain  agencies  and  programs  exempt  from  these 
limitations.  It  also  required  a  reduction  of  $10  billion  in  proposed  new 
obligational  authority  shown  in  the  budget  for  fiscal  year  1969  and 
specific  recommendations  by  the  President  in  the  budget  message  for 
fiscal  year  1970  for  rescinding  $8  billion  of  carryover  obligational 
authority. 

Title  III — Social  Security  Amendafents 

The  Revenue  and  Expenditure  Control  Act  of  1968  also  amended 
certain  provisions  of  the  Social  Security  Act  relating  to  the  program 
of  aid  to  dependent  children  and  Federal  matching  fimds  for  medical 
assistance  (medicaid). 

The  tax  provisions  of  the  Social  Security  Act  had  been  revised 
earlier  in  the  fiscal  year  by  the  Social  Security  Amendments  of  1967, 
approved  January  3, 1968. 
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Social  Security  Amendments  of  1967 

111  his  aid  for  the  aged  message  of  January  23,  1967,  the  President 
recommended  major  revisions  of  the  Social  Security  Act.  (For  a 
description  of  these  recommendations,  see  the  1967  annual  report, 
page  33.) 

H.R.  5710,  introduced  on  February  20, 1967,  incorporated  the  Presi- 
dent's recommendations.  They  were  reformulated  in  H.R.  12080  which 
was  reported  by  the  Ways  and  Means  Committee  on  August  7,  1967. 

As  finally  approved  on  January  2, 1968,  the  Social  Security  Amend- 
ments of  1967  (Public  Law  90-248)  provided  an  increase  in  benefit 
payments  of  13  percent  for  all  beneficiaries.  The  amount  of  earnings 
subject  to  tax  and  creditable  toward  benefits  was  increased  from  $6,600 
to  $7,800,  eft'ective  January  1,  1968.  The  amount  of  annual  earnings  a 
beneficiary  under  age  72  can  receive  without  having  his  benefits  re- 
duced was  increased  from  $1,500  to  $1,680.  For  earnings  between  $1,680 
and  $2,880,  $1  of  benefits  is  withheld  for  each  $2  of  earnings,  and  for 
earnings  above  $2,880,  $1  of  benefits  is  withheld  for  each  $1  of 
earnings. 

The  new  schedules  of  tax  rates  for  financing  social  security  and  hos- 
pital insurance  programs  are  shown  in  the  following  table. 

Tax  rales  -provided  by  the  Social  Security  Amendments  of  1967 
[In  percent] 

EMPLOTER-EMPLOYEE,  EACH 


Period 

OASDI 

Health 
insurance 

Total 

1968 

3.8 

0.6 
.6 
.6 
.65 
.  7 
.8 
.9 

4.4 

1969-70 

4.2 

4.8 

1971  72 

4.6 

5.2 

1973  75 

5.0 

5.65 

1976-79 

5.0 

5.7 

1980-86 

5.0 

5.8 

1987  and  after 

5.0 

5.9 

SELF-EMPLOYED 

1968 

5.8 

0.6 
.6 
.6 
.65 
.7 
.8 
.9 

6.4 

1969-70 

6.3 

6.9 

1971  72 

6.9 

7.5 

1973  75 

7.0 

7.65 

1976-79 

7.0 

7.7 

1980-86 

7.0 

7.8 

7.0 

7.9 

Excise  taxes 

Travel  tax. — In  his  statement  of  January  1,  1968,  on  the  balance  of 
payments  which  outlined  a  program  of  action  to  reduce  the  balance-of- 
payments  deficit,  the  President  stated  the  objective  of  reducing  the 
foreign  travel  deficit  by  $500  million.^  On  February  5,  the  Secretary 

1  See  exhibit  12. 
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in  a  statement  before  the  Ways  and  Means  Committee  recommended 
a  program  of  travel  taxation  and  customs  changes.^  The  tax  proposals 
were:  (1)  a  permanent  extension  to  foreign  air  travel  of  the  5-percent 
tax  on  domestic  air  travel;  (2)  a  temporary  5 -percent  tax  on  travel  by 
water  between  the  United  States  and  points  outside  the  Western 
Hemisphere;  and  (3)  a  temporary  tax  on  expenditures  for  travel  out- 
side the  Western  Hemisphere,  exclusive  of  transportation  to  and 
from  the  United  States.  The  expenditure  tax  rates  suggested  were  15 
percent  for  expenditures  of  $7.01  to  $15  a  day  per  person  and  30 
percent  on  the  excess  over  $15.  The  customs  proposals  would  have 
(1)  lowered  to  $10  the  duty-free  exemption  for  residents  returning 
to  the  United  States  from  countries  other  than  Canada,  Mexico,  and 
the  Caribbean  area;  and  (2)  imposed  a  flat  rate  of  duty  on  articles 
brought  or  mailed  into  the  country  by  travelers  within  certain  mone- 
tary limits. 

H.E,.  16241,  as  passed  by  the  House,  April  4, 1968,  included  only  the 
air  ticket  tax  and  customs  recommendations,  with  some  modifications. 

In  Senate  Finance  Committee  hearings  on  the  bill  on  June  25,  the 
Secretary  -  suggested  certain  modifications  in  his  recommendations 
of  February  5,  the  most  important  of  which  would  have  limited  the 
tax  on  expenditures  abroad  to  expenditures  in  excess  of  $15  a  day  (at 
the  previously  suggested  30-percent  rate).  No  further  action  was 
taken  by  the  Finance  Committee  on  the  recommendations. 

Transportation  user  charges. — The  President  in  his  January  1968 
budget  message  repeated  prior  suggestions  for  new  and  increased  user 
charges  for  programs  in  which  the  services  provided  by  the  Federal 
Government  yield  direct  benefits  to  specific  individuals  and  businesses, 
notably  in  connection  with  Federal  aid  to  highways  and  Federal  ex- 
penditures for  the  airways  and  waterways  systems.  No  action  was 
taken  by  the  Congress  on  these  recommendations. 

Other  excise  legislation. — Public  Law  90-240,  approved  January  2, 
1968,  revised  the  method  of  computing  the  retail  price  of  a  cigar  for 
purposes  of  determining  the  Federal  tax  in  cases  where  a  State  or  local 
tax  was  imposed  on  cigars. 

Public  Law  90-351,  the  Omnibus  Crime  Control  and  Safe  Streets  Act 
of  1968,  approved  June  19, 1968,  repealed  the  Federal  Firearms  Act  and 
substituted  a  new  set  of  firearms  control  provisions.  The  new  law 
raised  the  annual  fees  required  of  manufacturers,  importers,  and  dealers 
in  firearms  and  ammunition  and  gave  the  Department  of  the  Treasury 
responsibility  for  administration  and  enforcement  of  titles  IV  and  VII 
of  the  act  which  relate  to  possession,  sale,  transportation,  and  im- 


^  See  exhibit  37. 
2  See  exhibit  25. 
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portation  of  firearms.  The  Secretary  has  delegated  this  responsibility 
to  the  Internal  Kevenue  Service  (Alcohol  and  Tobacco  Division). 

Other  legislation 

Public  Law  90-225,  signed  by  the  President  on  December  27,  1967, 
amended  a  variety  of  tax  law  provisions : 

(1)  Provisions  of  the  existing  law  that  accorded  tax-free  status  to 
distributions  of  assets  to  their  shareholders  by  corporations  classified 
as  bank  holding  companies  under  the  Bank  Holding  Company  Act  of 
1956  and  thus  required  to  divest  themselves  of  either  their  banking  or 
nonbanking  interests  were  extended  to  other  corporations  which  had 
been  subsequently  brought  within  the  scope  of  tlie  Bank  Holding  Com- 
pany Act  by  the  1966  amendments  to  that  act. 

(2)  Existing  law  regarding  the  carryback  of  unused  investment 
credits  was  amended  to  permit  the  full  3-year  carryback  of  credits  not 
used  during  a  tax  year  by  a  taxpayer  by  reason  of  his  having  incurred 
a  subsequent  not  operating  loss. 

(3)  The  tax  treatment  of  distributions  of  stock  of  a  controlled  cor- 
poration by  a  life  insurance  company  to  its  parent  company  was  altered. 
Such  distributions  ,which  under  existing  law  would  have  resulted  in  an 
increase  in  the  taxable  income  of  the  distributing  life  insurance  com- 
pany, will  not  be  regarded  as  taxable  income  if  (a)  both  the  distribut- 
ing corporation  and  the  controlled  company  are  controlled  by  the 
same  corporation  to  which  the  distribution  was  made,  and  (b)  the 
controlled  corporation  is  a  life  insurance  company  of  which  the  dis- 
tributing corporation  has  been  in  control  at  all  times  since  December 

31, 1957. 

Public  Law  90-240  included  a  provision  significantly  altering  the 
tax  treatment  of  mortgage  guaranty  insurance  companies.  Such  com- 
panies, which  engage  in  the  business  of  guaranteeing  holders  of  real 
estate  mortgages  against  loss,  are  customarily  required  by  State  regu- 
latory agencies  to  make  large  annual  contributions  to  reserves  for 
contingency  losses  from  their  premium  incomes  and  to  maintain  those 
reserves  for  periods  frequently  exceeding  the  actual  duration  of  mort- 
gages guaranteed.  Under  provisions  of  Public  Law  90-240,  mortgage 
guaranty  insurance  comi)anies  will  be  permitted  to  take  as  deductions 
in  determining  taxable  income  up  to  50  percent  of  annual  premiums 
earned,  provided  that  noninterest-bearing  Federal  bonds  equivalent 
to  the  amount  of  the  deduction  are  purchased.  In  subsequent  years, 
when  amomits  in  contingency  reserves  are  returned  to  income,  the 
bonds  may  be  used  to  pay  taxes  or  redeemed  for  cash. 
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Administration,  interpretation,  and  clarification  of  tax  laws 

During  the  fiscal  year  1968,  the  Treasury  Department  issued  28  final 
regulations,  three  temporary  regulations,  live  Executive  orders,  and  22 
notices  of  proposed  rulemaking,  relating  to  matters  other  than  alcohol 
and  tobacco  taxes.  In  addition,  the  Department  issued  six  final  regula- 
tions and  seven  notices  of  proposed  rulemaking  on  alcohol  and  tobacco 
tax  matters. 

Among  the  subjects  dealt  with  in  Treasury  decisions  published  dur- 
ing the  fiscal  year  were  the  allocation  of  income  and  deductions  among 
related  businesses,  the  treatment  of  income  from  an  unrelated  trade  or 
business  activity  of  an  exempt  organization,  interest  paid  on  indebted- 
ness incurred  or  continued  to  purchase  or  carry  tax-exempt  bonds, 
transfers  of  property  to  investment  companies  controlled  by  the  trans- 
ferors, nonresident  aliens  and  foreign  corporations  engaged  in  business 
in  the  United  States,  recapture  of  the  investment  credit  on  early  dispo- 
sition of  property,  and  the  allocation  of  Federal  income  tax  liability 
among  members  of  an  affiliated  group  filing  a  consolidated  return,  for 
the  purpose  of  determining  their  respective  earnings  and  profits. 

Notices  of  proposed  rulemaking  still  pending  at  the  year's  end  in- 
cluded those  relating  to  the  allocation  of  cost  of  investment  units,  social 
security  and  withholding  taxes  on  tips,  the  comjDutation  of  percentage 
depletion,  the  so-called  cutoff  point  for  percentage  depletion,  the  deduc- 
tion for  dividends  received  from  an  affiliated  corporation,  interest  on 
certain  negotiable  certificates  of  deposit,  indirect  contributions  to 
political  parties,  and  the  allocation  of  service  income  and  deductions 
among  related  businesses. 

'Tax  expenditures" 

During  fiscal  year  1968  there  was  much  public  discussion  of  use  of 
tax  incentives  to  achieve  various  desirable  social  and  economic  objec- 
tives. The  present  Federal  tax  structure  contains  a  large  number  of 
special  deductions,  credits,  exclusions,  and  exemptions  for  social  and 
economic  purposes.  Each  of  these  special  tax  provisions  reduces  Gov- 
ernment revenues  available  for  other  purposes,  much  as  do  increases  in 
direct  Government  expenditures.  In  most  cases,  direct  expenditures  or 
loan  programs  could  be  utilized  as  alternatives  for  achieving  the  same 
purpose  that  the  special  tax  provisions  are  designed  to  accomplish. 
Our  Federal  budget  as  presently  constituted,  however,  does  not  report 
those  tax  revenues  which  tlie  Government  does  not  collect  because 
income  subject  to  tax  is  reduced  by  these  special  provisions.  The  budget 
in  its  present  form  thus  understates  the  role  of  Federal  Government 
financial  influences  on  the  behavior  of  individuals  and  businesses  and 
on  income  distribution. 
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Treasury  officials  have  suggested  tlie  need  for  a  full  accounting  for 
the  effects  of  these  tax  benefit  provisions  which  are  expenditure  equiv- 
alents. Exhibit  29  discusses  "tax  expenditures"  and  for  the  first  time 
presents  an  ex^ilicit  accounting. 

International  tax  matters 

LegUlation  and  regulations. — The  Interest  Equalization  Tax  Exten- 
sion Act  of  1967  was  signed  by  the  President  on  July  31, 1967.  The  act 
is  described  on  page  38  of  the  1967  annual  report. 

In  April  1968  final  regulations  were  issued  under  section  482  (allo- 
cation of  income  between  related  companies),  covering  most  of  the 
areas  dealt  with  in  the  proposed  regulations  issued  in  August  1966.  One 
section,  dealing  with  the  valuation  of  services  was  reserved  and  new 
proposals  on  this  subject  w^ere  published. 

Guidelines  were  developed  and  published  under  Internal  Kevenue 
Code  section  367.  The  section  requires  advance  clearance  by  the  Com- 
missioner of  Internal  Revenue  for  corporate  reorganizations  and  other 
adjustments  involving  foreign  corporations.  The  guidelines  set  forth 
the  circumstances  under  which  the  Connnissioner  may  grant  such 
clearances  and  will,  thus,  facilitate  tax  planning. 

Tax  treaties. — Income  tax  treaty  negotiations  were  initiated  with 
Finland  for  the  purpose  of  revising  and  updating  the  existing  treaty. 
Negotiations  were  held  with  Trinidad  and  Tobago  to  develop  a  com- 
prehensive treaty  to  replace  the  abbreviated  interim  treaty  which  was 
signed  in  1966.  A  new  income  tax  convention  with  France  was  signed 
in  July  1967  and  sent  to  the  Senate  for  ratification.  It  was  ratified  in 
July  1968  and  came  into  effect  in  August  1968. 

Negotiations  were  held  with  Argentina  on  an  income  tax  treaty,  and 
exploratory  talks  were  conducted  with  Peru  and  Chile  with  a  view 
toward  initiating  formal  income  tax  treaty  negotiations  in  the  near 
future.  Discussions  on  an  income  tax  treaty  with  Portugal  were  con- 
tinued during  the  year.  Discussions  were  held  with  France  to  consider 
the  discriminatory  aspects  of  the  French  treatment  of  dividends  paid 
to  U.S.  residents  investing  in  France  and  to  French  residents  investing 
in  the  United  States  arising  from  the  dividends  received  credit  granted 
by  France. 

In  July  1968,  at  the  same  time  that  the  French  treaty  was  ratified, 
the  Senate  ratified  the  treaties  with  Brazil  and  the  Philippines,  both 
with  reservations.  The  Senate  reserved  on  the  effective  date  of  the 
investment  credit  provision  in  the  Brazil  treaty  and  on  the  provision 
allowing  for  the  deduction  of  charitable  contributions  in  the  Brazil 
treaty  and  the  Philippine  treaty. 

Negotiations  were  begun  on  new  estate  tax  treaties  with  Sweden 
and  the  Netherlands,  and  agreement  was  reached  to  begin  negotiations 
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on  a  new  estate  tax  treaty  with  France  during  fiscal  year  1969  and  a 
new  income  tax  treaty  with  Japan. 

International  organisation's. — Treasury  representatives  participated 
in  the  work  of  the  Fiscal  Committee  of  the  Organization  for  Economic 
Cooperation  and  Development  (OECD) .  During  the  course  of  the  year 
the  Committee  established  working  parties  to  study  changes  in  the 
OECD's  1963  draft  income  tax  convention.  Discussions  were  held  on 
the  problem  of  the  allocation  of  profits  between  related  companies,  and 
the  Committee  initiated  the  preparation  of  an  analysis  of  the  provisions 
of  income  tax  treaties  between  industrial  countries  and  developing 
countries. 

Treasury  representatives  attended  the  second  General  Assembly  of 
the  Inter- American  Center  of  Tax  Administrators  in  Buenos  Aires, 
Argentina,  during  May  1968.  Various  aspects  of  tax  administration 
and  policy  were  discussed,  such  as  the  collection  and  use  of  information 
for  efficient  tax  management  and  administrative  implications  of  a 
common  market. 

A  participating  agreement  with  the  Agency  for  International  De- 
veloj)ment  was  signed  in  April  1968  under  which  the  Treasury  Depart- 
ment, during  fiscal  year  1968  and  succeeding  years,  will  conduct  studies 
of  tax  policy  in  Latin  American  countries  to  identify  policy  problems 
and  make  recommendations  for  structural  reform  that  would  promote 
economic  development,  to  assist,  when  requested,  in  implementing  tax 
reform,  and  to  provide  training  services.  The  first  study,  of  the  Dom- 
inican Republic,  was  initiated  in  the  spring  of  1968. 

International  Financial  Affairs 

The  U.S.  balance  of  payments 

As  a  result  of  the  increased  costs  of  the  Vietnam  war,  increased 
private  capital  outflows,  and  increased  tourist  expenditures,  the  U.S. 
balance-of-payments  deficit  worsened  in  the  second  half  of  calendar 
year  1967.  In  the  third  quarter  of  the  year  the  deficit,  on  a  seasonally 
adjusted  liquidity  basis,  was  $802  million.  This  represented  an  increase 
of  $280  million  from  the  $522  million  deficit  registered  in  the  second 
quarter  of  calendar  year  1967.  For  the  first  9  months  of  1967  the 
liquidity  deficit,  seasonally  adjusted,  was  $1,829  million  as  compared 
to  a  deficit  of  $1,024  million  for  the  corresponding  period  of  1966. 

In  the  fourth  quarter  of  1967  the  deterioration  in  the  U.S.  balance 
of  payments  that  had  started  earlier  in  the  year  worsened  sharply. 
The  fourth  quarter  liquidity  deficit,  after  adjustments  for  seasonal 
variations  was  $1,742  million,  more  than  twice  the  seasonally  adjusted 
figure  for  the  third  quarter.  For  calendar  year  1967  as  a  whole,  the 
liquidity  deficit  was  $3,571  million,  which  was  $2,214  million  higher 
than  the  liquidity  deficit  of  $1,357  million  in  1966. 
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The  fourth  quarter  balance  measured  on  the  official  reserve  transac- 
tions basis  was  adverse  by  $1,082  million,  which  was  a  $1,329  million 
deterioration  from  the  $247  million  surplus  of  the  third  quarter.  For 
1967  as  a  whole,  the  balance  of  payments  on  the  official  reserve  trans- 
actions basis  was  adverse  by  $3,405  million  whicli  represented  a  $3,671 
million  change  from  the  $266  million  surplus  in  1966. 

Against  the  background  of  the  persistent  deficit  in  the  U.S.  balance 
of  payments,  the  British  devaluation  of  sterling  in  November  1967 
resulted  in  a  general  weakening  of  confidence  in  currencies  and  a  burst 
of  speculative  gold  buying.  The  U.S.  gold  reserve  declined  by  $920 
million  in  the  fourth  quarter  of  1967.  Although  the  gold  si)eculation 
was  effectively  counteracted  with  the  cooperation  of  most  of  the  mem- 
bers of  the  Gold  Pool,  it  was  quite  clear  that  this  speculative  buying 
presented  a  threat  to  the  stability  of  the  dollar  and  to  the  international 
monetary  system  as  a  whole. 

In  response  to  the  occurrences  in  the  latter  part  of  1967.  President 
Johnson  announced  on  January  1,  1968,  a  comprehensive  balance-of- 
payments  program  aimed  at  substantially  reducing  the  U.S.  balance- 
of-payments  deficit  and  reestablishing  confidence  in  the  international 
monetary  system.  The  Presidential  statement  of  Januai';^'  1  reempha- 
sized  the  need  for  congressional  action  on  the  anti-inflationary  tax 
proposal  of  the  Administration  and  nrged  American  business  and 
labor  to  take  the  steps  necessary  to  maintain  price  and  wage  stability 
in  the  United  States  in  order  to  insure  the  competitiveness  of  our  goods 
in  the  world's  markets.  In  addition  to  the  steps  required  to  strengthen 
the  U.S.  economy,  the  January  1968  balance-of-payments  program 
contained  a  combination  of  temporary  and  long  term  measures  de- 
signed to  improve  substantially  the  U.S.  balance  of  payments  in  1968. 
The  temporary  measures  announced  included : 

(1)  A  mandatory  program  to  limit  U.S.  direct  investment  abroad. 

(2)  A  tightening  of  the  Federal  Reserve  Board  program  restrain- 
ing foreign  lending  by  banks  and  other  financial  institutions. 

(3)  A  Presidential  appeal  to  defer  for  2  years  all  nonessential  travel 
outside  the  Western  Hemisphere  as  well  as  a  proposal  for  legislation 
designed  to  reduce  the  U.S.  travel  deficit. 

(4)  A  variety  of  steps  designed  to  neutralize  the  foreign  exchange 
costs  of  maintaining  our  troops  abroad  and  measures  designed  t-o  re- 
duce the  foreign  exchange  costs  of  the  Government's  ovei-seas 
operations. 

In  addition,  the  January  1,  1968,  balance-of-payments  program 
contained  measures  aimed  at  improving  the  long  term  strength  of  the 
U.S.  balance-of-payments  position  by : 

(1)  increasing  exports  by  improving  export  financing  via  a  $500 
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million  export  expansion   facility,  improA-ed  export  insurance  and 
guarantees,  and  a  liberalized  discount  facility ; 

(2)  increasing  the  access  of  U.S.  goods  to  foreign  markets  by  re- 
ducing nontariff  barriers ;  and 

(3)  continued  programs  to  encourage  foreign  investment  and  travel 
in  the  United  States. 

The  balance  of  payments  in  the  fii*st  two  quarters  of  1968  showed 
substantial  improvement.  The  seasonally  adjusted  liquidity  deficit 
for  the  first  quarter  was  $660  million  compared  with  the  $1,742  mil- 
lion deficit  in  the  fourth  quarter  of  1967,  and  the  nearly  $900  million 
quarterly  average  in  1967.  The  seasonally  adjusted  balance  for  the 
second  quarter  of  1968  showed  further  improvement,  ending  in  a 
deficit  of  about  $170  million.  Even  greater  progress  was  show^n  in  the 
balance  of  payments  on  the  official  reserve  transactions  basis.  On  this 
measure  the  second  quarter  showed  a  surplus  of  $1,459  million  sea- 
sonally adjusted,  a  large  swing  from  the  $535  million  deficit  for  the 
first  quai-ter  of  1968.  For  the  6-month  period  the  official  reserve  trans- 
actions basis  showed  a  surplus  of  $924  million  compared  with  a  deficit 
in  the  first  6  months  of  1967  of  $2,570  million,  and  a  deficit  in  the 
second  half  of  1967  of  $835  million. 

Progress  in  the  first  half  of  1968  occurred  despite  continued  deterio- 
ration in  the  merchandise  trade  account.  The  unfavorable  trend  in  the 
trade  balance  was  partially  offset  by  reductions  in  private  capital  out- 
flows as  both  bank  lending  to  foreign  borrowers  and  direct  investment 
capital  outflows  declined.  Substantially  increased  foreign  purchases 
of  U.S.  securities,  both  private  and  Goverment,  also  contributed  to 
the  favorable  results  in  the  first  half  of  1968. 

Foreign  exchange  operations^ 

The  international  monetary  system  experienced  intense  and  often 
prolonged  pressures  during  the  fiscal  year  and  the  cooperative  arrange- 
ments which  had  been  built  up  over  a  number  of  years  by  the  major 
industrial  countries  were  put  to  a  severe  but  quite  successful  test.  Early 
in  the  period  financial  markets  were  uneasy  following  the  Middle  East 
crisis,  although  official  operations  had  successfully  contained  the  effects 
of  the  flows  of  funds.  Meanwhile,  long-range  plans  for  strengthening 
the  international  monetary  system  bj^  the  creation  of  Special  Drawing 
Rights  in  the  IMF  were  being  successfully  negotiated.  More  immedi- 
ately, however,  pressure  on  sterling  became  progressively  more  intense, 
reaching  a  climax  in  November,  and  resulted  in  the  devaluation  of  ster- 
ling on  November  18, 1967. 


'  Dptailed  reports  on  Treasury  and  Federal  Reserve  foreign  exchange  operations  are 
contained  in  tlie  Marcli  and  September  issues  of  the  "Federal  Reserve  Bulletin"  and  the 
"Monthly  Review"  of  the  New  York  Federal  Reserve  Bank. 
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As  had  been  anticipated,  this  resulted  in  massive  speculative  buyinjr 
on  the  London  gold  market,  even  though  firm  and  concerted  action 
among  the  major  industrial  countries  successfully  avoided  any  change 
in  the  parity  of  other  major  currencies.  At  the  same  time  the  U.S.  bal- 
ance-of-payments  position  also  deteriorated  seriously,  adding  to  ex- 
change market  pressures  and  necessitating  a  strong  new  program  which 
was  announced  by  President  Johnson  on  New  Year's  Day.^  In  Janu- 
ary the  Canadian  dollar  experienced  a  short  lived  attack  resulting  in 
large  part  from  an  exaggerated  impression  in  the  market  of  the  prob- 
able ert'ect  on  Canada  of  the  new  U.S.  balance-of-payments  program. 
This  attack  stopped — and  capital  flows  commenced  to  reverse  them- 
sehes — with  the  exclusion  on  March  7,  1968,  of  Canada  from  the 
balance-of-payments  program. 

There  was  a  recurrence  of  massive  speculative  buying  of  gold  in 
March  which  drained  gold  from  monetary  reserves  into  private  gold 
hoardes  and  which  culminated  in  the  Washington  communique,-  an 
agreement  by  the  active  members  of  the  Gold  Pool  to  insulate  gold 
reserves  from  market  influences  through  creation  of  the  two-tier  gold 
system.  After  a  brief  lull  in  the  gold  and  exchange  markets,  the  out- 
break of  student  rioting  and  labor  strikes  in  France  in  late  May  turned 
speculative  pressure  on  the  French  franc. 

Prompt  and  coordinated  international  action  was  effective  in  deal- 
ing with  each  of  these  crises.  By  the  end  of  the  fiscal  year  the  gold  and 
foreign  exchange  markets  had  settled  down  to  orderly  trading  in  a 
reasonably  calm  atmosphere,  although  the  French  situation  had  not 
fully  stabilized.  Major  operations  are  summarized  in  the  following 
paragraphs. 

Strenuous  and  successfid  efforts  had  been  made  to  defend  the 
$2.80  parity  of  sterling  during  three  rather  turbulent  years,  but  at  the 
same  time  there  had  been  contingency  planning  on  measures  that 
would  be  required  in  the  event  of  a  devaluation.  These  were  aimed  at 
preventing  the  spread  of  devaluation  to  other  major  currencies,  avoid- 
ing a  serious  disruption  of  trade  and  payments  globally  and  protecting 
the  international  monetary  systemi.  The  Treasury  Department,  work- 
ing closely  with  the  Federal  Reserve  and  other  agencies,  based  its 
actions  on  a  firm  reiteration  of  its  policy  to  maintain  the  official 
parity  of  the  dollar  at  $35  per  ounce  of  gold,  to  participate  with  other 
monetary  authorities  in  providing  emergency  credit  facilities  and 
other  foreign  exchange  operations  to  the  extent  needed  to  counteract 
any  speculative  attack,  and  through  consultation  wnth  other  major 
countries  to  ])r()vide  assurance  that  other  major  currency  rates  would 
remain  stable. 


1  See  exhibit  12. 

2  See  exhibit  39. 
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At  the  time  of  the  devaluation  of  sterling  the  Bank  of  England  had 
utilized  the  credit  facilities  provided  by  tlie  Treasury  and  the  Federal 
Reserve  System.  Shortly  thereafter,  the  United  Kingdom  entered  into 
negotiations  for  a  $1.4  billion  standby  arrangement  with  the  Inter- 
national Monetary  Fund,  which  included  the  provision  of  $250  million 
in  U.S.  dollars  by  the  Treasury.  In  addition,  the  United  Kingdom 
obtained  $1.5  billion  of  short  term  credit  facilities  provided  collec- 
tively by  the  U.S.  Treasury,  the  Federal  Reserve  System,  the  Bank  for 
International  Settlements,  and  other  central  banks.  These  facilities, 
including  increases  in  the  Federal  Reserve  swap  network  and  U.S. 
Treasury  credits,  were  augmented  at  the  time  of  the  decision  by  the 
Gold  Pool  to  cease  support  of  the  private  gold  markets.  In  June  1968, 
the  United  Kingdom  drew  the  full  $1.4  billion  available  under  the 
standby  credit  with  the  IMF,  to  repay  much  of  its  outstanding  short 
term  indebtedness. 

The  Canadian  dollar  came  mider  speculative  attack  during  the  win- 
ter months  of  1968.  Because  of  the  devaluation  of  sterling  and  the 
gold  rush  there  was  an  extremely  nervous  atmosphere  m  the  markets, 
and  there  were  fears  that  the  new  U.S.  balance-of -payments  program 
would  adversely  affect  Canadian  access  to  the  U.S.  capital  market. 
To  bolster  its  reserves,  Canada  drew  from  the  International  Monetary 
Fund  and  from  the  Federal  Reserve  swap  facility.  In  addition,  new 
international  credits  were  provided  by  the  Export-Import  Bank  and 
European  central  banks.  Finally,  after  consultations  with  the  Cana- 
dian authorities.  Secretary  Fowler  informed  the  Canadian  Finance 
Minister  that  the  United  States  would  grant  Canada  a  complete  ex- 
emption from  the  restraints  on  capital  flows  in  the  new  balance-of- 
payments  program.  In  turn,  the  Canadian  Minister  assured  the  United 
States  Government  that  this  exemption  would  in  no  way  impair  the 
effectiveness  of  the  U.S.  program.  In  addition,  he  announced  the 
intention  of  investing  Canada's  holdings  of  U.S.  dollars,  apart  from 
working  balances,  in  U.S.  Government  securities  which  do  not  con- 
stitute a  liquid  claim  on  the  United  States.  Taken  together,  these  meas- 
ures assisted  in  stabilizing  the  value  of  the  Canadian  dollar  in  the 
market,  Canadian  reserves  began  to  increase,  and  its  short  term 
indebtedness  was  repaid. 

In  May,  a  strong  speculative  outbreak  occurred  against  the  French 
franc  which  continued  through  the  end  of  the  fiscal  year.  The  cost 
of  official  support  for  the  franc  in  May  and  June  came  to  $1.5  billion. 
Part  of  this  reserve  loss  took  the  form  of  gold  sales  by  the  French 
authorities  to  replenish  dollar  balances,  including  $220  million  of 
gold  sold  to  the  U.S.  Treasury,  and  the  balance  was  financed  by  the 
utilization  of  French  drawing  rights  on  the  International  Monetary 
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Fund  of  which  $150  million  was  provided  by  the  Treasury  in  U.S. 
dollars.  France  also  drew  the  $100  million  available  under  its  swapline 
with  the  Federal  Keserve. 

During  the  fiscal  year  the  Treasury  issued  foreign  currency  securi- 
ties to  assist  in  the  liquidation  of  short  term  obligations,  to  finance 
other  foreign  exchange  operations,  and  in  connection  with  the  neu- 
tralization of  military  expenditures  abroad,  primarily  in  Germany. 
On  June  30,  1968,  Treasury  securities  denominated  in  foreign  curren- 
cies amounted  to  $1,740.4  million  equivalent  compared  with  $890.4  mil- 
lion on  June  30,  1967.  Apart  from  the  issuance  of  foreign  currency 
securities,  the  Treasury  also  obtained  foreign  currencies  in  connection 
with  drawings  on  the  IIVIF  by  Canada,  the  United  Kingdom,  and 
France.  On  March  8  the  United  States  itself  drew  $200  million  equi- 
valent of  continental  European  currencies  from  the  IMF  ^  to 
assist  further  in  liquidating  outstanding  short  term  commitments 
in  foreign  countries. 

The  U.S.  reserve  position  in  the  Fund  increased  during  the  fiscal 
year  from  $367  million  at  the  end  of  June  1967  to  $903  million  at  the 
end  of  June  1968 — despite  the  drawing  on  the  part  of  the  United 
States — because  of  the  relatively  large  drawings  of  dollars  by  other 
countries,  primarily  the  United  Kingdom,  France,  and  Canada. 

U.S.  participation  in  the  Gold  Pool  resulted  in  heavy  gold  sales 
through  the  London  Market  until  March  1968.  Gold  purchases  by 
some  foreign  central  banks  were  also  stimulated  by  the  sterling  de- 
valuation and  the  gold  market  tension,  but  by  the  end  of  the  fiscal 
year  the  volume  of  these  purchases  was  decreasing.  Details  of  net 
gold  sales  and  purchases  are  contained  in  the  Statistical  Appendix. 

Treasury  exchange  and  stabilization  agreements 

During  the  fiscal  year  1968  exchange  agreements  were  in  effect  w^ith 
Argentina,  Mexico,  Nicaragua,  and  Venezuela.  On  December  31,  1967, 
the  Treasury  and  the  Bank  of  Mexico  renewed  their  $100  million  ex- 
change agreement  for  2  years.  The  Treasury  and  the  Central  Bank  of 
Nicaragua  entered  into  a  1  year  $4,750  million  agreement  on  March  4, 
1968.  A  new  2  year  agreement  with  Venezuela  for  $50  million  was 
signed  on  March  18,  1968.  In  addition,  the  Argentine  agreement  ex- 
pired on  May  2,  1968,  and  a  new  1  year  agreement  was  sig-ned,  simul- 
taneously with  the  expiration,  in  the  amount  of  $75  million.- 

Treasury  foreign  exchange  reporting  system 

A  number  of  steps  were  taken  during  the  year  to  improve  the  Treas- 
ury foreign  exchange  reporting  system,  which  covers  capital  movements 


1  See  exhibit  60. 

2  See  exhibits  57,  59,  61,  and  62. 
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between  tlie  United  States  and  foreign  countries.  Instructions  were  is- 
sued to  reporting  banks  clarifying  the  reporting  of  bankers'  acceptances 
and  deferred  payment  letters  of  credit.  A  survey  was  taken  of  the  types 
of  items,  other  than  deposits  and  Government  obligations,  included 
in  the  reports  of  short  term  banking  liabilities  to  foreigners.  Because  of 
the  increase  in  recent  years  in  brokerage  balances  in  the  United  States 
and  abroad,  reports  of  such  balances  were  required  quarterly,  begin- 
ning March  31,  rather  than  semiannually.  Further  study  was  made  of 
the  reporting  of  securities  transactions  by  mutual  funds  with 
foreigners. 

Data  on  banking  liabilities  to,  and  claims  on,  foreigners  for  the 
period  1957  to  the  end  of  fiscal  1968  were  put  on  magnetic  tape  to  fa- 
cilitate their  use  for  analytical  purposes.  An  amendment  to  the  Treas- 
ury Regulations  was  issued  permitting  reporting  institutions  to  file 
their  reports  on  punch  cards,  magnetic  tape,  or  other  machine-readable 
media  instead  of  on  the  regular  report  forms. 

International  monetary  system 

The  negotiations  on  an  agreement  for  strengthening  the  interna- 
tional monetary  system  through  the  creation  of  the  Special  Drawing 
Rights  facility  reached  a  successful  climax  in  fiscal  1968.  The  final 
plan  is  the  work  of  the  Group  of  Ten  industrial  countries  (Belgium, 
Canada,  France,  Germany,  Italy,  Japan,  the  Netherlands,  Sweden,  the 
United  Kingdom,  and  the  United  States)  and  the  International  Mone- 
tary Fund.  In  a  series  of  four  joint  meetings  between  the  Deputies  of 
the  Group  of  Ten  and  the  Executive  Directors  of  the  Fund  during 
fiscal  1967,  a  draft  outline  of  a  plan  was  produced.^ 

The  draft  outline  left  several  issues  unresolved.  These  concerned  the 
method  of  decisionmaking  regarding  the  timing  and  amounts  of  the 
new  asset  to  be  created,  the  mode  of  transfer  of  the  asset  between 
countries,  and  the  requirements  for  reconstitution  of  balances  of  the 
asset  following  its  use.  These  issues  were  considered  and  resolved  by 
the  Ministers  and  Governors  of  the  Group  of  Ten  in  two  meetings  held 
in  London  in  July  and  August  1967.  The  Group  of  Ten  at  these  meet- 
ings also  agreed  that  a  review  of  the  rules  and  practices  of  the  Fund 
since  its  inception  should  proceed  in  the  Fund,  in  parallel  with  the 
development  of  the  plan  for  a  Special  Drawing  Rights  facility.-  The 
U.S.  delegation  to  these  meetings  was  headed  by  Secretary  Fowler. 

The  Outline  Plan  for  the  Special  Drawing  Rights  facility  was 
presented  to  the  Governors  of  the  International  Monetary  Fund  at  its 
annual  meeting  in  September,  where  it  was  strongly  supported  and 
approved  by  the  Governors  without  dissent.  Tlie  Fund  Governors  also 


'  See  1967  annual  report,  pp.  42  44. 
^  See  exhibit  30. 
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noted  tlie  studies  on  possible  improvements  in  the  niles  and  practices 
of  the  Fund.  They  instructed  the  Executive  Directors  to  submit  re- 
ports by  March  31, 1968,  proposing  amendments  to  the  Fund's  Articles 
of  Agreement  and  Bylaws,  (a)  for  the  pui^:)Ose  of  establishing  the 
Special  Drawing  Rights  facility,  and  (b)  as  required  to  give  effect 
to  those  modifications  in  the  present  rules  and  practices  of  the  Fund 
that  the  Executive  Directors  might  recommend. 

In  the  spring  of  1967,  the  JNIonetary  Committee  of  the  European 
Economic  Community  had  put  forward  in  the  Fund  several  proposals 
which  would  require  amendments  to  the  Fund's  Articles  of  Agreement 
beyond  those  required  for  the  introduction  of  the  Special  Drawing 
nights  facility.  These  proposals  called  for  some  changes  in  the  use 
of  the  Fund's  regular  credit  facilities  and  in  the  procedures  for  taking 
certain  decisions  in  the  Fund.  It  was  also  proposed  that  the  uncondi- 
tional availability  of  the  gold  tranche  segment  of  Fund  drawings  be 
clarified  in  order  that  these  drawings  could  qualify  as  de  jure  as  well 
as  de  facto  reserves.  Finally  the  EEC  members  felt  that  approval  of 
future  increases  in  IMF  quotas  should  be  subject  to  a  weighted  vote  of 
85  percent  instead  of  80  percent. 

The  Executive  Directors  soon  began  intensive  meetings  to  turn  the 
Outline  Plan  and  the  recommendations  for  Fund  reform  into  ih^  form 
of  amendments,  but  by  early  March,  it  became  apparent  that  the 
Executive  Directors  could  not  resolve  all  the  issues  and  that  another 
]\Iinisterial  meeting  would  be  required.  The  Outline  Plan  itself  did 
not  fully  resolve  certain  issues,  among  these  being  the  question  of 
"opting  out",  whereby  a  participant  might  elect  not  to  accept  alloca- 
tions arising  from  particular  decisions  to  create  Special  Drawing 
Rights,  and  the  use  of  SDR's  in  transactions  between  member  coun- 
tries and  the  General  Account  of  the  Fund  itself.  Other  problems  re- 
garding the  Special  Drawing  Rights  facility  that  had  to  be  referred 
to  the  Ministers  and  Governors  concerned  rules  regarding  obligations 
to  acquire  and  hold  SDR's,  provisions  for  voluntary  transfere  of  SDR's 
between  participants,  and  prerequisit-es  for  activation  of  tlie  Special 
Drawing  Rights  facility.  In  addition,  several  of  the  proposals  for 
Fund  reform  had  raised  issues  that  coidd  not  be  settled  by  the  Fund's 
Executive  Directors.  These  included  the  size  of  the  weighted  vote 
necessary  to  approve  quota  increases  and  a  uniform  change  in  par 
values  plus  the  consequent  i)roblem  of  the  maintenance  of  value 
of  the  Fund's  assets.  A  third  problem  dealt  with  the  question  of 
interi)retation  of  the  Fund's  rules.  Meeting  in  Stockholm  on  INIarch 
29-30, 1968,  the  Ministers  and  Governors  of  the  Group  of  Ten  resolved 
these  issues  to  the  satisfaction  of  all  except  the  French  delegation.  The 
French  Minister  maintained  that  the  amendments  went  beyond  tlie 
provisions  of  the  Draft  Outline  and  reserved  his  position  until  he 
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saw  the  final  texts.^  The  Fund  Executive  Directors  were  then  able  to 
complete  their  work.  On  April  16,  1968,  the  text  of  a  resolution  was 
agreed  for  submission  to  the  Governors  of  the  Fund  for  their  approval 
by  May  31, 1968. 

After  consultation  with  the  National  Advisory  Council  on  Inter- 
national Monetary  and  Financial  Policies,  the  Secretary,  acting  as 
U.S.  Governor,  notified  the  Fund  of  U.S.  approval  of  the  resolution. 
The  necessary  approval  by  a  large  majority  of  the  Fund  Governors 
was  obtained  for  the  Kesolution  and  the  Proposed  Amendment  was 
transmitted  to  all  members  for  their  formal  acceptance  and  certifica- 
tion of  readiness  to  participate  in  the  new  facility.  The  Proposed 
Amendment  will  enter  into  force  for  all  members  when  three-fifths  of 
the  members,  having  four-fifths  of  the  total  voting  power,  have  ac- 
cepted the  modifications.  For  the  Special  Drawing  Rights  facility  to 
be  established,  it  is  also  necessary  that  members  representing  75  per- 
cent of  the  Fund's  quota  certify  to  the  Fund  that  they  have  taken  all 
necessary  steps  to  enable  them  to  carry  out  the  obligations  of  a 
participant. 

On  April  26,  1968,  the  Secretary  transmitted  to  Congress  the  Na- 
tional Advisory  Council's  "Special  Eeport  on  the  Proposed  Establish- 
ment of  a  Facility  Based  on  Special  Drawing  Rights  in  the  Interna- 
tional Monetary  Fund  and  Modifications  in  the  Rules  and  Practices 
of  the  Fund"  recommending  approval  of  the  Proposed  Amendment. 
President  Johnson  addressed  a  message  to  the  Congress  on  April  30, 
1968,  entitled  "Strengthening  the  International  Monetary  System" 
and  on  May  1,  the  Secretary  testified  before  the  Banking  and  Currency 
Committee  of  the  House  of  Representatives  in  favor  of  the  bill.^  The 
full  House  approved  the  bill  authorizing  U.S.  participation  in  the 
Special  Drawing  Rights  Plan  on  May  10,  1968.  The  bill  was  reported 
out  by  the  Senate  Committee  on  Foreign  Relations  and  subsequently 
approved  by  the  full  Senate  on  June  6, 1968.  President  Johnson  signed 
the  bill  (Public  Law  90-349)  on  June  19,  1968.^  The  U.S.  acceptance 
of  the  Proposed  Amendment  and  certification  of  participation  were 
then  transmitted  to  the  Fund.  The  United  States  was  the  first  Fund 
member  to  complete  both  steps. 

During  these  final  months  of  negotiation  leading  to  agreement  on 
the  Special  Drawing  Rights  facility,  the  international  monetary  sys- 
tem was  placed  under  severe  pressure  by  the  devaluation  of  the  pound 
sterling  on  November  18,  1967,  and  the  subsequent  heavy  speculative 
activity  in  the  gold  and  foreign  exchange  markets.  Large  amounts  of 
gold  were  being  purchased  in  London  by  foreign  holders  of  dollars 
and  other  currencies.  Gold  from  new  production  was  not  enough  to 


1  See  exhibit  41. 

2  See  exhibit  44. 
*  See  exhibit  45. 
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fill  all  the  orders  and  demand  was  being  met  in  large  part  from  the 
gold  reserves  of  the  active  members  of  the  Gold  Pool  (Belgium,  Ger- 
many, Italy,  Netherlands,  United  Kingdom,  United  States — France 
withdi^w  from  active  membership  in  llie  Pool  in  June  19(57).  The  Gold 
Pool  which  had  l)een  organized  in  1962,  had  succeeded  in  stabilizing 
the  price  of  gold  on  the  London  market  without  any  appreciable 
drain  of  monetary  reserves  until  the  latter  part  of  1967. 

The  active  members  of  the  Gold  Pool  met  in  Frankfurt,  Germany, 
on  November  26,  1967,  and  issued  a  statement  intended  to  discourage 
speculative  demand.^  The  calming  effect  proved  only  temporary  and 
heavy  demand  developed  once  more  in  December  1967.  By  mid- 
March,  it  was  apparent  that  meeting  private  demand  was  likely  to 
become  more  and  more  costly  in  terms  of  reserve  losses.  Furthermore, 
the  conversion  of  liquid  assets  by  private  holders  into  gold  was  a 
serious  strain  on  international  credit  markets.  Credit  in  foreign  mar- 
kets was  tightening  and  interest  rates  were  climbing  at  a  rapid  rate. 
The  world  faced  the  possibility  of  a  severe  financial  disturbance. 

In  this  same  period,  the  Administration  moved  to  eliminate  the 
remaining  gold  cover  requirements  for  Federal  Reserve  notes  and 
U.S.  notes  and  Treasury  notes  of  1890,  proposing  legislation  to  this 
effect  in  January  1968.  The  Administration's  action  reflected  both 
domestic  and  international  considerations.  On  the  domestic  side,  the 
demand  for  currency  was  rising  about  $2  billion  per  year.  This  dic- 
tated that  an  additional  $500  million  in  gold  be  set  aside  each  year  to 
satisfy  the  gold  reserve  requirements.  In  addition  to  this,  industrial 
gold  consumption  was  taking  some  $160  million  per  year.  On  the 
international  side,  it  was  felt  that  the  strong  speculative  pressure  in 
the  London  gold  market  reflected  a  feeling  that  the  U.S.  stock  of  "free 
gold" — ^that  amount  of  gold  above  the  gold  needed  to  meet  reserve 
requirements — would  soon  be  exhaust-ed. 

Secretary  Fowler  testified  in  favor  of  the  bill  before  the  House 
Banking  and  Currency  Committee  on  January  23,  and  the  Senate 
Banking  and  Currency  Committee  on  January  oO.-  On  February  21, 
1968,  the  bill,  H.R.  14743,  passed  the  House  and  on  March  14,  the 
Senate  approved  the  House-passed  version.  The  President  signed  the 
bill  into  Public  Law  90-269  on  March  18, 1968. 

Against  this  background,  the  Governors  of  the  Central  Banks  repre- 
sented in  the  Gold  Pool  were  invited  by  the  Secretary  and  Mr.  Martin, 
Chairman  of  the  Federal  Reserve  Board,  to  meet  in  Washington  on 
March  16-17,  under  the  chairmansliip  of  Mr.  Martin.^  They  decided 
to  adopt  a  new  approach  to  the  gold  problem.  This  took  the  form  of 


1  See  exhibit  34. 

2  See  exhibit  12. 
8  See  exhibit  38. 
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the  so-called  two-tiered  gold  system  under  which  the  private  commod- 
ity price  of  gold  is  permitted  to  fluctuate  without  official  intervention 
while  the  official  price  and  role  of  monetary  gold  remains  unchanged 
in  transactions  between  monetary  authorities.  The  participants  agreed 
that  they  would  no  longer  supply  gold  to  the  London  market  and  that 
"in  view  of  the  prospective  establishment  of  the  facility  for  Special 
Drawing  Eights,  they  no  longer  feel  it  necessary  to  buy  gold  from  the 
market."  ^  The  jManaging  Director  of  the  International  Monetary 
Fund  issued  a  statement  immediately  following  the  March  16-17  meet- 
ing in  which  he  voiced  the  Fund's  approval  of  the  agreement  reached 
and  called  upon  all  countries  belonging  to  the  Fund  to  conduct  gold 
transactions  in  a  manner  consistent  with  the  agreement.- 

International  Monetary  Fund^ 

The  main  developments  during  the  fiscal  year,  i.e.,  the  adoption  of 
the  plan  for  a  facility  l)ased  on  Special  Drawing  Rights  in  the  Fund,* 
the  devaluation  of  sterling  and  other  currencies  in  November  1967,  and 
the  institution  of  a  two-tier  price  system  for  gold,  have  been  discussed 
in  detail  above.  Other  developments  included  a  record  use  of  Fund 
resources  by  member  countries,  including  a  large  increase  in  resort  to 
the  facility  for  compensatory  financing  of  export  fluctuations.  The 
Fund,  along  with  the  International  Bank,  was  actively  engaged  at  the 
close  of  the  fiscal  year  in  preparing  a  study  on  the  stabilization  of 
prices  of  primary  products,  in  response  to  resolutions  adopted  at  the 
1967  annual  meetings  in  Eio  de  Janeiro. 

During  fiscal  1968  the  Fund's  currency  sales  (drawings)  aggregated 
the  equivalent  of  $3.7  billion,  the  largest  in  any  fiscal  year  since  the 
inception  of  the  Fund.  The  three  main  transactions  involved  the 
United  Kingdom  ($1.4  billion),  France  ($885  million),  and  Canada 
($426  million)  .^  The  chief  currencies  drawn  were  Deutsche  Mark  ($873 
million),  U.S.  dollars  ($752  million),  and  Italian  lire  ($497  million). 
Repurchases  during  the  year  aggregated  $812  million,  all  in  currencies 
other  than  the  dollar.  From  the  beginning  of  operations  to  June  30, 
1968,  cumulative  drawings  were  the  equivalent  of  $17.1  billion,  of 
which  $5.9  billion  was  in  dollars.  Repurchases  to  June  30,  1968,  ag- 
gregated $7.9  billion,  of  which  $3.6  billion  was  in  dollars. 


^  See  exhibit  39. 

2  See  exhibit  40. 

2  Fuller  discussions  of  the  activities  of  the  International  Monetary  Fund  and  the  other 
international  tinancial  organizations  are  included  in  the  National  Advisory  Council's  Annual 
Report  for  the  fiscal  year  1968. 

^  Consideration  of  the  Outline  Plan  for  the  facility  was  the  principal  business  of  the  1907 
annual  meeting-.  See  exhibit  32  for  statement  by  Secretary  Fowler  as  Governor  for  the 
United  States.  The  U.S.  Delegation  included  Under  Secretary  of  State  Rostow  (alternate 
Governor),  Treasur.y  Under  Secretary  for  Monetary  Affairs  Deming,  U.S.  Executive  Direc- 
tor of  the  IMF  Dale,  and  U.S.  Executive  Director  of  the  IBRD  Merchant  as  Temporary 
Alternate  Governors.  Members  of  the  National  Advisory  Council  and  congressional  com- 
mittee  members   served   as    advisers. 

^  These  figures  include  the  Fund's  repayments  of  its  1965  borrowings  from  France  ($140 
million)  and  Canada  ($35  million). 
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A  drawing  of  the  eqiiivalent  of  $200  million  by  the  United  States 
in  March  1968  marked  the  first  use  by  this  comitry  of  the  Fund's  re- 
sources since  Dexzember  1966.  This  drawing  in  Netherlands  guilders, 
Italian  lire,  and  Belgian  francs,  was  used  to  repay  short  term  swap 
drawings  made  by  the  United  States  late  in  1967.  The  swap  drawings 
had  been  designed  to  help  stabilize  the  international  exchanges  at  the 
time  of  the  uncertainties  attendant  upon  the  position  of  the  poinid 
sterling  and  its  devaluation.  Most  of  the  earlier  U.S.  drawings  had 
been  technical  drawings  to  enable  third  countries  to  purchase  with 
dollars  amounts  needed  in  other  currencies  in  repurchase  transactions. 
The  cumulative  total  of  gross  drawings  by  the  United  States  was 
$1,840  million  on  June  30, 1968,  but  as  a  result  of  purchases  of  dollars 
by  other  countries,  including  substantial  amounts  by  the  United  King- 
dom and  France  in  the  transactions  noted,  the  United  States  was  in- 
debted to  the  Fund  for  only  $299  million  by  the  end  of  the  fiscal  year. 

On  balance  there  was  little  gain  during  the  year  in  liberalization 
of  exchange  restrictions,  in  the  avoidance  of  multiple  currency  prac- 
tices, or  in  the  scope  of  bilateralism.  The  Fund  further  broadened  its 
technical  assistance  activities,  including  expansion  of  the  offerings  of 
the  IMF  Institute,  and  continued  its  consultations  with  both  Article 
XIV  (inconvertible  currency)  and  Article  VIII  (convertible  cur- 
rency) countries  on  economic  and  financial  matters  of  mutual  interest 
and  concern. 

The  International  Bank  group ' 

The  International  Bank  for  Reconstruction  and  Development  and 
its  affiliates,  the  International  Development  Association  (IDA)  and 
the  International  Finance  Corporation  (IFC),  committed  a  total  of 
$1.0  billion  during  tlie  fiscal  year  for  financing  economic  development 
projects  in  the  member  countries.  The  World  Bank  made  new  loans  of 
$847.0  million,  mainly  to  less-developed  countries  for  electric  power, 
roads,  railways,  and  industry.  In  view  of  its  limited  resources,  IDA 
credits  were  $106.6  million  during  the  year  compared  with  $353  mil- 
lion in  the  preceding  year.  IFC  investments,  which  are  not  guaranteed 
by  governments,  were  made  in  private  companies  on  a  loan  and  equity 
basis  for  copper  mining,  development  banks,  iron  and  steel  plants,  and 
some  smaller  items.  The  total  amount,  including  underwriting  commit- 
ments, was  $50  million. 

The  loan  operations  of  the  World  Bank  are  financed  by  capital 
subscriptions,  borrowing  on  financial  markets,  sales  of  participations, 
repaynients  and  earnings  on  loans  and  investments.  During  the  year 
the  Bank's  outstanding  funded  debt  increased  by  $214.3  million  to  the 


1  For  more  complete  discussion  see  NAC  Report  for  the  year  ending  June  30,  1968. 
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equivalent  of  $3,289.6  million.  The  debt  includes  78  separate  issues, 
denominated  chiefly  in  U.S.  dollars  ($2,446.7  million) ,  Deutsche  Mark 
($422.7  million  equivalent),  and  Swiss  francs  ($204.4  million  equiva- 
lent) .  Increases  in  the  funded  debt  represented  the  public  sale  of  $300 
million  of  U.S.  dollar  bonds  ($159.4  million  under  delayed  delivery 
arrangements),  and  securities  denominated  in  Deutsche  Mark  (U.S. 
$30  million  equivalent) ,  Swiss  francs  ($17.5  million  equivalent) ,  Swed- 
ish kronor  ($14.5  million  equivalent),  Canadian  dollars  ($13.9  million 
equivalent) ,  and  Netherlands  guilders  ($11  million  equivalent) .  The 
funded  debt  was  further  increased  through  the  private  placement  of 
bonds  and  notes  totaling  the  equivalent  of  $347.9  million  and  the  issu- 
ance of  $158.7  million  of  bonds  under  delayed  delivery  arrangements 
of  previous  issues.  The  Bank  has  continued  its  efforts  to  obtain  financ- 
ing abroad,  and  has  invested  the  proceeds  of  the  issues  on  the  U.S.  mar- 
ket in  longer  term  Treasury  obligations  pending  disbursement,  to 
reduce  possible  adverse  effects  on  the  U.S.  balance  of  payments. 

Decreases  in  the  funded  debt  resulted  from  the  retirement  of  bonds 
and  notes  totaling  the  equivalent  of  $457.9  million,  including  $406.4 
million  denominated  in  dollars.  Purchase  and  sinking  fund  transac- 
tions amounted  to  $55.9  million  and  the  dollar  value  of  the  outstanding 
debt  was  reduced  by  the  devaluation  of  sterling  ($6  million). 

IDA  credits  are  funded  by  member  subscriptions  and  contributions, 
grants  from  the  net  earnings  of  the  World  Bank,  repayment  of  credits, 
and  earnings.  IDA's  usable  resources,  cumulative  to  June  30,  1968, 
amounted  to  $1,795  million,  of  which  the  Part  I  (developed)  countries 
contributed  $1,524  million;  IBRD  grants  $210  million,  and  earnings 
and  contributions  of  Part  II  countries,  the  balance.  At  the  end  of  the 
fiscal  year  only  $7  million  was  uncommitted. 

In  March  1968  agreement  was  reached  in  principle  among  Part  I 
members  to  provide  additional  resources  to  IDA  in  three  annual  in- 
stallments of  $400  million  each  to  finance  operations  during  the  fiscal 
years  1969  through  1971.  The  U.S.  share  will  be  40  percent  or  $160 
million  annually  for  3  years.  Legislation  to  authorize  U.S.  partici- 
pation in  this  replenishment  was  before  Congress  (H.E..  16775  and 
S.  3378)  at  the  end  of  the  fiscal  year.  The  arrangements  for  the  re- 
plenishment include  provisions  to  mitigate  any  adverse  effects  on  the 
U.S.  balance  of  payments  resulting  from  the  U.S.  participation. 

Inter-American  Development  Bank 

The  Ninth  Annual  Meeting  of  the  Board  of  Governors  of  the  Inter- 
American  Development  Bank  ^  was  held  at  Bogota,  Colombia,  April 


^  For  background  on  the  establishment  and  operations  of  the  Inter-American  Develop- 
ment Bank,  see  1965  annual  report,  pp.  58-60. 
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22-2G,  1908.^  At  this  meet  in  <^  the  Board  of  Governors  discussed  a 
broad  range  of  policy  issues,  including  resources  available  to  the  Bank, 
tlie  operating  policies  of  the  Bank,  the  state  of  the  Alliance  for  Prog- 
ress, economic  integration  of  Latin  America,  and  international  trade 
and  financial  cooperation.  Among  the  resolutions  adopted  at  tliis  meet- 
ing was  one  directing  the  Bank  to  initiate,  in  conjunction  with  CIAP 
(Inter- American  Committee  for  the  Alliance  for  Progress) ,  the  estab- 
lishment of  a  task  force  to  develop  a  5-year  plan  and  action  program 
for  projects  for  the  physical  integration  of  Latin  America. 

To  obtain  resources  for  Ordinary  Capital  lending  the  IDB  increased 
its  short  and  long  term  borrowings  by  approximately  $64.0  million 
during  the  fiscal  year,  comprising  a  $60.0  million  issue  in  the  United 
States  in  November  1967,  a  $6,0  equivalent  Belgian  franc  issue  also  in 
November  1967,  and  a  $43  million  short  term  dollar  bond  issue  (nearly 
replacing  $45  million  of  maturing  bonds  of  1966  and  1967)  placed 
outside  the  United  States  in  April  1968.  As  of  June  30, 1968,  the  Bank's 
cumulative  total  borrowings  (after  sinking  fund  purchases) 
amounted  to  $507.4  million  equivalent,  of  which  $335  million  had  been 
raised  in  the  U.S.  market  and  the  balance  in  foreign  capital  markets. 

The  subscribed  resources  of  the  Bank's  Fund  for  Special  Operations 
totaled  $2,309.9  million  equivalent  as  of  June  30,  1968.  The  increase 
during  the  year  reflected  payments  to  the  Bank  by  member  countries 
under  a  $1.2  billion  increase  in  the  resources  of  the  Fund  for  Special 
Operations  which  became  effective  in  December  1967.  U.S.  participa- 
tion in  this  increase  was  authorized  by  the  Congress  in  Public  Law 
90-88,  approved  September  22,  1967.  The  first  payment  by  the  United 
States,  amounting  to  $300  million,  was  made  to  the  Bank  in  January 
1968. 

As  of  June  30,  1968,  the  Inter- American  Development  Bank  had 
authorized  465  loans  amounting  to  the  equivalent  of  $2,497.9  million, 
comprising:  157  loans  amounting  to  $924.0  million  equivalent  from 
its  Ordinary  Capital  resources ;  177  loans  amounting  to  $1,045.6  million 
equivalent  from  the  resources  of  the  Fund  for  Special  Operations; 
and  117  loans  from  the  Social  Progress  Trust  Fund  amounting  to 
$501.0  million.  In  addition,  the  Bank  had  authorized  14  loans  amomit- 
ing  to  $27.3  million  equivalent  from  the  economic  development  funds 
it  administers  on  behalf  of  the  Govermnents  of  Canada,  the  United 
Kingdom,  and  Sweden. 


1  The  U.S.  Governor  of  the  Bank,  Secretary  of  the  Treasury  Henry  H.  Fowler,  headed  the 
U.S.  dele).riitiou  to  the  meeting.  The  delegation  included  Assistant  Secretary  of  State  for 
Inter-American  Affairs  and  U.S.  Coordinator.  Alliance  for  Progress,  Covey  T.  Oliver  and 
Assistant  Secretary  of  the  Treasury  John  K.  Petty  (both  of  whom  acted  as  Temporary 
Alternate  Governors)  together  with  Members  of  the  Congress  and  representatives  of  the 
U.S.  Government  agencies  constituting  the  National  Advisory  Council  on  International 
Monetary  and  Financial  Policies. 
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The  Asian  Development  Bank  ^ 

The  First  Annual  Meeting  of  the  Board  of  Governors  of  the  Asian 
Development  Bank  was  held  in  Manila,  Philippines,  April  4-Q,  1968,^ 
At  this  meeting  Switzerland  was  accepted  as  the  32d  member  of  the 
Bank,  subscribing  to  $5  million  of  stock.  This  raised  the  total  subscrip- 
tions to  $970  million  and  brought  the  total  membership  to  32,  of  which 
19  are  countries  of  the  region  and  13  are  nonregional  countries. 

The  second  of  the  United  States  five  $20  million  installments  of 
paid-in  capital  was  paid  in  August  1967,  and  consisted  of  $10  million 
in  cash  and  $10  million  in  the  form  of  a  noninterest-bearing  letter  of 
credit  which  may  be  drawn  on  in  future  years  when  required  by  the 
Bank  for  disbursement.  As  of  June  30,  1968,  of  the  $485  million  sub- 
scriptions on  paid-in  capital  of  the  Bank,  installments  totaling  $193.5 
million  had  matured. 

The  Bank  made  its  first  loan  from  Ordinary  Capital  in  January  1968, 
the  equivalent  of  $5  million  to  the  Industrial  Finance  Corporation 
of  Thailand,  against  which  no  disbursements  had  been  made  by  June 
30,  1968.3  During  the  12  months  ending  June  30,  1968,  the  Bank  also 
extended  technical  assistance  to  Indonesia  in  the  field  of  food  produc- 
tion and  distribution,  to  the  Agricultural  and  Fisheries  Development 
Corporation  of  Korea,  to  the  Philippines  on  water  management,  and 
to  Vietnam  on  development  financing.  In  March  1968,  the  Bank  issued 
the  Asian  Agricultural  Survey,  which  constitutes  a  major  model  study 
of  Asian  agriculture. 

On  September  26,  1967,  President  Johnson  submitted  to  the  Con- 
gress the  ADB  Special  Funds  bill  (S.  2479  and  H.R.  13217),  which 
would  authorize  the  appropriation  of  up  to  $200  million  over  a  4-year 
period  as  the  U.S.  contribution  to  Multilateral  Special  Funds  of  the 
ADB.  Under  the  proposed  legislation  the  U.S.  contribution  would  con- 
stitute less  than  one-half  of  the  total  contributions  to  the  Bank's  Spe- 
cial Funds,  would  be  available  only  for  the  procurement  of  U.S.  goods 
and  services,  and  would  be  used  to  finance  high  priority  development 
programs  and  projects  in  such  key  areas  as  agriculture,  transport  and 
communications,  and  Mekong  development.  At  the  First  Annual  Meet- 
ing of  the  ADB  Board  of  Governors,  developed  country  members  of 
the  ADB  offered  to  contribute  a  total  of  $128.1  million  to  the  Bank's 
Special  Funds — Japan  offered  $100  million,  mainly  for  agricultural 


^  For  background  on  the  establishment  and  early  operations  of  the  Asian  Development 
Bank  (ADB),  see  1966  and  1967  annual  reports,  pp.  64-65  and  pp.  49-50,  respectively. 

2  Under  Secretary  of  the  Treasury  Joseph  W.  Barr  headed  the  U.S.  delegation  to  the 
meeting.  The  delegation  included  Assistant  Administrator  for  Bast  Asia  of  AID  John  C. 
Bullitt  and  U.S.  Director  of  the  Asian  Development  Bank  Bernard  Zagorin  (both  of  whom 
acted  as  temporary  alternate  Governors),  together  with  representatives  of  the  Treasury 
Department  and  AID  and  the  Secretary  of  the  Senate. 

3  A  $2  million  equivalent  loan  to  the  Central  Bank  of  Ceylon  for  modernization  of  tea 
factories  was  made  in  July  1968  and  a  $6.8  million  equivalent  loan  was  made  in  September 
1968  to  the  Republic  of  Korea  for  the  Seoul-Inchon  Expressway  project. 
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development,  of  which  $20  million  was  appropriated  for  this  year; 
Canada  offered  $25  million  over  the  next  5  years;  Denmark  offered  an 
initial  contribution  of  $2  million  for  agriculture;  and  the  Netherlands 
offered  $1.1  million  for  agriculture  for  the  current  year. 

In  June  1967  the  United  States  made  available  to  the  ADB  $250,000 
for  technical  assistance,  of  which  $161,798  had  been  used  by  June  30, 
1968.  Japan  has  made  available  $131,000  for  technical  assistance, 
Canada  $100,000,  Germany  $40,000,  Denmark  $300,000,  and  the  United 
Kingdom,  Finland,  India,  and  Korea  unspecified  amounts  of  technical 
assistance. 

Organization  for  Economic  Cooperation  and  Development 

The  seventh  Ministerial  Council  meeting  of  the  Organization  for 
Economic  Cooperation  and  Development  (OECD)  in  Paris  Novem- 
ber 30-December  1, 1967,  stressed  the  need  for  both  surplus  and  deficit 
countries  to  intensify  their  efforts  to  reduce  persisting  disequilibria 
in  their  external  positions.  Progress  in  examining  trade  relations  with 
developing  countries  was  also  noted.  A  Treasury  representative  served 
on  the  U.S.  delegation. 

Both  the  Economic  Policy  Committee  (EPC)  of  the  OECD  and  its 
Working  Party  on  Policies  for  the  Promotion  of  Better  International 
Payments  Equilibrium  (Working  Party  3)  concentrated  much  of  their 
attention  during  the  year  on  the  balance  of  payments  of  the  United 
States  and  the  United  Kingdom  and  the  need  for  complementary  ad- 
justment by  other  countries.  Under  Secretary  of  the  Treasury  for 
Monetary  Affairs  Deming  served  as  chairman  of  the  U.S.  delegation  to 
Working  Party  3  and  as  a  member  of  the  EPC  delegation. 

Wlien  the  Foreign  Direct  Investment  Program  was  introduced  in 
January  1968,  the  United  States  invoked  the  balance-of-payments 
derogation  clause  of  the  Code  of  Liberalization  of  Capital  Movements. 
The  Committee  for  Invisible  Transactions,  on  which  a  U.S.  Treasury 
official  serves,  reviewed  the  U.S.  action  and  the  Council  of  the  OECD 
found  the  United  States  justified. 

A  Treasury  representative  led  the  U.S.  delegation  in  discussions  in  an 
ad  hoc  group  of  the  Trade  Committee  concerning  Germany's  shift  to 
a  value-added  tax.  The  group  could  not  agree  on  the  impact  of  the 
change  on  international  trade.  Similar  discussions  with  Belgium  and 
the  Netherlands  are  scheduled  for  fiscal  year  1969. 

A  Treasury  representative  led  the  U.S.  delegation  to  the  Septem- 
ber 1967  meeting  of  the  group  on  export  credits  and  credit  guarantees. 
Treasury  representatives  participated  actively  in  the  work  of  the  Fis- 
cal Committee,^  in  the  annual  examination  of  the  United  States  by  the 
Economic  Development  and  Review  Committee,  and  in  a  group  which 


iFor  a  description  of  tlic  activities  of  the  Fiscal  Committee  see  p.  37. 
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examines  short-term  economic  prospects.  A  Treasury  official  regularly 
represents  the  United  States  as  an  observer  at  the  meetings  of  the  Man- 
aging Board  of  the  European  Monetary  Agreement. 

Trade  policy 

With  the  successful  conclusion  of  the  Kennedy  Kound  tariff  nego- 
tiations, the  United  States  began  an  extensive  review  of  its  trade 
policy.  At  the  request  of  the  President,  the  Special  Kepresentative 
for  Trade  Negotiations  instituted  a  wide-ranging  study  of  future 
U.S.  foreign  trade  policy  which  included  both  public  hearings  and 
analysis  by  experts  within  the  Government.  Treasury  Department 
representatives  participated  in  the  public  hearings  and  the  develop- 
ment of  background  papers  for  the  study. 

At  the  request  of  the  United  States,  the  Contracting  Parties  to  the 
General  Agreement  on  Tariffs  and  Trade  (GATT)  established  a 
working  party  to  examine  the  GATT  rules  dealing  with  border  tax 
adjustments,  i.e.  the  remission  of  indirect  taxes  on  exports  and  the 
levying  of  compensatory  duties  on  imports.  The  Treasury  Depart- 
ment has  taken  an  active  and  leading  role  in  the  international  discus- 
sions of  this  issue  since  the  GATT  rules  disadvantage  our  trade  and  ad- 
versely affect  our  balance-of-payments  position.  Treasury  represen- 
tatives, led  by  Assistant  Secretary  Petty,  have  been  members  of  the 
U.S.  delegation  to  the  GATT  meetings  on  this  subject.  The  sharp 
reduction  of  tariff  barriers  has  focused  increased  attention  on  non- 
tariff  barriers  to  trade.  The  GATT  has  established  a  procedure  for 
examining  these  nontariff  barriers  and  an  inventory  has  been 
drawn  up. 

As  a  member  of  the  Trade  Staff  Committee,  the  Trade  Executive 
Committee,  and  the  Trade  Information  Committee,  the  Treasury 
Department  actively  participated  in  the  development  of  U.S.  trade 
policy.  A  Treasury  representative  was  also  a  member  of  the  U.S. 
delegation  to  the  24th  session  of  the  Contracting  Parties  to  the  GATT 
and  various  other  GATT  committees  and  working  parties  as  well  as 
the  Second  United  Nations  Conference  on  Trade  and  Development 
(UNCTAD). 
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Administrative  Management 

Management  improvement  program 

The  Department  realized  $28.1  million  and  2,580  man-years  in  sav- 
ings during  fiscal  1968  from  actions  to  improve  management. 

While  not  the  result  of  management  improvements,  additional  bene- 
fits amounting  to  $68.8  million  flowed  from  policy  changes.  The  largest 
portion,  $55.1  million,  resulted  from  a  policy  decision  of  July  14, 1967, 
to  sell  silver  reserves  at  the  market  value  rather  than  at  the  monetary 
value.  Net  receipts  from  the  sale  of  proof  coins  added  $3.3  million  to 
the  general  fund.  An  additional  $10.4  million  is  attributable  to  a  re- 
duction in  borrowing  costs  because  new  requirements  for  the  earlier 
deposit  of  withheld  taxes  resulted  in  earlier  availability  of  these  funds. 

Special  studies  and  projects 

The  individual  bureau  reports  which  appear  later  contain  details 
of  studies  and  projects  carried  on  by  the  bureaus  to  promote  economy 
and  efficiency.  Among  the  studies  completed  at  the  departmental  level 
were  those  of  the  organization  and  management  of  the  Treasury  labora- 
tories and  of  the  Bureau  of  Narcotics  before  its  transfer  to  the  Depart- 
ment of  Justice  on  April  8,  1968.  At  the  request  of  the  Bureau  of  the 
Budget,  the  Treasury  also  participated  in  a  study  to  develop  the  or- 
ganization and  administrative  structure  for  a  new  consolidated  law 
enforcement  training  center  for  all  Federal  agencies  except  the  FBI 
and  Defense  Department.  In  addition,  revisions  were  made  in  the 
custody  and  handling  of  coin  and  currency  in  the  main  Treasury 
building.  The  program  to  improve  services  to  the  individual  citizen 
was  pursued  vigorously,  and  a  checklist  was  developed  to  appraise 
progress  in  the  program. 

Treasury  participation  in  the  foreign  technical  cooperation  pro- 
grams of  the  Agency  for  International  Development  increased  with 
the  introduction  of  a  new  program  of  tax  policy  assistance  for  certain 
Latin  American  countries.  There  was  also  an  increase  in  the  number  of 
participants  from  developing  nations  who  received  instruction  and 
training  in  Treasury  operating  methods. 

Emergency  preparedness 

An  appropriate  degree  of  emergency  preparedness  was  maintained 
during  the  year.  A  selected  group  of  employees  participated  in  tlie 
National  Civil  Defense  Exercise  in  October  1967  at  the  Department's 
relocation  site,  and  emergency  communications  operators  attended 
periodic  training  exercises  there.  Indoctrination  sessions  with  field 
office  representatives  having  emergency  assignments  at  Federal  Re- 
gional Emergency  Operating  Centers  were  held  to  maintain  the  re- 
gional emergency  plan.  Defense  readiness  planning  instructions  were 
brought  up  to  date  for  guidance  of  bureaus  and  offices.  The  Treasury 
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collaborated  with  the  Office  of  Emergency  Planning  on  technical  mat- 
ters concerning  emergency  functions  of  the  Department. 

Planning  and  program  evaluation 

Plamiing  and  program  evaluation  aids  in  improving  the  allocation 
of  the  Department's  resources  by  developing  the  relative  costs  and  bene- 
fits of  alternative  courses  of  action  and  by  providing  staff  leadership, 
coordination,  and  direction  of  the  Department's  planning-programing- 
budget  system. 

During  fiscal  1968  this  staff : 

(1)  Developed  a  pilot  study  for  the  determination  of  an  optimum 
level  of  examination  of  mail  packages  by  the  Customs  Bureau  includ- 
ing the  application  of  sampling  techniques  to  develop  the  basic  data. 
In  addition,  cooi^eration  continued  in  the  development  of  improved 
output  and  related  cost  data  systems  in  the  bureau ; 

(2)  Participated  in  the  current  review  of  the  planning  and  evalua- 
tion techniques  employed  by  Internal  Revenue  Service's  automatic 
data  processing  complex ; 

(3)  Continued  the  preparation  of  the  monthly  coin  sami)le  as  a 
measure  of  the  rate  of  disappearance  of  silver  coin  from  circulation 
and  the  further  transition  to  clad  coin,  and  developed  a  series  of  anah^ - 
ses  in  coin  requirements ; 

(4)  Coordinated  preparation  by  the  Treasury  bureaus  of  the  third 
anniuil  program  and  financial  jjlan,  together  with  supporting  analyti- 
cal material  as  a  basis  of  determinations  on  fiscal  year  1970  program 
levels; 

(5)  Developed  cooperatively  with  Budget  Bureau  staff  the  format 
and  substance  of  a  comjjendium  setting  forth  the  Treasury  program 
in  plamiing-programing-budgeting  terms,  designed  as  a  model  for 
furtlier  compendiums  supplementing  the  President's  budget;  and 

(6)  Providing  an  analytical  basis  for  a  proposed  allocation  of  re- 
sources in  the  U.S.  Savings  Bonds  Division. 

Financial  management' 

Budgeting. — The  working  capital  fund  sought  for  the  Office  of  the 
Secretary  to  finance  common  service  functions  performed  for  other 
Treasury  bureaus  had  received  approval  from  the  House  of  Repre- 
sentatives but  not  the  Senate  at  fiscal  yearend.  Controls  were  exercised 
in  expenditures,  employment,  overseas  travel  and  employment,  and 
size  of  motor  vehicle  fleets.  Information  was  provided  the  Office  of 
Economic  Opportunity  for  use  in  preparing  the  publication  "Sum- 
mary of  Federal  Programs^ — A  Report  of  Federal  Program  Impa<:t 
(m  the  Local  Conununity"  and  that  publication  became  the  principal 
source  document  for  providing  information  on  Federal  expenditures 
by  geographic  or  political  subdivision.  The  supplemental  or  appropri- 
ation rcMjuest  for  the  cost  of  pay  and  postal  rate  increases,  taking  effect 
in  fiscal  year  19f)8,  principally  under  Public  Law  90-206,  was  held  to 
$8.9  million  although  the  costs  totaled  $30.5  million.  Costs  were  ab- 
sorbed to  the  extent  of  71  percent  by  application  of  management  sav- 
ings and  reimbursements  and  use  of  budgetary  reserves  and  transfers 
l)etween  appropriations. 

^  See  detailed  statement  in  the  "Annual  Report  of  the  Secretary  of  the  Treasury  on 
Improvements  in  Financial  Management." 


ADMINISTRATIVE    REPORTS  59 

Automated  'payroll  O'peratioTis.—K.  review  of  all  payroll  operations 
was  completed.  Action  was  initiated  to  convert  the  Secret  Service  pay- 
roll operation  to  the  IRS  computer  system.  Arrangements  were  com- 
pleted for  continuation  of  payroll  services  to  the  Coast  Guard  and  the 
Bureau  of  Narcotics,  which  had  been  transferred  to  other  departments, 
until  such  time  as  they  are  able  to  provide  their  own  services. 

The  payroll  for  the  Comptroller  of  the  Currency  was  authorized  to 
be  placed  on  the  automated  system  of  the  fiscal  service  effective  Janu- 
ary 1969. 

Accounting  systems. — Administrative  accounting  systems  of  the 
Office  of  the  Treasurer  of  the  United  States  and  the  Bureau  of  the 
Public  Debt  were  approved  by  the  Comptroller  General.  Department- 
wide  administrative  accounting  principles  and  standards  applicable 
to  all  Treasury  bureaus  were  drafted  and  were  being  considered  by 
the  General  Accounting  Office  at  the  fiscal  yearend. 

Management  of  automatic  data  processing. — Significant  benefits 
were  obtained  through  the  use  and  management  of  the  Department's 
60  computers,  other  ADP  equipment,  and  the  related  operations  which 
required  over  19,000  man-years  and  $135  million  in  fiscal  year  1968. 
Benefits  to  the  public  include  more  uniform  and  equitable  treatment 
of  taxpayers,  a  speedup  in  the  issuance  of  tax  refund  checks,  improved 
handling  of  current  income  savings  bonds  operations,  and  continued 
improvements  in  issuing  benefits  and  salary  checks.  Benefits  to  Federal 
fiscal  and  tax  administration  include  expansion  of  net  additional  reve- 
nue as  a  result  of  Internal  Revenue's  ADP  masterfile  system.  Operat- 
ing benefits  include  over  $1  million  and  150  man-years  in  recurring 
and  $213,000  and  38  man-years  in  one-time  reductions  in  operating 
costs,  over  $1  million  worth  of  sharing  of  ADP  facilities,  use  of  excess 
as  well  as  new  equipment  and  extensive  participation  in  Government- 
wide  efforts  to  bring  about  standardization  and  compatibility  in  com- 
puter-based data  processing  operations. 

Internal  auditing. — Following  completion  of  initial  reviews  and  ap- 
praisals of  internal  auditing  activities  in  all  Treasury  bureaus  and  of- 
fices, the  departmental  internal  audit  staff  concentrated  on  assisting 
the  bureaus  in  improving  their  internal  auditing  operations.  This  in- 
cluded help  in  developing  improved  audit  policy  statements  and 
manuals  for  the  guidance  of  their  audit  staffs.  In  addition,  the  de- 
partmental staff  audited  Office  of  the  Secretary  administrative  accounts 
and  selected  procedures  and  practices,  and  conducted  a  special  audit 
of  similar  accounts  for  the  Bureau  of  Narcotics  prior  to  its  transfer  to 
the  Department  of  Justice. 
Personnel  management 

In  the  fiscal  year  1968  emphasis  was  again  placed  on  improving  all 
areas  of  personnel  management,  with  continued  particular  attention 
to  special  programs  of  interest  to  the  President. 

The  equal  employment  opportunity  program  forged  ahead  with  the 
placement  of  minority  employees  in  positions  never  before  occupied 
by  this  group.  Bureaus  revised  their  equal  employment  opportunity 
action  plans  to  schedule  positive  action  goals  for  fiscal  1969  andto 
include  the  new  Federal  woman's  program  established  by  Executive 
Order  11375  issued  by  the  President  on  October  13,  1967!  Individual 
conferences  were  held  with  bureau  heads  to  foUowup  on  positive  ac- 
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tion  taken  in  furtherance  of  the  equal  employment  opportunity  ob- 
jectives. 

Despite  drastic  cutbacks  in  tlie  number  of  employees  hired,  the 
Department  manaj^ed  to  hire  80  percent  of  the  number  of  handicapped 
persons  hired  during  fiscal  1967,  which  represented  an  alltime  high 
year  for  the  Department.  Special  emphasis  was  placed  on  training 
and  employment  of  the  blind.  As  a  rasult  of  a  successful  pilot  training 
program  during  the  fiscal  years  19G7  and  1968,  HEW  made  available 
a  grant  of  $100,000  for  training  50  blind  persons  to  be  employed  by 
IRS  during  the  next  3  years. 

The  executive  assignment  system  affecting  supergrade  positions  was 
introduced  into  the  Treasury  Department  tlirough  installation  of 
streamlined  procedures,  detailed  records,  and  other  control  measures 
designed  to  effect  promptly  all  personnel  actions  involving  key  posi- 
tions. Among  measures  adopted  was  establishment  of  an  executive 
assignment  board  and  an  executive  assignment  committee  to  review 
and  approve  recommendations  for  recruitment,  selection,  and  place- 
ment of  top  officials  on  a  systematic  and  objective  basis. 

The  Department  continued  to  participate  in  the  development  of  a 
coordinated  Federal  wage  board  system.  Specific  recommendations 
were  made  to  the  Civil  Service  Commission  for  regulatory  provisions 
in  the  system.  Data  were  furnished  and  obtained  to  facilitate  develop- 
ment of  the  Government-wide  system. 

A  new  nationwide  plan  for  the  inspection  of  Treasury  pereonnel 
operations  was  jointly  formidated  with  the  Civil  Service  Commission. 
Inspection  under  the  plan  is  scheduled  for  fiscal  1969. 

Although  there  are  still  areas  of  incomplete  development  in  the 
organized  relations  between  labor  and  management  in  the  Treasury 
Department,  during  fiscal  1968  there  have  been  substantial  gains  in 
(1)  union  membership,  which  approaches  50  percent  of  the  total  em- 
ployment, (2)  recognitions  granted,  both  exclusive  and  formal,  and 
(3)  negotiated  agreements. 

This  increased  activity  has  created  a  greater  awareness,  among 
supervisory  and  managerial  personnel,  of  the  rights  and  aspirations  of 
organized  employeas,  and  of  the  continuing  need  to  improve  working 
conditions  and  apply  personnel  policies  fairly  and  impartially. 

Estimated  first  year  benefits  from  employee  suggestions  totaled 
$935,112  and  similar  benefits  recognized  by  performance  awards 
brought  the  total  to  $1,652,762. 

Budgetary  restrictions  made  it  unusually  difficult  to  meet  employee 
training  requirements.  Every  effort  was  made  to  provide  immediately 
required  operational  training.  As  a  result,  advanced  professional  and 
technical  training  and  supervisory  and  management  development  and 
other  training  with  longer  range  objectives  was  deferred. 

Administrative  services 

Personal  property. — From  April  1967  through  March  1968,  Treasury 
declared  as  excess  to  its  needs  property  having  an  original  acquisition 
cost  of  about  $3,455,000  and  reassigned  excess  property  valued  at  $782,- 
000  within  the  Department.  Personal  property  transferred  to  other 
Federal  agencies  totaled  about  $1,103,000.  In  turn,  Treasuiy  received 
about  $1,004,000  of  excess  personal  property  from  other  Federal  agen- 
cies without  reimbursement.  Personal  property  valued  at  $3,596,000 
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was  determined  surplus;  $1,294,000  worth  of  personal  property  was 
released  for  donation  through  GSA  and  DHEW  clearances.  Proceeds 
from  sales  of  surplus,  including  scrap,  totaled  $53,000,  for  deposit  to 
the  general  fund  of  the  Treasury. 

Reed  property. — During  the  fiscal  year  1968,  Treasury  activities  in 
29  locations  in  11  cities  were  consolidated  into  single  locations,  with 
attendant  increases  in  productivity  and  economy.  Treasury  activities 
were  relocated  from  leased  to  Government-owned  buildings  in  32  loca- 
tions with  rental  savings.  Forty-eight  offices  occupying  both  Govern- 
ment-owned and  leased  space  were  closed  with  an  annual  rental  savings 
of  approximately  $51,000. 

Library. — A  3-year  program  to  modernize  and  upgrade  the  Depart- 
ment's library  facilities  was  completed. 

Safety. — The  frequency  of  disabling  injuries  dropped  in  calendar 
year  1967  as  well  as  the  number  of  days  lost  and  the  frequency  of 
motor  vehicle  collisions. 

Security  activities 

During  fiscal  year  1968,  physical  security  inspections  were  conducted 
in  the  offices  within  the  Office  of  the  Secretary,  bureau  headquarters 
offices,  and  44  bureau  field  offices. 

In  the  personnel  security  program,  1,280  sensitive  cases,  431  non- 
sensitive  cases,  and  590  reinvestigation  cases  were  processed.  A  survey 
of  all  personnel  holding  "Q"  clearances  was  made  to  determine  if  they 
were  still  needed.  If  not,  they  were  canceled. 

Office  of  the  Comptroller  of  the  Currency 

The  Comptroller  of  the  Currency,  as  the  Administrator  of  the  Na- 
tional Banking  System,  is  charged  with  the  responsibility  of  maintain- 
ing the  public's  confidence  in  the  System  by  sustaining  the  banks' 
solvency  and  liquidity.  An  equally  important  public  objective  is  to 
fashion  the  controls  over  banking  so  that  banks  may  have  the  discre- 
tionary power  to  adapt  their  operations  sensitively  and  efficiently  to  the 
needs  of  a  growing  economy. 

Office  operations 

During  fiscal  1968  emphasis  was  placed  on  improving  the  quality  of 
the  bank  examining  function,  while  exploring  more  efficient  methods 
of  meeting  the  challenges  and  requirements  of  the  growing  National 
Banking  System.  Modernization  of  bank  examining  methods  continues 
as  a  major  theme  in  this  Office.  Twenty-eight  national  bank  examiners 
have  become  experts  in  the  field  of  electronic  data  processing.  This 
training  has  been  a  necessary  and  effective  refinement  of  bank  examin- 
ing procedures  and  has  aided  this  Office  in  its  evaluation  of  the  Na- 
tional Banking  System. 

In  Washington,  a  major  reorganization  within  the  Administrative 
Department  established  the  proper  allocation  of  major  administrative 
responsibilities  in  the  Office,  including  the  creation  of  a  Fiscal  jNIanage- 
ment  Division  and  a  Management  Services  Division,  the  latter  com- 
prised of  experienced  management  analysts  and  computer  technicians. 
This  improvement  in  administration  is  another  facet  of  the  continued 
program  of  modernization  throughout  the  organization. 
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The  pro^rram  of  active  cooperation  with  other  Federal  bank  reo:nhi- 
toiy  agencies  continues,  creating  more  efficient  and  meaningful  meth- 
ods of  gathering  significant  information.  The  present  trend  of  active 
participation  by  joint  committee  members  to  furtlier  streamline  ad- 
ministration of  the  banking  system  is  expected  to  continue. 

Personnel 

Personnel  administration  played  a  vital  part  in  the  Office's  progress. 
To  alleviate  the  critical  shortage  of  qualified  personnel,  a  select  group 
of  regional  recruitment  coordinators  was  established  in  each  of  the 
14  national  bank  regions.  The  recruiters  were  given  training,  instruc- 
tion, guidance,  and  responsibility  for  recruitment  on  college  and 
university  campuses  throughout  the  multistate  area  covered  by  their 
region.  During  fiscal  1968  tliere  was  a  marked  increase  in  the  activities 
of  these  recruiters  throughout  the  country,  which  resulted^  in  a  net 
gain  of  84  new  assistant  national  bank  examiners  and  assistants  in 
trust.  In  the  fall  of  1967  the  second  annual  recruiters'  conference^ con- 
vened in  Washington  to  provide  a  forum  for  an  exchange  of  experience 
and  methods  used  in  the  various  regions  throughout  the  country. 

The  incentive  awards  program  was  given  special  emphasis  in  fiscal 
1968.  Employee  response  has  resulted  in  further  modifications  of  pro- 
cedures and  methods.  In  addition,  all  phases  of  the  Office  training 
program  received  new  attention.  Various  schools  and  seminars  were 
conducted  for  all  levels  of  employees.  During  the  fiscal  year,  a  study 
was  initiated  for  the  purpose  of  evaluating  instructional  techniques 
used  in  the  training  of  assistant  national  bank  examiners  which  is  ex- 
pected to  result  in  a  more  effective  training  program. 

Fiscal  management 

A  sound  fiscal  management  program  was  implemented  and  strength- 
ened during  fiscal  1968.  Tighter  expenditure  control,  an  improved 
and  expanded  accounting  system,  a  timelier  investment  program  in 
Government  securities,  and  a  more  responsive  fiscal  information  sys- 
tem have  been  instituted,  along  with  studies  for  improving  other  sup- 
port operations  in  this  important  area  of  the  organization. 

Information  services  program 

The  purpose  of  this  program  is  to  make  the  policies  and  procedures 
of  the  Office  of  the  Comptroller  of  the  Currency  better  known  and  to 
facilitate  communications  among  the  Office,  the  banking  industry,  and 
the  general  public. 

Four  basic  manuals  are  available  to  employees,  banks,  and  other 
interested  parties:  "Comptroller's  Manual  for  National  Banks," 
"Comptrollers  Manual  for  Representatives  in  Trusts,"  "Comptroller's 
Policy  Guidelines  for  National  Bank  Directors,"  and  "Instructions, 
Procedures,  Forms  for  National  Bank  Examiners."  A  new  publication 
has  been  issued  to  the  National  Banking  System.  This  "Directory" 
contains  the  address  and  telephone  number  of  every  decisionmaking 
official  in  the  Office  together  with  his  picture  and  a  biographical  sketch. 
Tlie  "Annual  Report  of  the  Comptroller  of  the  Currency"  is  available 
to  interested  parties  and  contains  a  general  statement  of  policy,  descrip- 
tions of  the  state  of  the  National  Banking  System,  of  Office  operations, 
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and  reprints  of  selected  Office  documents  relating  to  crucial  public 
issues  in  banking. 

Status  of  national  banks 

While  the  number  of  national  banks  decreased  from  4,780  to  4,743 
during  fiscal  1968,  the  number  of  national  bank  branches  rose  from 
9,710  to  10,240,  a  5.4  percent  increase.  These  branches  were  operated 
by  1,502  of  the  4,743  national  banks,  for  a  total  of  14,983  national  bank 
offices.  During  the  12  months  preceding  June  30,  1968,  a  total  of  18 
(.charters  were  issued  for  newly  organized  national  banks.  Approval 


Number  of  national  banks  and  banking  offices,  by  Stales,  June  30,  1968 


National  banks 


Total 


Unit 


With 
branches 


Number 

of 
branches 


Number 

of 

offices 


United  States 4,743  3,241  1,502  10,240  14,983 
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Delaware 

District  of  Columbia 
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Virgin  Islands 

District  of  Columbia— all '. 

•  Includes  national  and  nonnational  banks  in  the  District  of  Columbia,  all  of  which  are  supervised  by  the 
Comptroller  of  the  Currency. 
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Avas  granted  by  1  he  Comptroller  for  tlic  conversion  of  eig-bf  State  banks 
to  national  banks. 

Total  assets  of  national  banks  readied  $iJ()5.5  billion  on  Jnne  2U,  19G8, 
an  increase  of  $2o.5  billion,  or  D.T  percent,  during  the  previous  12 
months.  Total  loans  were  $l4o.7  billion,  compared  to  $130.1  billion  12 
months  before.  Reversing  a  persistent  trend  at  least  temporarily,  time 
and  savings  deposits  of  national  banks  did  not  grow  as  fast  as  clemand 
deposits  during  fiscal  19C8:  the  respective  increases  were  8.0  percent, 
to  $111.7  billion  compared  with  9.0  percent,  to  $117.3  billion.  Net 
current  operating  earnings  in  calendar  19G7  were  up  5.0  percent  over 
the  19G6  figures,  while  net  income  after  taxes  rose  11.1  percent,  reach- 
ing $1.8  billion. 

Assets,  Uabilities,  and  capital  of  national  banks,  selected  dates 
[111  millions  of  dollars] 

June  30,  1967      Dec.  31,  1967      June  29, 1968 
(4,780  banks)      (4,758  banks)      (4,742  banks) 

Assets 
Cash,  balances  with  other  banks,  and  cash  items  in  process 
of  collection 

U.S.  Government  securities 

Obligations  of  States  and  political  subdivisions 

other  securities 

Total  securities _ 

Federal  funds  sold  and  securities  purchased  under  agi'ee- 

ments  to  resell 

Direct  lease  financing 

Loans  and  discounts _. 

Fixed  assets 

Customers'  liability  on  acceptances  outstanding.. 

other  assets 


39,462 

46,634 

44,787 

29, 544 

27, 660 

5, 409 

34,308 

29, 002 

6,346 

31,627 

30, 630 

6,285 

62,  613 

69, 656 

68,542 

2,643 

2,562 

3,113 

360 

412 

460 

130, 082 

136, 753 

140, 690 

3,644 

3,876 

3, 893 

1,181 

1,182 

1,250 

2,054 

2,300 

2,762 

Total  assets... 242,039  263,375  265,497 


Liabilities 

Demand  deposits  of  individuals,  partnerships,  and  corpora- 
tions  80,208  92,686  87,595 

Time  and  savings  deposits  of  individuals,  partnerships, 
and  corporations 90,488  95,104  98,695 

Deposits  of  U.S.  Government.. 3,367  3,297  3,010 

Deposits  of  States  and  political  subdivisions 18,466  18,511  19,377 

Deposits  of  foreign  governments  and  offlcial  institutions, 
central  banks,  and  international  institutions 3,344  3,483  2,994 

Deposits  of  commercial  banks 11,470  13,963  12,441 

Certified  and  officers' checks,  etc 3,755  4,330  4,916 

Total  deposits 

Demand  deposits 

Time  and  savings  deposits 

Federal  funds  pmchased  and  securities  sold  under  agree- 
ments to  repurchase.. 

Liabilities  for  borrowed  money 

Acceptances  executed  by  or  for  account  of  reporting  banks 
and  outstanding.. 

Other  liabilities 

Total  liabilities 

Capital  Accounts 

Capital  notes  and  debentures 

Preferred  stock... 

Common  stock 

Surplus 

Undivided  profits 

Keserves 

Total  capital  accounts 

Totalliabilities  and  capital  accounts 242,039  263,375  265,497 
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222, 941 
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244,994 

1,227 
30 
5, 252 
8, 465 
3, 539 
585 

1,235 
55 
5,312 
8, 832 
3,549 
747 

1,390 
69 
5,505 
9,000 
3,840 
709 

19, 098 

19, 730 

20, 503 
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Resume 

The  change  and  growth  of  the  Office  of  the  Comptroller  of  the  Cur- 
rency continues  its  direct  relationship  to  the  growth  and  vitality  of  the 
JS'ational  Banking  System.  Internal  operations  and  administration  are 
undergoing  continual  refinement  and  improvement  to  l)etter  serve  the 
public  and  the  banking  industry. 

Bureau  of  Customs 

The  Bureau  of  Customs  is  responsible  for  the  assessment  and  collec- 
tion of  import  duties  and  taxes  and  the  control  of  carriers,  persons,  and 
articles  entering  or  departing  the  United  States ;  for  administering  the 
tariff  and  related  laws  affecting  international  trade  and  traffic;  for 
detecting  and  preventing  smuggling  and  frauds  on  the  revenue;  and 
for  regulating  vessels  in  the  coastwise  and  fishing  trades.  The  Customs 
Service  conducts  a  continuing  program  of  informing  the  public  and 
encouraging  voluntary  compliance  by  the  international  trading  com- 
munity with  the  laws,  regulations,  and  controls  established  by  Customs 
and  numerous  other  Federal  agencies. 

Cost  reduction/management  improvement  program 

During  fiscal  year  1968  this  program  resulted  in  the  greatest  annual 
savings  in  the  Bureau's  history,  benefits  exceeding  $6,873,000.  Of  this 
amount,  approximately  $500,000  represented  "cost  reduction"  and 
$6,400,000  "cost  avoidance." 

A  large  part  of  the  savings  were  utilized  in  the  Customs  Service  to 
cope  with  the  constantly  increasing  workload  without  adding  to  staff 
or  to  expenditures. 

Bureau  operations 

Collections. — Revenue  collected  by  Customs  during  fiscal  1968 
reached  an  alltime  high  of  $2.9  billion — an  8.4-percent  rise  over  1967. 
This  included  customs  duty  collections,  excise  taxes  on  imported  mer- 
chandise collected  for  the  Internal  Revenue  Service,  and  certain  mis- 
cellaneous collections.  Collections  and  payments  by  customs  regions 
and  districts  are  contained  in  the  Statistical  Appendix.  The  major 
classes  of  all  collections  made  by  the  Customs  Bureau  are  also  shown  in 
that  volume.  The  cost  of  collecting  each  $100  was  $3.09  compared  with 
$3.27  in  fiscal  1967. 

Carriers  and  persons  entering. — Nearly  214  million  persons  were 
subject  to  customs  inspection  during  fiscal  1968,  a  5.8-percent  increase 
in  persons  arriving  and  a  5.9-percent  increase  in  carriers  over  fiscal 
1967.  (See  the  Statistical  Appendix.) 

Entries  of  merchandise. — Both  the  volume  and  value  of  imports 
continued  to  climb,  with  the  value  reaching  $29.5  billion  in  fiscal  1968 
compared  with  $26.4  billion  last  year — an  increase  of  11.7  percent.  The 
volume  and  type  of  entries  handled  during  the  last  2  fiscal  years  are 
shown  in  the  Statistical  Appendix. 

A  total  of  38.3  percent  of  all  imports  entering  {\\^  Y}^^^^.^  States 
during  the  year  were  duty  free  and  included  connnodities  imported 
free  for  Government  stockpile  purposes  or  authorized  for  free  entry 
by  special  acts  of  Congress.  The  remaining  61.7  percent  were  sub- 
ject to  duty. 
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[Automatic  data  jfrocessing. — During  the  year  the  process  of  phas- 
mg-in  the  revenue  and  appropriation  accounting  system  Avas  sub- 
stantially advanced.  The  first  6  months  were  occuj)ied  with  extensive 
reprograming  that  was  required  to  make  the  system  operational.  To- 
ward the  end  of  the  6-month  period,  the  system  became  totally  opera- 
tional in  three  regions  with  the  discontinuance  of  manual  accounting. 
Two  more  regions  had  been  added  to  the  system  by  the  fiscal  yearend. 

The  Bureau  continued  the  system  design  of  a  computerized  report 
of  importer's  bond  coverage,  in-bond  shipment  control  system,  and 
produced  reports  of  user  charges  for  management  use. 

In  addition,  a  request  for  proposals  was  developed  to  conduct  a  fea- 
sibility study  for  the  automation  of  formal  entry  processing  and  mer- 
chandise control.  The  Bureau  is  also  engaged  in  an  experimental  study 
with  Pan  American  and  Emery  Air  Freight  to  automate  the  clearance 
of  manifests  on  certain  cargo  flights  at  the  John  F.  Kennedy  Interna- 
tional Airport  in  New  York. 

During  fiscal  1968,  30  key  managers  attended  a  1-week  ADP  con- 
cepts course.  A  training  plan  for  management  analysts,  operations  offi- 
cers, and  other  technicians  in  the  fundamentals  of  ADP  systems  design 
and  anah'Sis  was  developed. 

In  order  to  provide  greater  overall  direction  to  the  Bureau's  ADP 
program,  a  planning  committee  was  established  with  the  mission  of 
developing  a  long-range  program  for  automating  customs  activities. 
The  committee  is  composed  of  key  Bureau  and  field  officials. 

Audits. — During  fiscal  1968,  319  offices  were  examined  and  103  in- 
ternal audit  reports  were  made.  A  total  of  306  commercial  audits  of 
brokers  and  39  cost  systems  audits  (wool)  were  made;  46,904  licfuida- 
tions  were  verified  taking  3,547  corrective  actions  and  an  audit  sur- 
vey of  the  ADP  system  was  completed,  including  its  services  to  the 
accounting  functions  of  the  customs  regions.  A  report  was  made  wdiich 
pointed  up  the  need  for  data  control,  management  control,  and  more 
effective  services  to  regional  customs  accountants. 

Security. — The  fruits  of  continued  efforts  to  improve  the  overall 
Bureau  security  program  became  more  apparent  during  the  year.  In- 
spections of  Bureau  headquarters  and  many  field  offices  by  Department 
of  the  Treasury  officials  failed  to  disclose  any  major  deficiencies. 
Customs  was  commended  on  several  occasions  for  improving  its  se- 
curity measures. 

A  new  category  of  investigation,  initiated  in  fiscal  1967,  has  now 
been  evaluated.  Its  purpose  was  to  explore  and  make  preliminary 
checks  of  information  or  allegations  to  insure  that  personnel  conduct 
investigations  were  not  opened  unless  warranted.  The  category  further 
served  as  a  factfinding  means  to  inquire  into  broad,  overall  conditions 
pertaining  to  general  conduct,  irregularities,  and  procedural  matters 
affecting  public  confidence.  It  has  proved  beneficial  both  to  customs 
employees  and  management  by  giving  added  protection  to  the  rights 
of  employees  as  well  as  eliminating  unnecessary  work  caused  by  the 
formal  processing  of  conduct  investigations. 

Publication  of  the  Bureau  of  Customs  "Security  ]Nranual"  was  a 
major  accomplishment  during  the  year. 

Equal  eiwploynwnt  offortuniiy. — During  fiscal  1968  the  Bureau 
of  Customs  introduced  a  new  self-evaluation  and  reporting  system 
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that  provides  a  uniform  comniiinieation  channel  between  the  Bureau 
and  field  offices  for  the  transmission  of  program  information.  The  plan 
for  the  field  and  Bureau  headquarters  was  updated  to  meet  local  needs 
and  resources  and  to  encompass  the  Federal  women's  program.  The 
number  of  minority  group  and  female  employees  holding  responsible 
positions  grew  steadily. 

Foreign  Customs  Assistance. — The  largest  overseas  concentration 
of  Customs  advisors  continues  to  be  in  Vietnam.  U.S.  Customs  had  con- 
tracted to  supply  26  men,  but  the  number  had  been  reduced  to  16  by 
the  end  of  fiscal  1968  (because  of  AID  budget  restrictions) .  Their  mis- 
sion was  the  institutional  development  of  Vietnamese  Customs  Serv- 
ice ;  the  monitoring  of  the  commercial  import  program ;  and  supervi- 
sion of  the  Societe  de  Surveillance,  an  organization  under  contract  to 
the  U.S.  Government  performing  commodity  inspections  of  bulk 
merchandise. 

At  the  end  of  fiscal  1968  five  teams  were  operating  in  Latin  Amer- 
ica and  one  man  was  in  Liberia.  One  man  was  assigned  to  Afghanistan 
and  one  to  the  Philippines. 

During  fiscal  1968,  32  coimtries  sent  171  Customs  officei-s  to  the 
United  States  for  training.  This  training  in  customs  techniques  is 
designed  to  enable  these  officers  to  develop  more  efficient  customs  serv- 
ice in  their  home  countries,  eventually  enhancing  the  economic  inde- 
pendence and  viability  of  these  countries. 

Planning  and  research. — The  installation  of  a  comprehensive  man- 
agement information  system  was  begun  in  fiscal  1968.  Random  time 
sampling  of  customs  activities  was  installed  in  the  New  York  and 
Miami  regions. 

Liitial  study  of  the  possibility  of  increasing  importers'  voluntary 
compliance  in  payment  of  customs  duties  was  completed  in  fiscal  1968 
and  some  beneficial  results  w^ere  obtained.  Studies  also  were  initiated 
to  help  determine  an  optimal  rate  of  mail  examination  to  insure  ade- 
quate enforcement  and  maximum  revenue. 

Methods  for  developing  accurate  econometric  forecasts  of  imports, 
by  quantity  and  value,  were  explored  to  aid  management  in  making 
planning  decisions.  A  model  for  1-year  forecasts  of  imports  and  cus- 
toms collections  was  developed.  Work  on  this  w^as  closely  coordinated 
with  the  Council  of  Economic  Advisers,  the  Office  of  Business  Eco- 
nomics, other  parts  of  Treasury,  and  other  interested  agencies. 

Facilities  management. — In  collaboration  with  the  Immigration 
and  Naturalization  Service,  four  employee  residences  were  completed 
in  North  Dakota.  One  border  station  in  New  York,  two  residences  in 
Maine,  and  three  residences  in  Montana  were  under  construction  or 
nearing  completion  by  the  end  of  fiscal  1968. 

A  concept  study  for  a  new  border  station  at  Champlain,  N.Y.,  w^as 
reviewed  and  approved. 

Plans  for  major  improvements  to  customs  facilities  prepared  by 
GSA  were  reviewed  for  the  Alaska  Highway  Station ;  Calexico,  Calif. ; 
San  Ysidro,  Calif.;  Douglas,  Ariz.;  and  Massena,  N.Y.  Space  require- 
ments for  future  major  facilities  w^ere  forwarded  to  GSA  for  Blaine, 
Wash. ;  Laredo,  Tex. ;  B.  &  M.  Bridge,  Brownsville,  Tex. ;  Wellesley 
Island,  N.Y.;  and  Detroit-Canada  Tunnel,  Detroit,  Mich. 
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Personnel. — Employee  organizations  have  increased  their  competi- 
tion with  each  other  to  organize  and  to  secure  exchisive  recognition 
for  customs  emplo3'ees.  Exchisive  recognition  was  granted  in  five  cus- 
toms regions  during  the  year.  Petitions  for  exchisive  recognition  in 
other  regions  and  districts  have  resulted  in  four  requests  for  formal 
arbitration. 

Incentive  awards. — A  total  of  1,824  suggestions  were  received  in 
19G8,  of  which  457  were  adopted.  The  tangible  savings  for  1968  totaled 
$147,198,  and  $17,350  was  paid  in  awards. 

There  were  141  Superior  Work  Performance  Awards  and  119  Spe- 
cial Act  or  Service  Awards  during  the  year. 

Training. — Customs  training  during  fiscal  1968  was  directed  to- 
ward program  improvement  and  development.  Of  major  significance 
was  the  development  of  an  "executive  development  program"  geared 
to  the  needs  of  each  customs  executive.  The  Bureau's  12-week  course 
for  import  specialists  was  reduced  to  8  weeks  without  loss  of  effective- 
ness. It  is  estimated  that  savings  of  $7,200  per  course  will  accrue  from 
this  change. 

The  Kemiedy  Round  required  so  many  changes  that  a  major  revi- 
sion had  to  be  made  to  the  Inspectors  Rate  Book,  which  is  also  used  as 
a  teaching  tool  in  the  Bureau's  basic  inspector  training  course.  All  of 
the  rate  changes  which  are  expected  to  occur  during  the  next  4  years 
are  contained  in  the  one  book,  thus  eliminating  the  necessity  for  an- 
nual revision. 

The  New  York  Region  II,  as  a  part  of  its  orientation  program,  pre- 
pared letters  of  welcome  for  new  employees  as  well  as  an  attractive 
orientation  kit.  A  reference  library  of  school  catalogs  and  correspond- 
ence courses  has  been  established  with  bulletins  issued  advising  em- 
ployees that  this  material  is  available.  Employee  development  special- 
ists have  counseled  interested  employees. 

San  Francisco  Region  established  a  lending  library  of  some  70  books 
on  management,  training,  personnel,  psychology,  and  accounting  which 
are  available  to  the  many  customs  employees  located  at  border  ports. 

The  Los  Angeles  Region  has  been  operating  1-day  workshops  for 
supervisors  to  aid  them  in  personnel  management.  Twelve  training 
courses  were  also  conducted  with  over  750  employees  attending.  In  the 
Boston  Region  a  total  of  5,546  man-hours  were  devoted  to  training. 

Marine. — Because  of  the  transfer  of  certain  functions  from  Customs 
to  Coast  Guard,  some  statutes  are  to  be  administered  by  it  and  some  by 
Customs.  A  proposal  has  been  prepared  outlining  each  agency's 
responsibility. 

Antidurnping  and  countervailing  duties. — The  antidumping  regu- 
lations were  rewritten  and  consolidated  into  a  single  part  of  the  Cus- 
toms regulations.  The  change  was  made  contemporaneously  with 
amendments  to  accommodate  to  the  accelerated  procedui'es  of  the  In- 
ternational Anti-Dumping  Code  wliich  was  adopted  by  the  United 
States  on  June  30,  1967,  and  which  entered  into  force  July  1,  1968. 

An  amendment  to  the  Customs  regulations  (19  CFR  16.24)  provides 
for  the  issuance  of  a  notice  that  a  countervailing  duty  procedure  is 
being  initiated  to  determine  whether  a  bounty  or  grant  is  being  paid  or 
bestowed  within  the  meaning  of  19  U.S.C.  1303. 
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Thirteen  dumping  complaints  were  received  this  fiscal  year  and  11 
cases  closed.  Nineteen  cases  remained  on  hand  at  the  yearend.  Five 
cases  were  referred  to  the  Tariff  Commission  and  determinations  as  to 
injury  were  pending  at  the  end  of  the  year.  One  finding  of  dumping 
was  issued. 

Three  comitervailing  duty  orders  were  issued  during  this  fiscal  year. 
They  were  on  canned  tomato  paste  from  France ;  canned  tomatoes  and 
canned  tomato  concentrates  from  Italy;  and  welded  steel  wire  mesh 
from  Italy. 

Tariff  classiflcatioii. — Over  8,400  written  replies  to  inquiries  on  tariff 
classification  were  made.  Of  these,  435  were  of  sufficient  importance 
to  be  published  as  summaries  of  Bureau  rulings  in  the  "Customs  Bulle- 
tin." Applications  for  free  entry  of  696  scientific  instruments  and 
apparatus  were  processed. 

Regulations. — During  fiscal  1968  major  progress  was  made  in  pre- 
paring the  revised  Customs  regulations  necessary  to  accurately  re- 
flect the  changes  brought  about  by  the  President's  Keorganization 
Plan  No.  1  of  1965. 

Drawhack. — The  total  drawback  allowance  paid  during  fiscal  1968 
amounted  to  $48,634,837,  as  reflected  in  the  Statistical  Appendix. 
Drawback  allowance  on  the  exportation  of  merchandise  manufactured 
from  imported  materials  amomits  to  99  percent  of  the  customs  duties 
paid  at  the  time  the  goods  are  entered. 

Among  the  more  significant  actions  in  the  drawback  field  was  a 
decision  by  the  Bureau  that  the  launching  of  a  communications  satel- 
lite into  orbit  in  outer  space  constitutes  an  exportation  entitling  draw- 
back payment  on  the  satellite.  Thus  drawback,  which  reportedly  had 
its  origin  in  the  reign  of  Louis  XIV  of  France  (1661-1715)  may  be 
said  to  have  entered  the  space  age. 

A  customs  committee  has  been  working  on  plans  to  accelerate  pay- 
ment of  drawback  claims.  A  notice  was  published  in  the  "Federal 
Register"  proposing  to  amend  the  drawback  regulations  to  permit  the 
payment  of  drawback  claimed  on  the  basis  of  estimated  duties  and  to 
eliminate  the  certificate  of  importation  from  the  drawback  program. 

Protests. — Protests  filed  by  importers  against  the  rate  and  amount  of 
duty  assessed  and  appeals  for  reappraisement  filed  by  importers  w^ho 
did  not  agree  with  the  customs  officers  on  the  value  of  merchandise 
are  shown  in  the  following  table. 


Protests  and  appeals 


1967 


1968 


Percentage 
increase,  or 
decrease  (— ) 


Filed  with  district  directors  by  importers  (formal) 68,260  86,419  26.6 

Filed  with  district  directors  by  importers  (informal).. _..         78,189         110,913  41.9 

Appeals  for  reappraisement  filed  with  district  directors 23,907  21,010  —12.1 


Penalties. — Decisions  were  made  on  938  penalty  cases  in  1968.  A 
total  of  $102,639  was  paid  to  57  informers  for  a  recovery  of  $542,819.08 
to  the  Government.  The  amount  of  penalties  assessed  totaled  nearly 
L5  million. 


318-223—69- 
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Penally  cases,  fiscal  year  1968 


Type  of  case 

Full  statutory 
Number          liability  of 
violators 

749 

$64,  742, 841 

189 

3,  727,  570 

Total                           - - - 

938 

68, 470, 411 

Net  liability  imposed  by  penalty  decisions, 

1967  and  1968 

Type  of  case 

1967 

1968 

Penalty  and  forfeiture  cases - 

$3,800,798 

201,349 

$3, 110, 828 
149,  249 

Total         

4,002,147 

3,260,077 

Restricted  TnercJiandise. — About  2,150  cases  pertaining  to  a  variety 
of  import  restrictions,  prohibitions,  or  controls  ^Yere  received  and 
handled.  These  included  country  of  origin  markings  and  labeling; 
use  of  foreign  convict  labor;  trademarks,  copyrights  and  patents; 
obscenity  matters,  contraceptive  devices,  and  lottery  and  seditious 
materials ;  birds  and  plumage  or  eggs,  and  wild  animals ;  switchblade 
knives ;  Federal  and  State  liquor  laws ;  and  technical  matters  arising 
mider  the  International  Coffee  Agreement. 

A  total  of  150  trademarks,  trade  names  (renewals  and  assignments) 
and  44  copyrights  were  recorded.  Fifteen  })atent  import  surveys  were 
initiated  or  renewed. 

In  litigation  the  U.S.  Supreme  Court  in  effect  sustained  the  judicial 
decision  in  lower  courts  which  held  inadmissible  imported  knives 
which  by  manipulation  can  be  made  to  open  automatically  through 
insignificant  alterations,  as  the  evidence  demonstrated  that  a  primary 
purpose  was  for  use  as  a  weapon. 

Entrance  and  clearance  of  vessels,. — The  foUowmg  table  compares 
entrances  and  clearances  of  vessels  for  fiscal  years  1967  and  1968. 


Vessel  movements 


1967 

1968 

Percentage 
decrease  (— ) 

51, 189 

50,412 
41,121 

-1.5 

42,880 

-4.1 

94, 069 

91,533 

-2.7 

49, 737 
43,476 

40, 190 
40, 402 

-1.1 
-7.1 

Entrances: 

Direct  from  foreign  ports 
Via  other  domestic  ports 

Total... 

Clearances; 

Direct  to  foreign  ports.. 
Via  other  domestic  ports 

Total. 


93, 213 


89, 601 


-3.9 


ManagcTnent  analysis. — A  complete  analysis  was  made  of  the  report- 
ing practices  of  the  Bureau  of  Customs.  Determinations  were  made 
as  to  origin  and  destination  of  the  reports,  content,  authority,  et  cetera. 
It  was  found  there  were  557  reporting  forms,  leading  to  309,357  report 
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preparations.   Nineteen   reports  had   been  eliminated  by   the  fiscal 
yearend. 

Emergency  Planning  Manual,  Part  I,  Avas  completely  revised  and 
issued  to  employees. 

Management  analysis  program  guidelines  were  prepared  and  issued 
to  the  field. 

Three  regional  surveys  were  made. 

Container/ zation. — Public  Law  89-194,  approved  September  21, 
19G5,  permitted  vessels  of  countries  which  granted  reciprocal  privileges 
to  vessels  of  the  United  States  to  transport  empty  cargo  vans  and  ship- 
ping tanlis  between  U.S.  ports,  under  certain  circumstances.  During 
the  year,  the  Customs  Regulations  were  amended  to  provide  that  ves- 
sels of  Ireland,  Polish  People's  Republic,  and  France  may  transport 
such  cargo  vans  and  tanks  between  U.S.  ports. 

General  guidelines  were  issued  covering  the  entry,  clearance  and 
coastwise  laws  for  Lash-type  vessel  operations.  These  vessels  would 
carry  smaller  barges  in  foreign  trade  loaded  with  cargo  to  be  delivered 
from  or  to  the  Lash  vessels. 

In  connection  with  the  entry,  movement,  and  use  of  containers  in  the 
United  States  as  instruments  of  international  traffic,  guidelines  were 
established  to  assure  compliance  with  the  applicable  laAvs  and  regula- 
tions. The  extent  to  which  containers  in  international  traffic  might  be 
controlled  and  used  in  the  LTnited  States  under  applicable  law  was 
also  studied  in  connection  with  programs  of  international  organiza- 
tions to  facilitate  the  use  of  containers  in  all  countries. 

In  the  New  York  Region  not  only  has  the  volume  of  cargo  moving 
in  containers  increased  and  become  a  significant  aspect  of  their  opera- 
tions, but  during  1968  over  40  new  vessels  or  newly  redesigned  vessels 
for  transportation  of  containerized  cargo  arrived  at  the  port  of  New 
York,  including  Newark,  N.J.  In  the  Los  Angeles  district  there  was  a 
oO-percent  increase  in  containerized  cargo.  An  entirely  new  and  mod- 
ern container  terminal  has  been  built  and  another  modernized  at  the 
port  of  Norfolk,  Va.  The  port  of  Baltimore  has  three  bonded  container 
stations  in  operation.  A  new  terminal  has  been  put  into  operation  at 
Philadelphia.  Two  inspectors  have  been  assigned  exclusively  to  con- 
tainer stations  in  San  Francisco  and  additional  assignments  were 
planned  for  early  in  fiscal  19G9,  when  major  container  facilities  be- 
come operational.  A  regional  container  committee  is  represented  at 
industry  meetings. 

The  Bureau  of  Customs  has  undertaken  various  programs  aimed  at 
coordination  of  customs  responsibilities  with  the  goal  of  containeri- 
zation.  The  movement  of  containers  has  been  the  subject  of  continuing 
conferences  between  the  U.S.  Customs  Service  and  the  Customs  serv- 
ices of  other  countries.  A  continuing  study  is  underway  in  anticipation 
of  changes  in  present  procedures  to  meet  the  impact  of  containerization. 
Ajypraisement  and  collections. — The  entry  form  wdiich,  among  other 
important  benefits,  will  consolidate  21  existing  forms,  has  been  sent 
to  the  field  for  evaluation  and  study.  The  monthly  entry  form  is  also 
under  study. 

Mail  operations. — The  completion  of  the  initial  phase  of  the  con- 
solidation last  year  has  led  to  the  planning  for  improving  existing 
mail  facilities  in  order  to  more  efficiently  meet  the  goals  of  mail  proc*^ 
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essing  at  the  port  of  first  arrival.  Plans  underway  jointly  with  the 
Post  Office  Department  are  well  established  for  new  facilities  at  var- 
ious sites  throughout  the  country.  Preliminary  planning  has  been 
undertaken  at  Atlanta  and  Dallas.  Initial  planning  has  also  been  ac- 
complished for  new  airport  mail  facilities  at  Dallas  and  the  Seattle- 
Tacoma  Airport. 

Construction  was  well  underway  at  the  end  of  fiscal  19G8  for  two 
new  major  mail  processing  facilities,  the  new  Morgan  Annex  located 
in  midtown  Manhattan  and  the  other  at  Kennedy  Airport.  Both  units 
will  utilize  the  most  sophisticated  mechanized  mail  handling  and  sorta- 
tion  equipment.  A  new  surface  mail  facility  at  Oakland  was  under 
construction  at  the  fiscal  yearend  and  the  new^  airport  facility  at  Los 
Angeles  was  to  open  shortly. 

A  mechanized  parcel  handling  system  was  installed  at  Washington, 
D.C.,  and  the  updating  of  the  mechanized  system  at  Chicago  is  in 
process. 

During  fiscal  1968,  the  number  of  foreign  mail  parcels  rose  1.9  per- 
cent from  55,052,498  to  56,126,729.  The  addition  of  72  positions  in  the 
mail  divisions  during  the  year  helped  to  raise  the  number  of  mail  en- 
tries written  from  1,549,231  to  1,855,550,  or  19.7  percent. 

Com/modity  specialization. — One  of  the  most  significant  features  of 
the  1965  reorganization  was  the  introduction  of  commodity  speciali- 
zation which  unified  the  chain  of  command  for  the  clearance  and  as- 
sessment of  duties  on  imported  merchandise.  During  fiscal  1968  an 
ajjpraisenient  task  foi'ce  produced  "P'undamentals  of  Duty  Assess- 
ment," an  excellent  manual  of  instruction  for  import  specialists.  Based 
on  this  new  text,  a  full-time  8-week  program  of  instruction  has  been 
completed. 

The  Bureau  participates  in  international  and  interagency  affairs 
as  the  Government's  representative  in  the  cotton  textile  arrangement. 
It  collects  infonnation,  meets  with  other  agencies,  supplies  written 
I'ulings,  establishes  and  coordinates  import  controls,  takes  steps  to 
prevent  transshipment  of  restrained  textiles,  and  has  established  a 
special  procedure  to  identify  differences  of  o])inion  regarding  the  class- 
ification of  cotton  textile  imports  from  Plong  Kong. 

With  respect  to  impoi+ed  motor  veliicles,  the  Bureau  is  responsible 
for  the  administration  of  the  INfotor  Vehicle  Air  Pollution  Control  Act 
and  the  National  Ti-affic  and  Motor  Vehicle  Safety  Act.  Regulations 
were  coordinated  with  the  Department  of  Health,  Education,  and 
Welfare,  the  Depaitment  of  Transportation,  and  other  offices  of  the 
Department  of  the  Treasury  prior  to  the  issuance  of  instructions  to 
the  field  of  new  standards  governing  such  vehicles. 

The  Canadian  QueiT  Program  is  designed  to  assist  Canadian  finns 
to  arrive  at  a  better  understanding  of  IT.S.  Customs  laAvs.  During  1968, 
a  total  of  36  inquiries  were  ]n'ocessed. 

The  continuing  embargo  on  all  goods  of  Cuban  origin  was  the  basis 
for  special  ])roc('dures  regarding  tobacco  and  tobacco  jjroducts.  A 
total  of  23,831  special  sam])lings  of  t^obacco  and  1,069  of  cigars  sus- 
pected of  being  made  in  Cuba  were  handled  in  1968. 

Quotas. — During  the  year  110  absolute  and  tariff-rate  quotas  were 
administered,  under  specific  Presidential  proclamation  and  legisla- 
tion. Two  quotas  were  imposed  under  the  International  Coffee  Agree- 
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ment  Act  of  1965  j  Hve  iiiider  tlie  Philippine  Trade  Agreement  Act 
of  1955,  and  158  involving  16  foreign  countries  imposed  under  the 
Long-Tenn  Cotton  Textile  Arrangement.  Presidential  Proclamation 
3856,  dated  June  10,  1968,  resulted  in  the  establislmient  of  10  absolute 
quotas  on  milk  and  cream,  condensed  or  evaporated,  administered  on 
a  country  allocation  system. 

Fibers  administration. — In  striving  for  uniformity  in  identification, 
grade,  and  conditions  of  avooI  imports,  9,076  reports  were  analyzed 
during  the  year.  Samples  of  wool  submitted  for  an  opinion  as  to 
identity,  condition,  grade,  and  yield  totaled  612.  There  were  462  sam- 
ples of  manmade  fibers  and  waste  samples,  plus  samples  of  wool 
wastes,  examined  for  opinions  on  identity,  advisory  classification  and 
quota  status.  In  addition,  a  total  of  34  raw  cashmere  and  raw  camel 
hair  samples  were  received  from  official  government  agencies  in  the 
United  Kingdom  and  Belgium. 

Customs  districts  are  advised  on  the  classification  of  those  products 
processed  from  duty-free  wool  under  the  Tariff  Schedules. 

Backlogs  of  entries  and  invoices. — Total  invoices  received  during 
1968  increased  5.5  percent  from  3,981,806 '"  to  4,201,102.  Durmg  this 
period  the  backlog  of  invoices  on  hand  increased  21.6  percent  from 
317,935  to  386,495  due  in  part  to  the  increased  workload  and  in  part, 
to  personnel  shortages  resultmg  from  year-long  budgetary  restric- 
tions. Increases  in  the  backlog  occurred  in  all  regions  except  Miami 
and  New  Orleans. 

The  backlog  of  miliquidated  entries  continued  to  be  reduced  dur- 
ing 1968.  The  overall  percentage  decrease  was  3.2  percent  with  the 
largest  decline  occurring  in  Kegion  IV,  Miami.  The  1967  backlog  was 
935,076  and  the  1968  backlog  904,987.  A  total  of  2,398,175  entries  were 
filed. 

Customs  Information  Exchange. — There  were  2,209  catalogs,  price 
lists,  and  other  value  data  of  foreign  manufacturers  and  shippers  re- 
ceived, reproduced  and  disseminated  by  the  CLE.  during  the  period 
under  review.  A  total  of  172  foreign  and  local  inquiiy  reports  were 
processed.  Two  hundred  ninety-two  advance  reports  were  received 
from  various  import  specialists. 

Also,  there  were  861  reports  of  value  changes  sent  to  district  direc- 
tor's of  ports  where  similar  shipments  were  received. 

Export  control. — Export  control  procedures  were  reviewed.  The 
monthly  export  declaration  previously  applicable  only  to  the  motor 
companies  in  the  port  of  Detroit  was  exf)anded  to  all  ports  on  the 
Canadian  border.  Studies  are  being  made  to  establish  methods  to  make 
this  system  available  to  other  exporters. 

The  Bureau  of  Customs  participated  with  the  Bureau  of  Census 
and  the  Office  of  Export  Control  in  a  project  which  resulted  in  the 
elimination  of  the  requirement  for  filing  shipper's  export  declarations 
for  shipments  valued  at  less  than  $100. 

Laboratories.—}^  total  of  160,315  samples  were  analyzed  by  the 
laboratories  in  1968  compared  to  143,577  in  1967.  There  were  21,368 
samples  taken  from  customs  seizures,  mostly  narcotic  drugs  and  other 
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prohibited  articles;  I'M)  sami)les  of  new  types  of  iiiercliandise  analyzed 
to  develop  facts  on  Avhicli  to  base  tarilf  classifications;  and  14,027 
samples  tested  on  behalf  of  other  (xovernnient  agencies. 

Dnring  19G8  cnstonis  chemists  spent  2,()86  man-honrs  in  court  testi- 
fying as  expert  witnesses  in  cases  where  their  testimony  was  required 
to  present  technical  facts  needed  by  the  Government.  The  majority  of 
their  time  was  spent  on  narcotic  cases. 

The  policy  of  equipping  laboratories  with  advanced  analytical 
instruments  continued  during  1968.  Among  the  major  items  acquired 
were:  X-ray  spectrograph;  ultraviolet  spectrophotometer;  infrared 
spectrophotometer;  emission  spectrograi)h  with  accessories;  gas 
chromatograph  with  accessories;  ultraviolet- visible  spectrophotom- 
eter; and  an  electrolytic  analyzer. 

Work  continued  on  methods  to  analyze  nuilticomponent  blends  of 
textile  fibers;  and  improved  methods  of  fluorspar  analysis  are  also 
under  development. 

Tentative  approval  was  granted  for  the  use  of  a  20,000-pound  capac- 
ity tank  scale  of  the  Sazerac  Co.,  Inc.,  New^  Orleans,  La.,  for  determin- 
ing the  dutiable  cpiantities  of  distilled  spirits. 

Intei^mitional  conferences. — Customs  Bureau  officials  represented  the 
United  States  as  delegates  or  observers  at  meetings  of  the  Permanent 
'i'echnical  Committee  of  the  Customs  Cooperation  Council  at  Brussels, 
Belgium ;  the  Inland  Transport  Committee  and  its  subsidiary  organs 
of  tlie  Economic  Commission  for  Europe  at  Geneva ;  and  the  Working 
Group  on  Facilitation  of  the  Intergovernmental  Maritime  Consulta- 
tive Organization.  Documentation  was  drafted  for  presentation  to  the 
Seventh  Session  of  the  Facilitation  Division  of  the  International  Civil 
Aviation  Organization  held  at  INIontreal. 

Improved  service  to  the  public. — In  keeping  with  the  administra- 
tion's policy  of  improving  service  to  the  traveling  public  and  making 
foreign  visitors  feel  welcome,  the  four  inspectional  agencies,  Customs, 
Public  Health  Service,  Immigration  and  Naturalization,  and  the  U.S. 
Department  of  Agriculture,  jointly  initiated  a  "One-Sto]:)"  inspection 
system,  at  the  country's  number  one  air  gateway— the  John  F.  Ken- 
nedy International  Airport  at  New  York,  and  at  San  Antonio,  Tex., 
early  in  June. 

The  system,  proposed  after  a  study  by  a  special  port  of  entry  task 
force  representing  the  four  agencies,  was  designed  to  cope  with  the 
sharp  rise  in  international  travel  occasioned  by  the  oncoming  use  of 
"jumbo  jet"  aircraft.  It  provides  for  examination  by  a  single  officer 
for  the  four  inspectional  agencies  and  is  backed  by  necessary  monitor- 
ing and  secondary  operations  by  specialists  from  each  agency. 

President  Joluison  praised  the  system  and  announced  that  the  clear- 
ance time  for  the  average  passenger  arriving  at  Kennedy  Interna- 
tional has  been  reduced  from  45  minutes  to  15  minutes. 

Besides  speeding  up  clearance  procedures,  the  new  system  has 
resulted  in  better  enforcement  especially  by  Customs  and  Agriculture. 

More  rapid  handling  of  merchandise  and  more  prompt  release  of 
shipments  to  importers  were  achieved  throughout  the  Customs  Service 
durino-  fiscal  1968. 
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The  headquarters  office  of  the  Alaska  district  was  moved  from 
Jmieau  to  Anchorage  in  order  to  facilitate  work  in  that  district. 
Studies  were  made  that  led  to  the  establishment  of  Washington,  D.C., 
as  a  separate  district  on  July  1, 1968. 

Puhlic  information. — The  increasing  demands  on  the  Customs  Serv- 
ice to  process  people  and  merchandise  were  reflected  in  the  need  for 
an  intensified  and  somewhat  expanded  information  program.  The 
major  themes  emphasized  were  that  the  Bureau  is  adapting  its  orga- 
nizational structure  to  make  it  more  responsive  to  the  needs  of  the 
people;  that  customs  laws  require  voluntary  compliance;  and  that 
customs  is  cooperating  in  making  foreign  visitors  feel  welcome. 

During  the  year  thousands  of  inquiries  received  from  the  public 
by  phone  or  by  mail  were  satisfied.  Queries  from  writers,  editors,  radio 
and  TV  commentators,  and  authors  of  books  and  magazine  articles 
were  handled  with  the  assistance  of  teclinical  specialists  at  the  Bureau 
and  in  the  field.  An  occupational  brief  on  "Customs  Workers"  was 
prepared  for  Science  Research  Associates. 

The  Bureau  issued  a  new  edition  of  "U.S.  Customs  &  You,"  designed 
especially  for  students  studying  government,  which  received  wide  dis- 
tribution in  schools  throughout  the  country.  A  booklet,  "The  Customs 
Story,"  designed  for  adults  interested  in  customs  was  also  produced. 

New  publications  included  a  Chinese  language  edition  of  "Customs 
Hints  for  Nonresidents;"  a  Spanish  langaiage  edition  of  "Customs 
Hints  for  Returning  Residents"  (abbreviated)  ;  "Import  Quotas;" 
and  a  folder  "Why  Your  Import  Is  Detained!" 

A  poster  on  the  dangers  of  importing  harmful  pests  in  fruit  and 
meat  was  suggested  by  a  customs  inspector,  and  the  Department  of 
Agriculture  prepared  the  poster,  which  was  distributed  throughout 
the  Customs  Service. 

"Customs  Today"  was  issued  regularly  to  all  customs  employees ;  and 
a  sampling  of  news  items  about  customs  was  sent  to  all  offices  via 
"Press  Digest." 

Investigative  activities 

The  Customs  Agency  Service  is  the  primary  enforcement  arm  of  the 
Bureau.  During  fiscal  1968  extensive  improvements  and  moderniza- 
tion were  made  in  its  radio  communication  system.  A  radio  "link" 
system  was  designed  and  equipment  purchased  for  the  Southern 
California  area  which  will  provide  two-way  communications  among 
and  between  official  vehicles  and  offices  in  Calexico,  San  Ysidro,  San 
Diego,  and  Los  Angeles.  A  complete  radio  system  was  established  in 
Corpus  Christi,  Tex.  A  23-foot  motorboat  seized  in  Miami  was  for- 
feited to  the  Government  and  assigned  to  the  office  of  the  customs 
agent-in-charge,  Corpus  Christi,  Tex.,  for  official  use.  The  Miami, 
Fla.,  office  acquired  a  40-foot  boat  which  was  assigned  for  official  use 
to  San  Juan,  P.R. 

A  German  shepherd  dog  trained  to  detect  the  odor  of  marihuana 
Avas  used  on  an  experimental  basis  along  the  Mexican  border.  The  dog 
proved  effective  in  detecting  marihuana  in  automobiles  and  in  mail 
packages,  and  a  number  of  seizures  were  made  with  his  assistance. 
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Arrests. — The  following  table  shows  the  number  of  airests  and  dis- 
positions during  the  last  2  fiscal  years. 


Activity 


Fiscal 

years 

Percentage 
increase,  or 
decrease  (  — ) 

1967 

1968 

1,382 

1.887 

36.5 

3.374 

4.343 

28.7 

1,009 

1.164 

15.4 

464 

596 

28.4 

12 

11 

-8.3 

1,137 

1,316 

15.7 

179 

346 

93.3 

78 

157 

101.3 

1,877 

2.640 

40.6 

Persons  under  or  awaiting  indictnient  at  beginning  of  year 

Arrests 

Turned  over  to  other  agencies 

Prosecutions  declined , 

Not  indicted _ 

Convictions  __ 

Dismissals  and  acquittals 

Nolle  pressed 

Persons  under  or  awaiting  indictment  at  end  of  year 


Cases  investigated. — The  niiml)er  and  types  of  cases  investigated 
under  customs,  navigation,  and  related  laws  enforced  by  Customs  in- 
creased 3.7  percent  over  fiscal  year  19C7,  from  26,993  cases  to  27,989, 
as  shown  in  the  Statistical  Appendix. 

Seizures.,  general. — There  were  28,566  seizures  made  during  the  year, 
excluding  narcotics  and  marihuana. 

Seizures.)  narcotics  and  marihuana. — An  alltime  record  in  seizures 
of  heroin,  cocaine,  and  marihuana  was  established  in  fiscal  1968.  The 
amount  of  heroin  seized  was  up  215  percent  over  1967,  cocaine  was  up 
143  percent,  and  marihuana  at  oA'er  35  tons  represented  an  increase  of 
166  percent. 

In  achieving  these  results  customs  agents  conducted  9,226  narcotic 
investigations,  1,980  more  than  last  year.  Arrests  increased  from  3,374 
to  4,343,  an  increase  of  969.  There  were  179  more  convictions,  up  from 
1,137  to  1,316.  The  majority  were  along  the  Mexican  border  in  the 
Plouston,  Tex.,  and  Los  Angeles,  Calif.,  regions. 

The  following  table  gives  the  details  of  narcotic  and  marihuana 
seizures. 


Seizures 


Fiscal 

years 

Percentage 

1967 

1968 

decrease  (— ) 

35, 323 

111,  741 

216.3 

225 

265 

17.8 

2, 036 

1,043 

-48.8 

9 

6 

-33.3 

2,400 

5,496 

129.  0 

7 

15 

114.3 

18,304 

44, 325 

142.2 

291 

259 

-11.0 

11,935,431 

31, 847. 395 

166.8 

1,081 

2.010 

85. 11 

1,829 

20, 802 

1, 037.  4 

334 

440 

31.7 

Narcotic  drugs  (weight  in  grams): 
Heroin 

Number  of  seizures 

Raw  opium 

Number  of  seizures 

Smoking  opium 

Number  of  seizures 

others 

Number  of  seizures 

Marihuana: 

Bulk  (grams) 

Number  of  seizures 

Cigarettes  (number) 

Number  of  seizures 


Dangerous  drugs. — Fiscal  1968  w\as  the  first  year  that  uniform  sta- 
tistics were  maintained  for  seizures  of  dangerous  drugs.  Quantities  are 
exi)ressed  in  five-grain  units,  and  no  attempt  has  been  made  to  differ- 
entiate between  stimulants  consisting  principally  of  amphetamines 
and  depressants,  the  barbiturates,  tranquilizers,  etc.  During  the  year 
525  seizures  were  made,  comprising  3,936,800  units,  most  of  which  were 
made  on  the  Mexican  border. 
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Seizures^  merchandise. — Customs  seizures  for  various  violations  of 
customs  laws  by  number  and  value  are  shown  in  the  Statistical 
Appendix. 

Foreign  trade  zones 

Customs  duties  and  internal  revenue  taxes  collected  during  fiscal 
1968  in  the  nine  zones  in  operation  amounted  to  $12,505,862. 

The  boundaries  of  Foreign  Trade  Zone  No.  9  at  Honolulu,  Hawaii, 
occupying  an  area  of  approximately  82,571  square  feet  on  pier  39, 
have  been  expanded  to  include  an  additional  23,060  square  feet  of 
covered  space  contiguous  to  the  primary  zone. 

The  following  table  summarizes  foreign  trade  zone  operations  dur- 
ing fiscall968. 


Trade  zone 


Number 

of 
entries 


Received  in  zone 


Long 
tons 


Value 


Delivered  from  zone 


Long 
tons 


Value 


Duties  and 
internal 
revenue 

taxes 
collected 


New  York 4,261 

New  Orleans 5,081 

San  Francisco 908 

San  Francisco  (subzone) 427 

Seattle 594 

Mayaguez 574 

Penuelas  (subzone) 18 

Toledo 173 

Honolulu 1,878 


22, 175      $37, 039,  602 


27,  ( 

4,156 

95 

1,240 

526 

368,  552 

26, 749 

5,144 


24,  590, 382 
6,  684, 032 
392,  076 
2, 055,  557 
898,  607 
6,  364, 839 
12, 090, 307 
3. 754, 079 


22,  638 

25, 375 

4,553 

75 

970 

655 

232, 986 

28,084 

4.840 


$37, 162, 874 
26, 942, 406 
7, 755, 934 
449, 237 
1, 914, 205 
1, 793, 333 
11, 122,  748 
12, 644, 206 
2,  525, 145 


$5, 885,  741 
2,  509, 266 
467,  596 
131,  780 
177,810 
117,369 
212,  555 
2, 816,  685 
187,060 


Cost  of  administration 

Customs  operating  expenses  amounted  to  $93,952,853,  including  ex- 
port control  expenses  and  the  cost  of  additional  inspection  reimbursed 
by  the  Department  of  Agriculture. 

The  following  table  shows  man-year  employment  data  in  the  fiscal 
years  1967  and  1968. 


Operation 


Man-years       Man-years      Percentage 

1967  1968  increase,  or 

decrease  (— ) 


Regular  customs  operations: 

Nonreimbursable _ 

Reimbursable  ' 

Total  regular  customs  employment 

Export  control 

Additional  inspection  for  Department  of  Agriculture 

T  0 1  al  employment 


,093 
408 


8,103 
432 


9,026 


0.1 

5.9 


8, 501 

8,535 

.4 

226 

220 

-2.7 

262 

271 

3.4 

'  Salaries  reimbursed  to  the  Government  by  the  private  firms  who  received  the  exclusive  services  of 
these  employees. 


Office  of  Director  of  Practice 


The  Office  of  the  Director  of  Practice  is  a  part  of  the  Office  of  the 
Secretary  of  the  Treasury  and  is  under  the  immediate  supervision  of 
the  General  Counsel.  Pursuant  to  the  provisions  in  Treasury  Depart- 
ment Circular  No.  230  (31  CFK,  Pt.  10),  the  Director  of  Practice 
institutes  and  provides  for  the  conduct  of  disciplinary   proceed- 
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ings  against  attorneys,  certified  public  accountants,  and  enrolled  agents 
who  are  alleged  to  have  engaged  in  disrepntal^le  conduct  or  who  are 
alleged  to  have  violated  the  rules  and  regulations  regarding  practice 
before  the  Internal  Revenue  Service.  The  Director  of  Practice  also 
exercises  jurisdiction,  as  the  first  level  of  administrative  appeal,  in 
those  cases  where  the  Commissioner  of  Internal  Revenue  denies  an 
application  for  enrollment  to  practice  before  the  Internal  Revenue 
Service  made  by  persons  seeking  enrollment  pursuant  to  section  10.4 
of  Circular  230. 

On  July  1, 1967,  there  were  78  cases  pending  in  the  Office  under  active 
review  and  evaluation,  two  of  which  were  awaiting  presentation  before 
a  hearing  examiner.  During  the  fiscal  year,  117  new  derogatory  in- 
formation cases  were  received.  Disciplinary  action  was  taken  in  44 
cases,  either  by  the  Office  or  by  order  of  a  hearing  examiner.  These 
44  actions  consisted  of  one  order  of  disbarment,  20  suspensions,  19 
reprimands,  and  four  instances  where  resignations  were  accepted  from 
enrolled  agents  to  terminate  their  eligibility  to  practice  before  the 
Internal  Revenue  Service.  The  44  actions  aifected  eight  attorneys,  23 
certified  public  accountants,  and  13  enrolled  agents. 

Seven  proceedings  for  disbarment  or  suspension  were  initiated  be- 
fore a  hearing  examiner  during  fiscal  1968.  Including  the  two  cases 
remaining  on  the  examiner's  docket  from  the  previous  fiscal  year, 
there  were  nine  cases  before  the  examiner  during  fiscal  1968.  Decisions 
were  rendered  in  five  of  these  cases.  In  one  case  heard  involving  a  certi- 
fied public  accountant  the  examiner  issued  an  initial  order  for  dis- 
barment. In  the  remaining  cases  heard,  the  examiner  issued  initial 
orders  for  suspension  from  practice  before  the  Internal  Revenue  Serv- 
ice. In  one  case  a  motion  by  the  Director  of  Practice  to  dismiss  the 
proceeding  was  granted  by  the  examiner.  As  of  June  30,  1968,  three 
cases  were  pending  on  the  examiner's  docket,  one  of  which  had  been 
heard  by  the  examiner  and  was  awaiting  decision  at  the  end  of  fiscal 
1968.  As  of  June  30,  1968,  50  derogatory  information  cases  were  pend- 
ing under  active  review  and  evaluation  in  the  Office. 

During  the  fiscal  year  one  applicant  appealed  to  the  Director  of 
Practice  the  denial  of  his  application  for  enrollment  by  the  Com- 
missioner of  Internal  Revenue.  The  decision  on  appeal  was  pending 
as  of  June  30, 1968. 

Office  of  Domestic  Gold  and  Silver  Operations 

The  Office  of  Domestic  Gold  and  Silver  Operations,  in  the  Office  of 
the  Under  Secretary  for  Monetary  Aflt'airs,  assists  the  Under  Secre- 
tary in  the  formulation,  execution,  and  coordination  of  policies  and 
programs  relating  to  gold  and  silver  in  both  their  monetary  and  com- 
mercial aspects.  'Fhe  Office  administers  the  Treasury  Department  gold 
regulations  relating  to  the  purchase,  sale,  and  control  of  industrial 
gold,  gold  coin,  and  gold  certificates ;  issues  licenses  and  other  authori- 
zations for  the  use,  import  and  export  of  gold,  and  for  the  importation, 
and  exportation  of  gold  coin;  receives  and  examines  reports  of  opera- 
tions; investigates  and  supervises  the  activities  of  users  of  gold;  and 
administers  the  silver  coin  regulations  relating  to  the  melting,  treating, 
and  export  of  silver  coins  of  the  United  States.  Investigations  into 
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])ossible  violations  of  the  gold  regulations  and  the  silver  coin  regula- 
tions are  coordinated  with  the  U.S.  Secret  Service,  the  Bureau  of 
Customs,  and  other  enforcement  agencies. 

Gold 

Purchases  of  gold  for  industrial  use  from  the  Treasury. — The  gross 
sales  of  gold,  not  including  scrap  gold  exchanges  or  deposits,  for  in- 
dustrial use  by  the  Treasury  increased  in  the  calendar  year  1967  to 
6,294,000  fine  troy  ounces,  as  compared  to  5,585,000  fine  troy  ounces 
in  calendar  year  1966,  4,691,000  fine  troy  ounces  in  calendar  year  1965, 
and  3,665,000  fine  troy  ounces  in  calendar  year  1964.  The  increase  in 
sales  by  the  Treasury  in  calendar  year  1967  was  largely  due  to  the 
smelters  and  refiners  strike  during  the  last  half  of  1967  when  the  Treas- 
ury was  virtually  the  only  domestic  source  of  gold  for  industrial  use. 

Sales  of  gold  by  the  Treasury  for  industrial  use  and  purchases  from 
the  private  market  were  terminated  on  March  18,  1968,  pursuant  to  the 
Communique  issued  on  March  17  by  the  Governors  of  the  Central 
Banks  of  Belgium,  Germany,  Italy,  the  Netherlands,  Switzerland,  the 
United  Kingdom,  and  the  United  States.^ 

Gold  coin  licensing. — The  number  of  gold  coins  licensed  by  the 
Treasury  decreased  in  the  calendar  year  1967  to  4,313  gold  coins,  as 
compared  with  8,633  gold  coins  licensed  in  the  calendar  year  1966.  The 
decrease  in  the  number  of  gold  coins  licensed  reflects  the  fact  that  1966 
was  the  last  year  in  which  licenses  were  issued  for  the  importation  of 
South  African  gold  coins.  The  number  of  gold  coins  licensed  in  the 
first  half  of  calendar  year  1968  increased  to  10,513  gold  coins. 

Licensing  of  gold  dealers. — In  order  to  encourage  the  establishment 
of  a  private  trading  function  in  the  market  to  bridge  the  gap  between 
industrial  users  of  gold  and  producers  and  sellers  of  gold  following 
the  termination  of  Treasury  dealings  in  the  private  market  on  March 
18,  1968,  the  Office  of  Domestic  Gold  and  Silver  Operations  issued 
licenses  to  banks  and  commodity  firms  which  because  of  resources,  past 
business  experience  and  strategic  location  were  in  a  position  to  per- 
form this  service.  From  March  18, 1968,  until  the  end  of  the  fiscal  year, 
the  Office  issued  22  such  licenses. 

End  uses  of  gold. — End-use  certificates  with  detailed  information 
concerning  the  end  use  of  gold  continued  to  be  required  through  the 
calendar  year  1967.  The  estimated  allocation  by  industrial  use  for  1967 
is  shown  in  the  table  below. 

Estimated  industrial  use  of  gold  in  the  United  States  in  calendar  year  1967 

Fine         Dollars,  based 
ounces  on  $35  per        Percent 

ounce 

Jewelry  and  arts  3,840,000      134,400,000  61 

Dental                                                                                                 ..-           .')66,000       19,810,000  9 

Industrial,  Including  space  and  defense - -  1,888,000       66.080,000 30 

Total-. 6,294,000      220,290,000  100 


See  exhibit  66. 
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Silver 

On  July  14,  1967,  silver  sales  to  domestic  industrial  users  at  $1.29 
per  fine  troy  ounce  were  suspended  by  the  Treasury.^  Since  then  Treas- 
ury silver  has  been  sold  for  domestic  industrial  use  at  going  market 
rates  on  the  basis  of  competitive  sealed  bids  at  a  rate  not  exceeding  2 
million  ounces  a  Aveek.  Such  sales  have  been  conducted  by  GSA  as 
agent  for  the  Treasury.-  Through  June  30,  1968,  98  million  ounces  of 
silver  were  sold  in  this  manner  at  a  profit  to  the  Government  of 
$55,145,000.  On  June  24,  1968,  pursuant  to  Public  Law  90-29  approved 
June  24, 1967,  the  right  of  holders  of  silver  certificates  to  redeem  them 
for  silver  came  to  an  end,  thus  freeing  all  remaining  Treasury  silver 
for  other  uses.  On  June  25, 1968, 165  million  ounces  of  silver  was  trans- 
ferred to  the  National  Defense  Stockpile  as  required  by  Public  Law 
90-29.^  All  of  this  silver  was  0.999  fine.  Treasury  silver  holdings  at  the 
end  of  the  fiscal  year,  including  the  silver  in  coin  inventories,  amounted 
to  approximately  300  million  fine  troy  ounces. 

Bureau  of  Engraving  and  Printing 

The  Bureau  of  Engraving  and  Printing  is  responsible  for  manufac- 
turing U.S.  paper  currency,  various  public  debt  instruments,  and  most 
other  evidences  of  a  financial  character  issued  by  the  Government,  such 
as  postage  and  internal  revenue  stamps,  food  coupons,  and  military 
payment  certificates.  In  addition,  the  Bureau  prints  commissions,  cer- 
tificates of  awards,  permits,  and  a  wide  variety  of  other  miscellaneous 
items.  The  Bureau  also  executes  certain  printings  for  various  terri- 
tories administered  by  the  United  States. 

On  October  8,  1967,  Mr.  Henry  ,T.  Holtzclaw  retired  as  Director, 
after  50  years  of  dedicated  service  in  the  Bureau.  By  Treasury  Order 
No.  210,*  Mr.  James  A.  Conlon  was  designated  Director,  effective  Oc- 
tober 9,  1967.  Under  the  new  directorship,  the  Bureau  has  continued 
to  pursue  the  vigorous  technological  improvement  program  initiated 
earlier  and  has  introduced  new  studies  and  innovations  designed  to  in- 
crease the  efficiency  and  economy  of  its  administrative  and  production 
operations. 

Management  attainments 

Among  significant  actions  was  a  major  reoi-ganization,  effected  on 
February  15,  1968.  All  Bureau  programs  were  grouped,  functionally, 
under  eight  staff  offices,  each  office  being  headed  by  a  chief  responsible 
to  the  Director  for  the  direction  of  assigned  activities.  Office  titles  are : 
Administrative  Services,  Engineering,  Engraving,  Financial  Manage- 
ment, Industrial  Relations,  JNIanufacturing,  Research  and  Technical 
Services,  and  Security  and  Audit. 

Responsibility  for  custody  of  unissued  Federal  Reserve  notes,  for- 
merly exercised  jointly  by  the  Comptroller  of  the  Currency  and  the 


1  See  exhibit  64. 

2  See  exhibit  65. 

3  See  1967  annual  report,  p.  400. 
*  See  exhibit  69. 
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Treasurer  of  the  ITiiited  States,  was  transferred  to  tlie  Bureau,  effec- 
tive April  19,  1968.^  As  a  means  of  insuring  proper  coordination  and 
integration  of  this  function  with  Bureau  policies  and  methods,  a  man- 
agement survey  of  the  operations  in  the  Federal  Reserve  Vault  has 
been  initiated. 

On  April  17, 1968,  the  Bureau  completed  the  program  of  converting 
the  printing  of  currency  by  the  dry-print  method  to  its  high-speed 
intaglio  printing  presses,  thereby  ending  production  of  currency  by 
the  old,  wet  process.  It  is  conservatively  estimated  that  additional 
annual  savings,  representing  29  direct-labor  man-years  with  a  related 
cost  savings  of  $250,000,  were  realized  from  this  project  in  1968.  Cur- 
rency production  in  fiscal  1968  exceeded  that  of  1967  by  120,920,000 
notes,  and  the  low  unit  cost  rate  of  $8.14  per  thousand  notes  achieved  in 
1967  was  maintained,  despite  an  overall  rise  in  the  cost  of  operations 
brought  about,  primarily,  by  increases  in  the  cost  of  labor  and 
materials. 

The  production  of  postage  stamps  comprises  the  Bureau's  second 
major  work  program.  During  the  3-month  period  from  December  1967 
through  February  1968,  the  Bureau  successfully  met  the  unprecedented 
demands  for  postage  stamps  resulting  from  the  increase  in  postal 
rates  which  became  effective  January  7,  1968.  Approximately  7,200 
million  stamps  were  delivered  during  the  first  month  the  increased 
rate  was  in  effect.  This  represented  20  percent  of  the  total  number  of 
postage  stamps  delivered  in  the  entire  fiscal  year. 

The  Bureau  realized  annual  savings  estimated  at  3  man-years  and 
$20,000  in  fiscal  1968  by  correcting  technical  difficulties  that  were 
experienced  in  the  conversion  of  the  printing  of  Treasury  bills  to  the 
dry  intaglio  process  on  high-speed  rotary  presses,  a  program  reported 
in  1967.  Having  completed  the  conversion  in  the  method  of  printing 
Treasury  bills,  the  Bureau  focused  attention  on  converting  the  printing 
of  the  10-coupon  and  14-coupon  Treasury  notes  from  the  wet  to  the 
dry  method.  Based  on  the  number  of  notes  printed  by  the  new  method, 
an  annual  savings  of  $88,000,  representing  11  man-years,  w^as  realized 
in  fiscal  1968.  The  balance  of  the  estimated  annual  savings  of  $140,000, 
or  $52,000,  is  anticipated  in  fiscal  1969. 

Through  the  continuance  of  certain  management  actions  initiated 
and  reported  last  year,  the  Bureau  realized  in  fiscal  1968  additional 
savings  of  $10,000  from  the  revised  procedure  for  manufacturing  the 
green  ink  used  in  printing  currency  backs  and  annual  savings  of 
$11,000  from  research  and  engineering  work  leading  to  changed  criteria 
for  the  acceptability  of  phosphor-tagged  postage  stamps. 

Savings  of  1  man-year  and  $5,000  were  realized  from  the  installa- 
tion of  "self-ink"  numbering  blocks  on  three  currency  overprinting 
presses,  which  release  the  pressmen  from  a  great  deal  of  makeready 
tune  previously  required  for  inking  in  the  numbering  blocks.  Addi- 
tional savings  are  anticipated  from  this  project,  inasmuch  as  it  is 


»  See  exhibit  G9. 
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planned  to  continiio  the  installations  until  13  pressas  are  so  equipped. 

As  a  result  of  an  industrial  oui^ineering  study,  annual  savings  of 
2  man-years  and  $10,000  v.ere  realized  from  chang-es  made  in  coil  stamp 
boxing  operations. 

Continuing  the  special  expenditure  reduction  efforts  directed  by  the 
President  in  1966,  the  Bureau  realized  annual  recurring  savings  of 
2  man-years  and  $11,000  and  one-time  savings  of  $211,000  in  fiscal 
1968.  Full  utilization  was  made  of  the  Federal  excess  property  pro- 
gram in  fulfilling  procurement  needs. 

Estimated  annual  recurring  savings  representing  7  man-years  and 
$85,000  and  one-time  savings  of  $4,000  will  accrue  to  the  Bureau  as  a 
result  of  suggestions  adopted  in  fiscal  1968.  Also,  it  is  estimate'd  that 
one-time  savings  of  $65,000  and  11  man-years  were  realized  in  fiscal 
1968  through  the  sustained  superior  work  performance  phase  of  the 
incentives  awards  program. 

In  the  interest  of  maintaining  efficient  and  economical  oi:)erations, 
the  Bureau  has  carried  on  intensive  research,  engineering,  and  devel- 
opment activities  and  a  continuing  program  of  production  and  equality 
control  studies.  During  fiscal  1968,  59  reports  of  audit,  containing  83 
recommendations  for  consideration  by  various  levels  of  management, 
were  released  by  the  Bureau's  internal  auditors.  Actions  taken  during 
the  fiscal  year  resulted  in  the  clearing  or  dropping  of  101  recommenda- 
tions. There  were  19  recommendations  outstanding  at  the  end  of  the 
year. 

Constant  attention  has  been  focused  throughout  the  year  on  im- 
proving communications  and  services  to  the  public.  A  ree valuation 
was  made  of  policies  and  procedures  relative  to  the  Bureau's  activities 
in  response  to  requests  received  for  numismatic  and  philatelic  exhibits 
and  displays.  Efforts  have  been  directed  toward  giving  maximum 
cooperation  in  honoring  requests,  and,  at  the  same  time,  providing 
adequate  security  for  products  exhibited  and  economical  costs  in  oper- 
ations. The  Bureau  participated  in  a  number  of  shows  during  the  year, 
providing  display  frames,  photographs  of  liureau  operations,  and 
miscellaneous  exhibit  engravings.  Bureau  representatives  were  present 
at  shows  to  answer  questions  regarding  the  Bureau  and  its  activities 
and  to  distribute  selected  pamphlets  and  other  descriptive  handouts. 
This  participation  has  been  enthusiastically  received  and  has  resulted 
in  very  favorable  news  media  coverage. 

During  the  year,  541,446  visitors  took  the  self-guided  tour  to  view 
Bureau  operations.  Cards  are  provided  at  the  end  of  the  tour,  asking- 
visitors  for  comments  or  suggestions  to  improve  the  tour.  As  another 
point  of  interest,  display  frames  have  been  erected  on  the  visitors'  gal- 
lei-y  to  exhibit  samples  of  the  portraits,  seals,  and  other  prints  produced 
by  the  Bureau  and  available  for  sale  to  the  public. 

Various  programs  have  been  undertaken  in  the  interest  of  improv- 
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ing  employee-management  relations.  Significant  among  these  was  a 
total  revamping  of  the  noncraf  t,  nonsupervisory,  Wage  Board  promo- 
tion policy,  which  provided  realistic  standards,  broader  areas  of  oppor- 
tunity, and  a  system  more  responsive  to  staffing  needs  at  operating 
levels.  Another  action  contributing  to  improved  employee  relations  is 
the  periodic  issuance  of  an  "Employees'  Newsletter."  The  initial  issue 
distributed  on  October  19,  1967,  marked  the  beginning  of  a  program 
which  emphasizes  improved  internal  employee  communications.  To 
promote  the  equal  employment  opportunity  program,  a  series  of  semi- 
nars was  initiated  for  all  Bureau  supervisory  personnel  so  that  they 
might  exchange  views  and  recommend  improvements  in  the  program. 
Employee  Equal  Employment  Opportunity  Committees  have  been 
formed  to  develop  a  climate  of  understanding  and  a  positive  means  of 
communication  between  management  and  employees.  This  active, 
continuing  program  has  been  most  effective. 

Significant  progress  is  reported  in  the  area  of  craft  training  oppor- 
tunities. On  the  basis  of  anticipated  manpower  needs  for  journeyman 
craftsmen,  there  have  been  established  trainee  or  apprenticeship  pro- 
grams in  16  distinct  craft  categories.  At  the  close  of  fiscal  1968, 11  of  30 
trainees  had  been  promoted  to  journeyman  status  in  the  plate  printer 
craft. 

The  Bureau  engages  primarily  in  on-the-job  training  to  meet  staffing 
needs.  It  uses  both  interagency  and  non-Government  sources  as  a 
means  of  keeping  employees  abreast  of  technological  advances  and 
maintaining  proficiency  in  specialization.  In  fiscal  1968,  98  employees 
completed  Bureau  or  departmental  training ;  51  employees  completed 
interagency  training  courses:  and  84  employees  attended  specialized 
conferences,  seminars,  or  training  classes  sponsored  by  non-Government 
organizations. 

Total  estimated  savings  from  cost  reduction  and  management 
improvement  efforts  during  fiscal  1968  approximate  $496,000  on  a  re- 
curring amiual  basis  and  $280,000  on  a  one-time  basis.  All  savings 
realized  are  applied  against  the  cost  of  products  produced  and  are  re- 
flected in  downward  adjustments  in  products  costs  and  passed  on  to 
customer  agencies. 

New  issues  of  postage  stamps  and  deliveries  of  finished  work 

New  issues  of  postage  stamps  delivered  by  the  Bureau  in  fiscal  1968 
are  shown  in  the  Statistical  Appendix.  A  comparative  statement  of 
deliveries  of  finished  w^ork  for  the  fiscal  years  1967  and  1968  also 
appears  in  that  volume. 

Finances 

Bureau  operations  are  financed  by  reimbursements  to  the  Bureau  of 
Engraving  and  Printing  fund,  as  authorized  by  law.  Comparative 
financial  statements  follow. 
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Statement  of  financial  condition  June  30,  1067  and  1968 

Assets  June  30,  1967  June  30,  1968 

Current  assets: 

Cash  with  the  Treasury _.. $5,640,167  $4,279,538 

Accounts  receivable 2,042,903  3,848,078 

Inventories:  ' 

Finished  goods 2,108,080  2,039,725 

Work  in  process _ 3,813,874  3,211,502 

Raw  materials.. 1,260,832  1,475,126 

Stores... 1,215,127  1,211,0% 

Prepaid  expenses _ 157,317  131,705 

Total  current  assets 16,138,300        16,196,770 

Fixed  assets:  2 

Plant  machinery  and  equipment. _ 22,400,970  22,053,504 

Motor  vehicles _ 160,744  160,744 

Office  machines 276,905  313,374 

Furniture  and  fixtures 459,933  484,681 

Dies,  rolls,  and  plates 3,955,961  3,955,961 

Building  appurtenances.... 3,399,562  3.449,951 

Fixed  assets  under  construction 41,472  203,630 

30, 695,  547  30, 621, 845 

Less  accumulated  depreciation 15,923,659         16,  548,234 

14,771,888  14,073,611 

Excess  lixed  assets  (written  down  to  30%  of  book  value) 4,343  8,051 

Total  fixed  assets 14,776,231  14,081,662 

Deferred  charges 85,523  89,117 

Total  assets 31,000,054  30,367,549 

Liabilities  and  investment  of  the  United  States 

Liabilities: 

Accounts  payable... 1,816,017  564,312 

Accrued  liabilities: 

Payroll 931,610  1,094,515 

Accrued  leave. 1,861,391  2,041,457 

Other 160,748  177,340 

Trust  and  deposit  liabilities. 1,155,462  1,367,399 

Other  liabilities 343  307 

Total  liabilities  ' 5,925,471  5,245,330 

Investment  of  the  U.S.  Government: 

Appropriation  from  U.S.  Treasury 3,250,000  3,250,000 

Donated  assets,  net 22,000,930         22,000,930 

25,  250, 930  25, 250, 930 

Accumulated  earnings,  or  deficit  (-)  <.. -176,347  -128,711 

Total  investment  of  the  U.S.  Goverimient 25,074,583         25,122,219 

Total  liabilities  and  investment  of  the  U.S.  Government.. .,,      31,000,054         30,367,549 

*  Finished  goods  and  work  in  process  inventories  are  valued  at  cost,  including  administra- 
tive and  service  overhead.  Except  for  the  distinctive  paper  which  is  valued  at  the 
acquisition  cost,  raw  materials  and  stores  inventories  are  valued  at  the  average  cost  of 
the  materials  and  supplies  on  hand. 

-  Plant  machinery  and  equipment,  furniture  and  fixtures,  office  machines,  and  motor 
vehicles  acquired  on  or  before  June  30,  1950,  are  stated  at  appraised  values.  Additions 
since  June  30,  1950,  and  all  building  appurtenances  are  valued  at  acquisition  cost.  The 
act  of  Aug.  4,  1950  (31  U.S.C.  181a),  which  established  the  Bureau  of  Engraving  and 
Printing  fund,  specifically  excluded  laud  and  buildings  valued  at  about  $9,000,000  from 
the  assets  of  the  fund.  Also  excluded  are  appropriated  funds  of  about  $6,784,000  expended 
or  transferred  to  GSA  for  extraordinary  expenses  in  connection  with  uncapitalized 
building  repairs  and  air  conditioning.  As  of  June  30,  1968,  fixed  assets  included  $7,405,034 
of  fully  depreciated  items,  principally  plant  machinery  and  equipment  and  building 
ai)|imtcnanc(*s.  l>it's,  rolls,  and  plalcs  wcri'  capitalized  at  July  1,  1951,  on  the  basis  of 
average  unit  costs  of  manufacture,  reduced  to  recognize  their  estimated  useful  life.  Since 
July  1,  1951,  all  costs  of  dies,  rolls,  and  plates  have  been  charged  to  operations  in  the 
year  acquired. 

*  In  addition,  outstanding  commitments  with  suppliers  for  unperformed  contracts  and 
undelivered  purchase  orders  totaled  ■$6,393,-;;i:i  as  of  June  30,  1968,  as  compared  with 
$6,330,312  at  June  30,  1967. 

*  The  act  of  Aug.  4,  1950,  provided  that  customer  agencies  make  payment  to  the  Bureau 
at  prices  deemed  adequate  to  recover  all  costs  incidental  to  performing  work  or  services 
requisitioned.  Any  surplus  accruing  to  the  fund  In  any  fiscal  year  is  to  be  paid  Into  the 
general  fund  of  the  Treasury  as  miscellaneous  receipts  except  that  any  surplus  is  applied 
first  to  restore  any  impairment  of  capital  by  reason  of  variations  between  prices  charged 
and  actual  costs. 
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Statement  of  income  and  expense,  fiscal  years  1967  and  1968 

Income  aad  expense  1967  1968 

Operating  revenue:  Sales  of  engraving  and  printing $33, 540, 752  $39, 221, 724 

Operating  costs: 
Cost  of  sales: 

Direct  labor.-. 13,919,731  16,016,960 

Direct  materials  used 5,601,621  6,037,230 

Contract  printing  (postage  stamps). 238  261 

Prime  cost.... _ _ 19,521,352  22,292,451 

Overhead  costs: 

Salaries  and  indirect  labor _ 9,263,233  10  032  220 

Factory  supplies 1,428,698  1,718,343 

Repair  parts  and  supplies 316,509  410,567 

Employer's  share  personnel  benefits _ 1,666,056  1,834,383 

Rents,  communications  and  utilities 579, 145  759'  145 

Other  services... 455,147  581,' 200 

Depreciation  and  amortization 1,853,258  1,  665,276 

Gains  (—),  or  losses  on  disposal  or  retirement  of  fixed  assets 229,384  '   50^277 

Fireloss. 73,242 

Sundry  expense  (net) 103,050  116,892 

Total  overhead 15,967,722  17,168,303 

Total  costs  1.. 35,489,074  39,460,754 

Less: 

Nonproduction  costs: 

Shop  costs  capitalized 150,381  314,804 

C  ost  of  miscellaneous  services  rendered  other  agencies 570, 064  642,'  589 

720, 445  957, 393 

Cost  of  production 34,768,629  38,503,361 

Net  increase  (— ),  or  decrease  in  finished  goods  and  work  in  process 

inventories  from  operations. —1,126,366  670,727 

Cost  of  sales. 33,642,263  39,174,088 

Operating  profit  or  loss  (-) -101,511  47,636 

Nonoperating  revenue: 

Operation  and  maintenance  of  incinerator  and  space  utilized  by  other 

agencies 496,105  510,941 

Other  direct  charges  for  miscellaneous  services 73,959  131,648 

570, 064  642, 589 

Nonoperating  costs: 

Coat  of  miscellaneous  services  rendered  other  agencies _ 570, 064  642, 589 

Net  profit  or  loss  (— )  for  the  year  2. —101,511  47,636 

>  Noamountsareincludedintheaccountsofthefundfor  (1)  interest  on  the  investment  of  the  Government 
in  the  Bureau  of  Engraving  and  Printing  fund,  (2)  depreciation  on  the  Bureau's  buildings  excluded  from  the 

assets  of  the  fund  by  the  act  of  Aug.  4, 1950,  and  (3)  certain  costs  of  services  performed  by  other  agencies  on 
behalf  of  the  Bureau. 

'  See  preceding  table,  footnote  4. 


318-223—69- 


86     19  68  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Statement  of  source  and  application  of  funds,  fiscal  years  1967  and  1968 

Funds  provided  and  applied  1967                  1968 

Funds  provided: 

Sales  of  engraving  and  printing _.  $33,540,752       $30,221,724 

Operation  and  maintenance  of  incinerator  and  space  utilized  bv  other 

agencies. 496,105              510,941 

Other  diiect  charges  for  miscellaneous  services. 73,959              131,648 

Total ._  34,110,816          39,864,313 

Less  cost  of  sales  and  services  (excluding  depreciation  and  other  charges 
not  requiring  expenditui'e  of  funds:  Fiscal  year  1967,  $2,082,642;  fiscal  year 

10C8,  $1,715,553) 32,129,685          38,101,124 

1,  981, 131  1,  763, 189 

Sale  of  surplus  equipment 9,508                  6,727 

Total  funds  provided 1,990,639           1,769,916 

Funds  applied: 

Acquisition  of  fixed  assets 394,916              962,946 

Acquisition  of  experimental  equipment;  and  plant  repairs  and  alterations 

to  be  charged  to  future  operations. _ 80,049                68,359 

Increase  in  working  capital.. 1,515,674              738,611 

Total  funds  applied. 1,990,639           1,769,916 


Fiscal  Service 
BUREAU  OF  ACCOUNTS 

The  functions  of  the  Bureau  are  Govenimentwide  in  scope.  They 
inchide  central  accounting  and  financial  reporting ;  disbursing  for  vir- 
tually all  civilian  agencies ;  supervising  the  Government's  depositary 
system ;  determining  qualifications  of  insurance  companies  to  do 
surety  business  with  Government  agencies;  a  variety  of  fiscal  activi- 
ties such  as  investment  of  trust  funds,  agency  borrowings  from  the 
Treasury,  and  international  claims  and  indebtedness;  and  Treasury 
staff  representation  in  i\\Q  joint  financial  management  improvement 
program. 

Management  improvement 

Under  the  cost  reduction  and  management  improvement  program, 
savings  of  $446,000  were  realized  during  fiscal  1968,  attributable  to 
further  improvements  in  teclmology  and  systems,  rcalinement  of 
organization  and  staffing,  and  the  fruits  of  continuing  programs  for 
the  development  of  people  in  management  skills  at  all  levels. 

Personnel 

Special  manpower  and  employment  jnograins  were  emphasized  in 
botli  the  headquarters  and  field  organizations  of  the  Bureau  of  Ac- 
counts during  the  year.  Included  in  or  covered  by  this  activity  were 
(1)  the  equal  employment  opportunity  program  and  (2)  Operation 
MtjST  (Maximum  Utilization  of  Skills  and  Training),  the  advance- 
inent  of  women  and  the  employment  of  the  physically,  economically, 
and  educationally  disadvantaged.  These  programs  were  pursued  both 
in  terms  of  increasing  the  degree  of  participation  and  improving  the 
general  content. 
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Systems  improvement 

Bureau  staff  continued  to  represent  the  Treasury  on  the  steering 
committee  and  survey  teams  of  the  joint  financial  management  im- 
provement program.  Primary  attention  was  given  to  implementing 
the  recommendations  of  the  President's  Commission  on  Budget  Con- 
cepts as  described  under  "Government- wide  Financial  Mana^'ement."  ^ 
Other  systems  work  during  the  year  included  various  studies  to  im- 
prove internal  procedures  and  the  release  of  Government-wide  regu- 
lations under  the  Treasury  Fiscal  Requirements  Manual. 

Central  accounting  and  reporting 

Adoption  in  1968  of  a  wide  range  of  recommendations  of  the  Presi- 
dent's Commission  on  Budget  Concepts  dealing  with  the  form  and 
content  of  the  budget  ^  represented  tlie  most  significant  development  in 
Government-wide  accounting  and  reporting  since  the  Budget  and 
Accounting  Procedures  Act  of  1950.  During  the  Commission's  study 
and  fonnulation  of  recommendations,  the  Bureau  furnished  the  staff  a 
number  of  papers,  tables,  and  technical  advice  on  draft  chapters. 
Many  of  the  Commission's  recommendations  were  incorporated  in  the 
President's  budget  for  1969.  It  was  then  necessary  for  the  Bureau 
to  make  these  conceptual  changes  in  various  Government-wide  finan- 
cial reports,  including  complete  revisions  of  the  "Monthly  Statement 
of  Receipts  and  Expenditures  of  the  United  States  Government"  and 
the  "Combined  Statement  of  Receipts,  Expenditures  and  Balances  of 
the  United  States  Government,"  along  with  changes  in  applicable  por- 
tions of  the  "Treasury  Bulletin"  and  this  report.  Also,  instructions  to 
the  agencies  and  departments  concerning  reporting  under  the  new 
budget  concepts  were  required. 

A  new  monthly  series  on  obligations,  by  object  class,  incurred  by 
Federal  departments  and  agencies  was  developed  jointly  by  the  Bureau 
of  the  Budget  and  the  Bureau  of  Accounts.  This  data  was  firsit  pub- 
lished in  the  September  1967  "Treasury  Bulletin"  covering  fiscal  years 
1964,  1965,  1966,  and  1967  through  May.  Additional  monthly  data 
have  been  contmued  in  subsequent  issues  of  the  bulletin. 

The  final  chapter  of  the  accounting  manual  covering  the  Bureau's 
system  of  central  accounting  for  cash  operations  was  submitted  to  the 
General  Accounting  Office  for  review  in  June  1968.  The  separate  spe- 
cial manual  covering  the  Bureau's  central  accounting  for  foreign  cur- 
rency operations  was  submitted  to  the  General  Accounting  Office  in 
February  1967. 

In  fiscal  1968,  the  first  "Statement  of  Liabilities  and  Other  Financial 
Commitments  of  the  United  States  Government"  compiled  in  accord- 
ance with  31  U.S.C.  757f  was  submitted  to  the  Congress.  This  annual 
statement  shows  the  liabilities  of  the  Federal  Government  as  of  the 
end  of  the  fiscal  year  and  other  financial  commitments  which  may  or 
may  not  subsequently  become  liabilities,  depending  upon  a  variety  of 
future  conditions  and  events. 


^  In  the  "Review  of  Fiscal  Operations"  portion  of  this  report,  pages  8-10. 
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Auditing 

During  liscal  1908,  the  audit  statl'  ol"  the  Bureau  conducted  15  tinan- 
cial  and  two  management  audits.  In  addition,  compreliensive  manage- 
ment surveys  were  performed  in  five  regional  oflices. 

Also  completed  was  the  annual  examination  of  the  financial  state- 
ments and  related  supporting  data  of  surety  companies  holding  Treas- 
ury Certificates  of  Authority  as  acceptable  sureties  on  bonds  running  in 
favor  of  the  United  States  (G  U.S.C.  8) .  Certificates  are  renewable  ea^^h 
July  1  and  a  list  of  approved  conii)anies  (Department  Circular  oTO, 
Revised)  is  published  annually  in  the  "Federal  Register"  for  the  in- 
formation of  Federal  bond  approving  officers  and  persons  required  to 
give  bonds  to  the  United  States,  As  of  June  30, 19G8,  a  total  of  218  com- 
panies held  certificates. 

General  coordination  and  staff  assistance  were  furnished  for  the  an- 
nual audit  of  the  Exchange  Stabilization  Fund.  Other  audits  made  of 
departmental  activities  included  the  unissued  stocks  of  Federal  Reserve 
notes. 

Disbursing  operations 

The  Division  of  Disbursement  reached  a  new  level  of  output 
in  fiscal  1968,  producing  440.4  million  checks  and  bonds  in  11  disburs- 
ing offices  for  1,400  administrative  agency  offices.  The  440.4  million 
items  was  an  increase  of  18  million  over  1967.  The  Washington  and 
Manila  disbursing  offices  serviced  a  number  of  foreign  service  posts 
in  the  Caribbean  and  Far  East.  The  Washington  Disbursing  Center 
also  initiated  checkwriting  activities  for  the  D.C.  Government  and 
will  soon  begin  issuing  their  U.S.  savings  bonds. 

Management  savings  and  employee  produotiAdty,  M-hich  increased  by 
3.5  percent,  helped  reduce  the  average  unit  cost  of  checks  and  bonds 
to  2.7  cents,  an  alltime  low.  Aside  from  the  increased  productivity  and 
the  absorption  of  increased  volumes  by  EDP  equipment,  the  programs 
or  projects  which  accounted  for  the  bulk  of  monetary  and  man-years 
savings  included : 

(1)  Replacement  of  EA^NI  equipment  by  a  different  lessor  at  re- 
duced rates. 

(2)  Full  utilization  of  new  and  improved  inserting  and  sealing 
equipment. 

(3)  Implementation  of  a  joint  Social  Security  Administration — 
Treasury  study  group  recommendation  to  eliminate  gummed  label 
redirection  notices  for  payee  changes  of  address  w-ithin  the  same  ZIP 
code. 

Through  cooperative  efforts,  the  following  projects  resulted  in  sav- 
ings to  the  agencies  concerned : 

(1)  The  Social  Security  Achiiinistration  estimates  savings  of 
$105,000  and  19  man-years  as  the  result  of  a  recommendation  of  the 
joint  Social  Security  Administration — Treasury  study  group  that  non- 
receipt  claims  of  social  security  beneficiaries  be  forwarded  to  disburs- 
ing centers  on  the  day  of  receipt  without  beneficiary  folder  reference 
in  the  Social  Security  Payment  Center.  This  accelerates  the  remail- 
ing  of  returned  checks  or  the  issuance  of  substitute  checks. 

(2)  Beginning  with  the  June  1968  payments,  checks  for  railroad 
retirement  benefits,  encompassing  approximately  13  million  payments 
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annually,  were  added  to  the  ZIP  code  presort  system.  The  future  ad- 
dition of  veterans'  compensation  and  pension  payments,  civil  service 
annuity  payments  and  public  debt  interest  payments  will  complete 
the  project  to  presort  all  of  the  major  volume  payments  susceptible 
to  presorting.  The  system  is  resi)onsible  for  substantial  savings  in  the 
Post  Office  Department's  operations  and  has  greatly  improved  de- 
livery service  to  recipients  of  the  checks. 

The  following  table  compares  the  workloads  for  fiscal  years  1967 
and  1968. 


Volume 

Classification  


1967 


Operations  financed  by  appropriated  funds: 
Checlss* 

Social  security  benefits _ _ 234,210,686  246,752,214 

Veterans'  benefits 64,764,251  65,292,702 

Income  tax  refunds 48,991,354  51,868,895 

Veterans'  national  service  life  insurance  dividends  programs 5, 793, 488  2, 254,  582 

other. _. -..  48,656,410  52,797,084 

Savings  bonds. 6,623,058  7,273,797 

Adjustments  and  transfers - _ 234,886  252,322 


409, 274, 133        426, 491, 596 


Operations  financed  by  reimbursements: 

Railroad  Retirement  Board 12,152,596  12,894,907 

Bureau  of  Public  Debt  (General  Electric  Co.  bond  program) 933,775  978,591 

Total  workload— reimbursable  items. 13, 086, 371  13, 873, 498 


Total  workload _ _.--    422,360,504       440,365,094 

Deposits,  investments,  and  related  activities 

Federal  depositary  system. — The  types  of  depositary  services  pro- 
vided and  the  number  of  depositaries  for  each  of  the  authorized  serv- 
ices as  of  June  30,  1967  and  1968,  are  shown  in  the  following  table : 

Type  of  service  provided  by  depositaries  1967  1968 

Receive  deposits  from  taxpayers  and  purchasers  of  public  debt  securities,  for  credit 

in  Treasury  tax  and  loan  accounts.. _.- 12,362  12,613 

Receive  deposits  from  Govermnent  officers  for  credit  in  Treasurer's  general  ac- 
counts  1.373  1,506 

Maintain  official  checking  accounts  of  Government  officers 6, 863  7,  273 

Furnish  bank  di-afts  to  Government  officers  in  exchange  for  collections 1, 100  1,  250 

Maintain  State  unemployment  compensation  benefit  payments  and  clearing  ac- 
counts  - .  - 52  53 

Operate  limited  banking  facilities: 

In  the  United  States  and  its  outlyuig  areas 248  245 

In  foreign  areas _.- 227  218 


Investmxents. — Government  trust  funds  are  invested  in  marketable 
U.S.  securities,  participation  certificates,  Government  agency  securi- 
ties, and  special  securities  issued  for  purchase  by  the  major  trust 
funds  as  authorized  by  law. 

See  the  Statistical  Appendix  for  table  showing  the  holdings  of 
public  debt  securities,  agency  securities,  and  participation  certificates 
by  Government  agencies  and  accounts. 
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Loans  hy  the  Treasiin/ .—The  Bureau  administers  loan  agreements 
Avith  those  corporations  and  agencies  that  have  authority  to  borrow 
from  the  Treasury.  See  the  Statistical  Appendix  for  tables  showing 
the  status  of  Treasury  loans  to  Government  corporations  and  agencies 
as  of  June  30,  1968.  .  ..  tto^. 

Surety  ho tids.— Executive  agencies  are  required  by  law  (6  U.S.C. 
U)  to  obtain,  at  their  own  expense,  blanket,  position  schedule,  or  other 
types  of  surety  bonds  covering  employees  required  to  be  bonded.  The 
legislative  and  judicial  branches  are  permitted  bv  law  to  follow  the 
same  procedure.  A  summary  of  bonding  activities  of  Government 
agencies  follows : 

Number  of  oflBcers  and  employees  covered  on  June  30,  1968 971,  891 

Aggregate  penal  sums  of  bonds  procured .$3,542,610,350 

Total  premiums  paid  by  the  Government  in  fiscal  1968 $266, 125 

Administrative  expenses  in  fiscal  1968 $71,461 

Foreign  indebtedness 

World  War  /.—During  fiscal  1968  the  first  payment  of  $328,898.02 
was  made  pursuant  to  the  agreement  of  May  28,  1964,  between  the 
United  States  and  Greece  concerning  the  refinancing  of  a  portion  of 
the  Greek  debt.  For  status  of  World  War  I  indebtedness  to  the  United 
States  see  the  Statistical  Appendix. 

Credit  to  the  United  Kingdom.— T\\e  Government  of  the  United 
Kingdom  made  a  principal  payment  of  $60.9  million  and  an  interest 
payment  of  $67  million  on  December  31,  1967,  under  the  Financial 
Aid  Agreement  of  December  6,  19-15,  as  amended  March  6,  1957.  The 
interest  payment  includes  $8.6  million  representing  interest  on  prin- 
cipal and  interest  installments  previously  deferred.  Through  June  30, 
1968,  cumulative  payments  totaled  $1,651.6  million,  of  which  $930.1 
million  was  interest.  A  principal  balance  of  $3,028.5  million  remains 
outstanding;  interest  installments  of  $262.6  million  which  have  been 
deferred  by  agreement  also  were  outstanding  at  the  fiscal  yearend. 

Japan.,  postioar  economic  assistance. — The  Government  of  Japan 
made  payments  in  fiscal  year  1968  of  $35.6  million  principal  and  $8.3 
million  interest  on  its  indebtedness  arising  from  postwar  economic 
assistance.  Cumulative  payments  through  June  30,  1968,  totaled  $185.5 
million  principal  and  $56  million  interest,  leaving  an  unpaid  principal 
balance  of  $304.5  million. 

Payment  of  claims  against  foreign  governments 

The  eighth  installment  of  $2  million  was  received  from  the  Polish 
Government  under  the  Agreement  of  July  16, 1960,  and  a  pro  rata  pay- 
ment of  2.305  percent  on  the  unpaid  balance  of  each  award  was 
authorized. 

The  Foreign  Claims  Settlement  Commission  notified  the  Secretary 
of  the  Treasury  of  the  final  amount  of  the  awards  adjudicated  under 
the  War  Claims  Act  of  1948,  as  amended,  and  a  pro  rata  payment  of 
61.3  percent  on  the  imimid  balance  of  each  award  over  $10,000  was 
authorized. 

The  Commission  recertified  Hungarian  war  damage  awards  amount- 
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ing  to  $5.7  million.  Under  the  War  Claims  Act  of  1948,  as  amended, 
payments  made  on  awards  recertified  could  not  exceed  40  jDercent  of 
the  amount  of  the  award  recertified. 

The  Foreign  Claims  Settlement  Commission  at  the  fiscal  yearend 
was  certifying  to  the  Secretary  of  the  Treasury  awards  for  payment 
under  the  International  Claims  Settlement  Act  of  1949,  as  amended, 
and  the  Yugoslav  Claims  Agreement  of  November  5, 1964.  Initial  pay- 
ments up  to  $1,000  on  all  awards  certified  were  authorized  and  pay- 
ments were  being  made  at  the  fiscal  yearend.  See  the  Statistical  Appen- 
dix for  more  details. 

Defense  lending 

Defense  Production  Act. — Loans  outstanding  were  reduced  from 
$11.7  million  to  $10.1  million  during  fiscal  1968.  Further  transfers  of 
$1.7  million  were  made  to  the  account  of  the  General  Services  Ad- 
ministration, from  the  net  earnings  accumulated  since  inception  of 
the  program,  bringing  the  total  of  these  transfers  to  $23.8  million. 

Federal  Civil  Defense  Act. — Outstanding  loans  were  reduced  from 
$429,706  to  $386,375  during  fiscal  1968. 

Liquidation  of  Reconstruction  Finance  C  or jy  or  at  ion  ass'ets. — The 
Secretary  of  the  Treasury's  responsibilities  in  the  liquidation  of  RFC 
assets  relate  to  completing  the  liquidation  of  business  loans  and  securi- 
ties with  individual  balances  of  $250,000  or  more  as  of  Jmie  30,  1957, 
and  securities  of  and  loans  to  railroads  and  financial  institutions.  Net 
income  and  proceeds  of  liquidation  amounting  to  $54.2  million  have 
been  paid  into  Treasury  as  miscellaneous  receipts  since  July  1,  1957. 
Total  unliquidated  assets  as  of  June  30,  1968,  had  a  gross  book  value 
of  $5.0  million. 

Liquidation  of  Postal  Sayings  System 

Effective  July  1,  1967,  pursuant  to  the  act  of  March  28,  1966  (39 
U.S.C.  5225-5229)  the  unpaid  deposits  of  the  Postal  Savings  System 
as  shown  on  the  books  of  the  Board  of  Trustees,  totaling  $56,788,958.29 
(including  accrued  interest  due),  were  to  be  transferred  to  the  Secre- 
tary of  the  Treasury,  of  which  $50  million  was  transferred  during 
fiscal  1968.  These  deposits  are  held  in  trust  by  the  Secretary  pending 
proper  application  for  payment.  Under  interim  arrangements,  except 
for  certain  dormant  accounts,  local  post  offices  process  applications 
for  withdrawal  of  funds  by  depositors  and  forward  them  to  the 
Bureau  for  payment.  Payments  totaling  $35,350,234.78  were  made 
during  fiscal  1968. 

Federal  tax  deposits  (depositary  receipts) 

In  fiscal  1967  the  Federal  Tax  Deposit  System  was  used  for  the  col- 
lection of  corporate  income  taxes  only.  During  fiscal  1968,  this  modified 
depositary  receipts  procedure  was  extended  to  all  other  classes  of 
taxes  formerly  handled  through  the  depositary  receipts  system.  As 
discussed  in  the  description  of  the  new  system  on  page  11  of  the  1967 
annual  report,  the  Bureau  of  Accounts  prepares  and  mails  the  Fed- 
eral tax  deposit  forms  quarterly  to  private  enterprises.  During  fiscal 
year  1968,  five  disbursing  centers  handled  a  total  volume  exceeding 
51  million  forms,  involving  approximately  4  million  taxpayers.  The 
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following  ta))lc  shows  tlie  volume  of  deposits  processed  for  fiscal  years 
1960-68. 

Individual  Railroad  Federal  Corporate 

Fiscal  year                       income  and  retirement  excise  income             Total 

social  seen-  taxes  taxes  taxes 
rity  taxes 

1960  9,469,057  10,625  598,881 10,078,563 

1961  9,908,068  10,724  618,971  _ 10,537,763 

1962                               10,477,119  10,262  610,026 11,097,407 

1963  11,161,897  9,937  619,519 11,791,353 

1964  11,729,243  9,911  633,437 12.372,591 

1965                                         12,012,385  9,859  644,753 12,666,997 

1966  12,518,436  9,986  259,952 12,788,374 

1967                                      15,007,304  10,551  236,538               22,783  15,277,176 

1968. -       17,412,921  14,596  233,083             394,792  18,055,392 

Note.— Comparable  data  for  1944-59  will  be  found  in  the  1962  annual  report,  page  141. 

Government  losses  in  shipment 

Claims  totaling  $156,694.35  were  paid  from  the  revolving  fund 
established  by  the  Government  Losses  in  Shipment  Act,  as  amended. 
Details  of  operations  under  this  act  are  show^n  in  the  Statistical 
Appendix. 

Other  operations 

Donations  and  contributions. — During  the  year  the  Bureau  of  Ac- 
counts received  "conscience  fund"  contributions  totaling  $28,371.63 
and  other  unconditional  donations  totaling  $520,845.29.  Other  Gov- 
ernment agencies  received  conscience  fund  contributions  and  uncondi- 
tional donations  amounting  to  $7,779.89  and  $798,067.81,  resi)ectively. 
Conditional  gifts  to  further  the  defense  effort  amounted  to  $3,774.31. 
Gifts  of  money  and  the  proceeds  of  real  or  personal  property  donated 
in  fiscal  1968  for  the  purpose  of  reducing  the  public  debt 
amounted  to  $98,942.97,  of  vs^hicli  $98,301.71  was  used  to  redeem  public 
debt  securities. 

BUREAU  OF  THE  PUBLIC  DEBT 

The  Bureau  of  the  Public  Debt,  in  support  of  the  management  of 
the  public  debt,  has  responsibility  for  the  preparation  of  Treasury 
Department  circulars  offering  public  debt  securities,  the  direction  of 
the  handling  of  subscriptions  and  making  of  allotments,  the  formula- 
tion of  instructions  and  regulations  pertaining  to  each  security  issue, 
the  issuance  of  the  securities,  and  the  conduct  or  direction  of  transac- 
tions in  those  outstanding.  The  Bureau  is  responsible  for  the  final  audit 
and  custody  of  retired  securities,  the  maintenance  of  the  control 
accounts  covering  all  public  debt  issues,  the  keeping  of  individual 
accounts  with  owners  of  registered  securities  and  authorizing  the 
issue  of  checks  in  payment  of  interest  thereon,  and  the  handling  of 
claims  on  account  of  lost,  stolen,  destroyed,  or  mutilated  securities. 

The  Bureau's  principal  office  and  headquarters  is  in  Washington, 
D.C.  Offices  also  are  maintained  in  Chicago,  111.,  and  Parkersburg, 
W.  Va.,  where  most  Bureau  operations  related  to  U.S.  savings  bonds 
and  U.S.  savings  notes  are  handled.  Under  Bureau  supervision  many 
transactions  in  public  debt  securities  are  conducted  by  the  Federal 
Reserve  banks  and  their  branches  as  fiscal  agents  of  the  United  States. 
Selected  post  offices,  private  financial  institutions,  industrial  organiza- 
tions, and  others    (approximately  19,000  in  all)    cooperate  in  the 
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issuance  of  savings  bonds  and  savings  notes,  and  approximately  16,500 
financial  institutions  act  as  paying  agents  for  savings  bonds. 

Management  improyement 

Kegulations  and  implementing  procedures  providing  for  the  use  of 
book-entry  Treasury  securities  were  put  into  effect  as  of  January  1, 
1968.^  These  book-entry  securities  consist  of  transferable  Treasui-y 
bonds,  notes,  certificates  of  indebtedness,  and  bills  represented  by  en- 
tries in  the  records  of  the  issuing  Federal  Eeserve  bank,  as  distin- 
guished from  definitive  securities  represented  by  distinctively  printed 
pieces  of  paper.  Transactions  are  accomplished  by  accounting  entries, 
rather  than  through  the  issue,  exchange,  and  retirement  of  physical 
securities.  The  adoption  of  the  book-entry  system  culminated  a  joint 
study  by  the  Treasury  and  the  Federal  Eeserve  banks,  of  some  4  years 
duration.-  The  system  was  designed  to  take  advantage  of  modern 
equipment  and  technology  in  reducing  paperwork,  while  enhancing 
the  attractiveness  and  safety  of  Treasury  securities.  In  its  initial  ap- 
plication, the  book-entry  system  was  limited  to  transferable  Treasury 
securities  deposited  with  a  Federal  Reserve  bank  or  branch  as  col- 
lateral for  Treasury  tax  and  loan  accounts;  as  collateral  for  the 
deposit  of  public  moneys ;  or,  by  a  member  bank,  for  safekeeping  or 
as  collateral  for  advances.  Studies  have  been  undertaken  to  determine 
the  feasibility  of  expanding  the  system  to  include  other  classes  of 
securities  not  initially  eligible. 

To  take  maximum  advantage  of  the  book-entry  system,  the  Depart- 
ment arranged  to  have  all  transferable  Treasury  securities  held  for 
Government  investment  accounts  deposited  with  the  Federal  Reserve 
Bank  of  New  York  in  book-entry  form.  Special  Treasury  issues  rep- 
resenting the  investment  of  various  Government  trust  funds  were  also 
converted  to  a  book-entry  system  operated  within  the  Department. 
The  Bureau  of  the  Public  Debt  maintains  the  book-entry  accounts  for 
these  special  issues. 

Beginning  in  January  1968  the  Federal  Reserve  banks  were  author- 
ized to  issue  registered  Treasury  securities.  This  delegation  to  the 
banks  is  intended  primarily  as  a  means  of  improving  service  to  security 
owners  through  the  accelerated  delivery  of  registered  bonds  and  notes. 

The  conversion  of  the  current  income  savings  bonds  operations  of  the 
Chicago  office  to  an  electronic  data  processing  system  was  completed 
in  December  1967.  The  converted  activities  include  the  audit  and 
classification  of  transactions;  the  establishment  and  maintenancei  of 
accounts  of  owners ;  and  the  preparation  of  tapes  to  furnish  data  to 
the  regional  disbursing  office  for  use  in  issuing  interest  checks  and  to 
the  Internal  Revenue  Service  in  connection  with  interest  paid.  Signifi- 
cant monetary  benefits  are  being  realized  and  service  to  the  public  has 
been  improved. 

During  the  year  a  computer  s;7stem  was  selected  for  installation  in 
the  Washington  office,  and  the  training  of  programers,  the  development 
and  testing  of  programs,  and  site  preparation  were  undertaken.  The 
initial  objective  of  the  system  is  the  conversion  of  public  debt  account- 
ing and  other  operations  now  performed  on  conventional  tabulating 
equipment.  The  equipment  is  to  be  installed  during  July  1968. 

'  See  exhibit  3. 

2  See  1967  annual  report,  page  88. 
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The  Parkersburg  office  has  continued  to  emphasize  the  project  of 
having  large  volume  issuing  agents  which  use  computers  report  sav- 
ings bonds  issue  data  on  magnetic  tape  and  microfilm  in  lieu  of  reg- 
istration stubs.  One  additional  Federal  Resen-e  bank  converted  to 
this  system  during  the  year,  bringing  to  six  the  number  of  agents  re- 
ix)rting  on  tape.  Pilot  studies  were  also  initiated  with  four  other 
agents.  The  office  has  now  acquired  a  micromatic  i)rinter  which  can 
generate  microfilm  of  registration  data  direct  from  magnetic  tape. 
This  will  eliminate  the  microfilming  re(]uirement  for  agents  which 
are  now  reporting  on  tape,  and  will  permit  extension  of  the  report- 
ing system  to  agents  which  use  computers  but  do  not  have  microfilm 
facilities. 

The  efficiency  and  versatility  of  the  Parkersburg  office  EDP  system 
have  been  increased  by  the  installation  of  additional  peripheral  equip- 
ment. Encoders  pennit  the  entry  of  data  directly  onto  magnetic  tape, 
rather  than  through  the  medium  of  punch  cards.  The  original  appli- 
cation of  these  machines  m  recording  numeric  data  relating  to  retired 
paper  lx)nds  has  demonstrated  their  economy  of  operation.  Supple- 
menting the  encoders  is  equipment  that  permits  the  interchange  of 
data  between  one-half  inch  and  three-quarter  inch  tapes.  This  facility 
makes  possible  the  onsite  conversion  of  half-inch  tapes  supplied  by 
issuing  agents,  as  well  as  the  tapes  from  the  encoders. 

Safekeeping  facilities  for  U.S.  savings  bonds  and  notes  issued  to 
members  of  the  Army  and  Air  Force,  heretofore  provided  by  the  Fed- 
eral Reserve  Bank  of  Chicago  at  Bureau  expense,  will  be  assumed  by 
those  services,  starting  with  bonds  and  notes  issued  after  June  30, 1968. 
The  concentration  of  the  operations  within  the  Department  of  Defense 
should  benefit  service  personnel. 

Bureau  operations 

The  extent  of  the  change  in  the  comi)Osition  of  the  joublic  debt  is 
one  measure  of  the  Bureau's  work.  The  debt  falls  into  two  broad 
categorie.s:  public  issues  and  special  issues.  Public  issues  consist  of 
marketable  Treasury  bills,  certificates  of  indebtedness,  notes,  and 
bonds ;  and  nonmarketable  securities,  chiefly  U.S.  savings  bonds,  U.S. 
savings  notes,  U.S.  retirement  plan  bonds,  and  Treasur)^  bonds  of  the 
investment  series.  Special  issues  of  certificates,  notes,  and  bonds  are 
made  by  the  Treasury  directly  to  various  Government  trust  and  cer- 
tain other  accounts  and  are  payable  only  for  these  accounts. 

During  the  year,  35,629  individual  accounts  covering  publicly  held 
registered  securities  other  than  savings  bonds,  savings  notes,  and  re- 
tirement plan  bonds  were  opened  and  27,323  were  closed.  This  in- 
creased the  number  of  open  accounts  to  223,199  covering  registered 
securities  in  the  principal  amount  of  $11,239  million.  There  were 
416,980  interest  checks  with  a  value  of  $389  million  issued  during  the 
year. 

Redeemed  and  canceled  securities  other  than  savings  bonds,  savings 
notes,  and  retirement  plan  bonds  received  for  audit  included  6,400,800 
bearer  securities  and  236,496  registered  securities.  Coupons  totaling 
16,357,783  were  received. 

During  the  year  15,933  registration  stubs  of  retirement  plan  bonds 
and  3,184  retirement  plan  bonds  were  received  for  audit. 
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A  summary  of  public  debt  operations  handled  by  the  Bureau  appears 
on  pages  ll-:^0  of  this  report  and  in  the  Statistical  Appendix. 

U.S.  savings  bonds. — The  issuance  and  redemption  of  savings  bonds 
results  in  a  heavy  administrative  burden  for  the  Bureau  of  the  Public 
Debt,  involving:  maintenance  of  alphabetical  and  numerical  owner- 
ship records  for  the  3.1  billion  bonds  issued  since  1935 ;  adjudication  of 
claims  for  lost,  stolen,  and  destroyed  bonds  (which  totaled  2,3  million 
pieces  on  June  30,  1968)  ;  and  the  handling  and  recording  of  retired 
bonds. 

Detailed  information  on  sales,  accrued  discount,  and  redemptions  of 
savings  bonds  will  be  found  in  the  Statistical  Appendix. 

There  were  121  million  stubs  or  records  on  magnetic  tape  and  micro- 
film representing  the  issuance  of  series  E  bonds  received  for  registra- 
tion, making  a  grand  total  of  3,001  million,  including  reissues,  received 
through  June  30, 1968. 

All  registration  stubs  of  series  E  savings  bonds  and  all  retired  series 
E  savings  bonds  are  microfilmed,  audited,  and  destroyed,  after  re- 
quired permanent  record  data  are  prepared  by  an  EDP  system  in  the 
Parkersburg  office.  The  following  table  shows  the  status  of  processing 
operations  for  savings  bonds  and  savings  notes  in  the  Parkersburg 
office. 


Con-  Balance 

verted     Audited  

Fiscal  year         Re-     Micro-       Key       to  mag-       and         De-  Not  con- 

ceived  filmed  punched      netic        classi-    stroyed     Un-     Not  key  verted  to  Unau- 
tape  fled  filmed  punched  magnetic    dited 

tape 

Stubs  of  issued  card  type  series  E  savings  bonds  (in  millions  of  pieces) 

1958-63 508  506  503  503  600  436  2.7  4.7  4.7  8.2 

1964 100  98  98  98  98  96  4.6  7.2  7.2  9.9 

1965 98  101  101  101  102  124  2.3  4.5  4.5  6.6 

1966 101  101  100  100  100  100  2.3  5.5  5.9  7.5 

1967.. 104  104  105  105  103  103  2.6  5.2  5.2  8.9 

1968 102  103  103  103  103  98  1.7  4.4  4.4  8.1 

Total"....     1,014      1,013  1,010  1,010  1,006         957 

Retired  card  type  series  E  savings  bonds  and  savings  notes  2  (in  millions  of  pieces) 

1958-63 305  303  301  301  299  257  2.2  3.8  3.8  5.8 

1964 70  70  69  69  69  83  2.3  5.0  5.0  6.8 

1965 75  76  77  77  77  60  1.7  3.2  3.5  5.2 

1966 82  81  80  80  80  92  2.2  5.0  5.0  6.5 

1967 87  88  87  87  86  85  2.0  4.9  5.5  8.3 

1968 95  94  96  97  95  84  2.5  3.6  3.6  7.6 

Total 714         711  710  710  706         661  

Retired  paper  type  series  E  savings  bonds  (in  millions  of  pieces) 

1962-633 22.6  22.0  21.5  21.5  20.6  5.1  0.6  1.1  1.1  2.0 

1964 22.4  22.4  22.1  22.1  22.3  23.4  .6  1.4  1.4  2.1 

1965 20.4  20.5  21.0  20.9  21.2  11.0  .5  .8  .9  1.3 

1966 19.3  19.4  19.1  19.2  19.3  33.9  .4  1.0  1.0  1.3 

1967...  16.8  16.8  17.0  17.0  16.7  16.0  .4  .8  .8  1.4 

1968 15.2  16.2  15.3  15.2  15.3  13.8  .4  .7  .8  1.3 

Total 116.7      116.3  116.0  115.9  115.4      103.2 

Stubs  of  issued  United  States  savings  notes  2  (in  millions  of  pieces) 

1967 "7*)  V)  (*)  (*)  (*)  (*)  V)  (*)  (*)  W 

1968 6.9  6.6  6.5  6.5  6.2  2.3  0.3  0.4  0.4  0.7 

*Less  than  50,000. 

1  Excludes  records  received  on  magnetic  tape  and  microfilm:  6.3  million  in  1965,  6.4  million  in  1966,  12.8 
million  in  1967,  and  17.2  million  in  1968,  for  a  total  of  41.7  million. 

2  U.S.  savings  notes  were  fu'st  issued  in  May  1967. 

'  In  1962  (and  in  prior  years)  most  paper  type  bonds  were  processed  in  other  offices  manually  and  on 
tabulating  equipment. 
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Of  the  l()().l  million  series  A-E  savin^-s  bonds  redeemed  and  charged 
to  the  ]^ureau  during  the  year  103.5  million  (97.6  i)ercent)  -were  re- 
deemed by  authorized  paying  agents.  For  these  redemptions  these 
agents  were  reimbursed  quarterly  at  the  rate  of  15  cents  each  for  the 
first  1,000  bonds  paid  and  10  cents  each  for  all  over  the  tirst  1,000  for  a 
total  of  $i;),3-}:9,4;39  and  an  average  of  12.89  cents  per  bond. 

The  following  table  shows  the  nnml)er  of  savings  bonds  outstanding 
as  of  June  oO,  19G8,  by  series  and  denomination. 


Series » 

Total 

Denomination  (in  tiiousands  of  pieces) 

$10 

$25 

$50 

$75 

$100 

$200 

$500 

$1,000 

$5,000 

$10,000 

$100,000 

E... 

H 

.  504,616 
.      6, 955 

2 
'.             3 

'           33 
30 
66 
108 
56 

596 

270,412 

115,945 

3,703 

81, 001 

8,707 

11,967 
.     2,702 

.      (*) 
.      (*) 
(•) 
2 
2 
13 
11 
18 

12, 235 

3,836 

(*) 

(•) 

1 

3 

4 

18 

22 

31 

"""319" 

48 
98 

2 

A 

1 

1 

3 
13 
15 

26" 

(•) 
1 
1 
6 

1 
1 
2 
9 
9 
34 
44 

B 

C 

D... 

F 

1 
2 
4 

......... 

(*) 
3 
3 

Q 

J 

K 

(•) 
(*) 

Total.. 

.  511,876 

596 

270,471 

115, 953 

3,703 

81, 101 

8,707 

14,  715 

16,150 

326 

152 

2 

*Less  tlian  500  pieces. 

•  Currently  only  bonds  of  Series  E  and  H  are  on  sale. 


The  following  table  show^s  the  number  of  issuing  and  paying  agents 
for  series  A-E  savings  bonds  by  classes. 


June  30 


Post 
offices  ' 


Banks 


Building 
and  savings 

and  loan 
associations 


Companies 
Credit  operating 
unions  payroll 

plans 


All         Total  2 
others 


Issuing  agents 


1945 24,038 

1950 25,060 

1955 _-.- 

I960.. 

1964 

1965 _--- 

1966.. 

1967.. 

1968 -- 

1945 13,466 

1950-.. - -  15,623 

1955.. 16,269 

1960 17,127 

1964 - 14,039 

1965.. 14,190 

1966.. 14,247 

1967 14,264 

1968 14,304 


.      24, 038 

15, 232 

3,  477          2,  081 

'  9,  605 

(') 

54,  433 

.      25, 060 

15,  225 

1, 557             522 

3,052 

550 

45, 966 

2,  476 

15,  692 

1, 555             428 

2,  942 

588 

23,681 

1,  093 

16,  430 

1, 851             320 

2, 352 

643 

22, 695 

977 

13,  908 

1, 702             252 

1,783 

528 

19, 150 

943 

14, 095 

1, 702             246 

1,695 

510 

19, 191 

934 

14,114 

1, 710             241 

1,  621 

482 

19, 102 

901 

14, 181 

1, 717             231 

1,541 

460 

19,  031 

870 

14,  234 

1, 701             227 

1,485 

448 

18, 965 

Paying  agents 

13.466 

874  137  _ 57  16,691 

1,188  139 56  17,652 

1,797  169. 60  19,153 

1,779  158  15  15,991 

1,816  157  15  16,178 

1,857  164  15  16,283 

1,884  165 14  16,327 

1,970  175 79  16,528 


'  Estimated  by  the  Post  Oince  Depmtment  for  1955  and  thereafter.  Sale  of  series  E  savings  bonds  was 
discontuiut'd  ;it  post  offices  at  the  clo'^e  of  business  on  Dec.  31,  1953,  except  in  those  localities  where  no  other 
public  facilities  for  tlieir  sale  were  availatjle. 

2  EtTt'Ctive  Dec.  31,  1960,  a  substantial  reduction  was  made  due  to  reclassification  by  Federal  Reserve 
banks  to  include  only  the  actual  number  of  entities  currently  ((ualiiied.  Does  not  include  branches  active 
in  the  savings  bond  program. 

'  "All  others"  included  with  companies  operating  payroll  plans. 
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Interest  checks  issued  on  current  income-type  savings  bonds  (series 
H  and  K)  during  the  year  totaled  4,759,121  with  a  value  of  $329,055,- 
491.  New  accounts  established  for  series  H  bonds,  the  only  current 
income-type  savings  bonds  presently  on  sale,  totaled  104,523  while  ac- 
counts closed  for  series  H  bonds  totaled  171,476,  a  decrease  of  66,953 
accounts. 

Applications  received  during  the  year  for  the  issue  of  duplicates  of 
savings  bonds  lost,  stolen,  or  destroyed  after  receipt  by  the  registered 
owner  or  his  agent  totaled  42,532.  In  24,106  of  such  cases  the  issuance 
of  duplicate  bonds  was  authorized.  In  addition,  24,496  applications 
for  relief  were  received  in  cases  where  the  original  bonds  were  re- 
ported as  not  being  received  after  having  been  mailed  to  the  registered 
owner  or  his  agent. 

OFFICE  OF  THE  TREASURER  OF  THE  UNITED  STATES 

The  Treasurer  of  the  United  States  is  responsible  for  the  receipt, 
custody,  and  disbursement,  upon  proper  order,  of  the  public  moneys 
and  for  maintaining  records  of  the  source,  location,  and  disposition  of 
these  funds.  The  functions  performed  by  the  Treasurer's  Office  include 
the  verification  and  destruction  of  U.S.  paper  currency;  the  redeni})- 
tion  of  public  debt  securities ;  the  keeping  of  cash  accounts  in  the  name 
of  the  Treasurer;  the  acceptance  of  deposits  made  by  Government 
officers  for  credit;  and  the  custody  of  bonds  held  to  secure  public 
deposits  in  commercial  banks.  In  addition.  Federal  Reserve  banks,  as 
depositaries  and  fiscal  agents  of  the  United  States,  perform  many 
similar  functions  for  the  Treasurer. 

Commercial  banks  qualifying  as  depositaries  provide  banking 
facilities  for  the  Government  in  the  United  States  and  in  foreign 
countries.  Data  on  the  transactions  handled  for  the  Treasurer  by 
Federal  Reserve  banks  and  commercial  banks  are  reported  daily  to 
the  Treasurer  and  are  entered  in  the  Treasurer's  general  accounts. 

The  Treasurer  maintains  current  summary  accounts  of  all  receipts 
and  expenditures ;  pays  the  principal  and  interest  on  the  public  debt ; 
provides  checking  account  facilities  for  Government  disbursing  officers, 
corporations,  and  agencies;  pays  checks  drawn  on  the  Treasurer  of 
the  United  States  and  reconciles  the  checking  accounts  of  the  disburs- 
ing officers ;  procures,  stores,  issues,  and  redeems  U.S.  currency ;  audits 
redeemed  Federal  Reserve  currency;  examines  and  determines  the 
value  of  mutilated  currency ;  and  acts  as  special  agent  for  the  payment 
of  principal  and  interest  on  certain  securities  of  U.S.  Government 
corporations. 

The  Office  of  the  Treasurer  maintains  facilities  at  the  Treasury  to : 
Accept  deposits  of  public  moneys  by  Government  officers;  cash  U.S. 
savings  bonds  and  checks  drawn  on  the  Treasurer ;  receive  excess  and 
unfit  currency  and  coins  from  banks  in  the  Washington,  D.C.,  area; 
and  conduct  transactions  in  both  marketable  and  nonmarketable  pub- 
lic debt  securities.  The  Office  also  prepares  the  "Daily  Statement  of 
the  United  States  Treasury"  and  the  monthly  "Statement  of  T^^nited 
States  Currency  and  Coin." 
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Under  the  authority  delegated  by  the  Comptroller  General  of  the 
United  States,  the  Treasurer  processes  claims  arising  from  forged 
endorsements  and  other  irregularities  involving  checks  paid  by  the 
Treasurer  and  passes  upon  claims  for  substitute  checks  to  replace  lost 
or  destroyed  unpaid  checks. 

The  Treasurer  of  the  United  States  is  custodian  of  bonds  held  to 
secure  public  deposits  in  commercial  banks,  and  miscellaneous  secu- 
rities lield  for  other  agencies. 

Management  improvements 

Federal  Reserve  notes. — On  January  1,  1968,  under  the  Secretary's 
authority  as  set  forth  in  Public  Law  89-427,  enacted  May  20,  1966,  the 
verification  and  destruction  of  unfit  Federal  Reserve  notes  in  the  Re- 
serve banks  was  extended  to  the  $20,  $50,  and  $100  denominations. 
Notes  of  these  denominations,  totaling  about  188  million  pieces  a  year, 
will  no  longer  be  shipped  to  the  Treasury  where  they  formerly  were 
verified  and  destroyed.  The  Federal  Reserve  Audit  Branch  in  tlie  Cur- 
rency Redemption  Division  of  this  office  has  been  abolished.  Tlie  re- 
alinement  of  procedures  and  decentralization  of  this  function  are 
estimated  to  result  in  amiual  recurring  savings  of  $346,000  and  50 
man-years. 

ADP  management. — During  the  fiscal  year,  Avork  performed  for 
other  agencies  by  the  Treasurer's  Office  required  the  services  of  ADP 
personnel  valued  at  $210,000  and  computer  time  valued  at  $150,000. 
The  general  fund  of  the  Treasury  was  increased  by  about  $105,000  in 
reimbursements  for  such  computer  usage. 

The  payroll  processing  services  provided  by  the  Treasurer's  Office 
were  extended  in  July  1967,  to  about  350  employees  of  the  National  Gal- 
lery of  Art.  In  January  1968,  these  services  were  made  availal)le  to 
approximately  680  employees  in  four  installations  of  the  Bureau  of 
Prisons. 

The  second  phase  of  the  Federal  Tax  Deposit  program  began  in 
January  1968.  Under  this  procedure  approximately  7,200,000  payments 
received  from  the  banking  system  covering  income,  FICA,  excise, 
corporation,  and  other  taxes  were  converted  to  magnetic  tape  and 
furnished  to  the  Internal  Revenue  Service. 

The  procedure  for  distributing  the  stock  of  domestic  money  orders 
to  over  30,000  U.S.  Post  Offices  has  been  computerized  by  the  Treas- 
urer's Office.  Delivery  of  the  money  orders  is  now  made  each  (|uarter  on 
the  Imsis  of  requirements  developed  from  past  usage  experience.  Tlie 
l*ost  Office  has  indicated  that  this  autonuited  distribution  system  is 
expected  to  generate  $50,000  in  amiual  savings. 

Assets  and  liabilities  in  the  Treasurer's  account 

A  summary  of  the  assets  and  liabilities  in  the  Treasurer's  account  at 
the  close  of  the  fiscal  yeai'S  1967  and  1968  appears  in  the  Statistical 
Appendix. 

The  assets  of  the  Treasurer  consist  of  gold  and  silver  bullion,  coin 
and  coinage  metals,  paper  currency,  deposits  in   Ftnleral   Resei-ve 
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banks,  and  deposits  in  commercial  banks  designated  as  Government 
depositaries. 

Gold. — The  Treasurer's  gold  assets  declined  sharply  during  fiscal 
1968,  largely  as  the  result  of  contributions  to  an  international  pool 
supplying  gold  to  the  London  market.  On  March  16  and  17,  1968,  the 
contributing  members  of  the  pool  met  in  Washington  and  agreed  that 
officially-held  gold  should  be  used  only  for  transfers  among  monetary 
authorities  thereafter.^  The  outflow  was  slowed  appreciably  following 
this  action. 

The  net  reduction  of  $2,742.8  million  for  fiscal  1968  represents  sales 
of  $5,899.0  million,  purchases  of  $3,159.2  million,  deposits  by  the 
International  Monetary  Fund  of  $14.0  million  and  a  withdrawal  by 
the  Fund  of  $17.0  million. 

Silver. — In  July  1967  the  Department  discontinued  sales  of  silver  at 
the  monetary  value  of  $1.29+  per  ounce,  a  practice  which  it  had  fol- 
lowed up  to  that  time  to  keep  silver  coins  in  circulation.  An  adequate 
supply  of  the  new  silverless  coins  permitted  the  change  in  policy. 
Begimiing  on  August  4, 1967,  Treasury  silver  was  offered  for  sale  each 
week  on  a  bid  basis  through  the  General  Services  Administration  in 
amounts  needed  to  meet  domestic  demand.  In  March  1968  the  Bureau 
of  the  Mint  began  melting  down  silver  coins  returned  by  the  banking 
system,  and  beginning  in  May,  silver  from  this  source  was  also  offered 
for  sale.  By  the  yearend,  some  98  million  ounces  had  been  sold  in  this 
manner,  at  a  profit  of  $55  million,  which  was  deposited  to  the  general 
fund  of  the  Treasury. 

Under  the  act  of  June  24, 1967  ^  (31  U.S.C.  405a-3)  silver  certificates 
continued  to  be  exchangeable  for  silver  bullion  at  the  monetary  value 
of  $1.29+  per  ounce  until  June  24,  1968.  On  June  25,  1968,  in  com- 
pliance with  the  same  act,  165  million  ounces  of  silver  with  a  monetary 
value  of  $213.3  million  were  transferred  to  the  stockpiles  established 
pursuant  to  the  Strategic  and  Critical  Materials  Stock  Piling  Act. 

The  following  table  on  the  daily  Treasury  statement  basis,  sum- 
marizes transactions  in  silver  bullion  of  all  types  during  fiscal  1968. 


Fiscal  year  1968 


Silver  bullion  (in  millions) 


Held  to  secure 
certificates,    — 
monetary       Monetary 
value  value 


Held  for  coinage,  etc. 


Cost  value 


Uncurrent 
coin  value 


On  hand  July  1,  1967 -.- -.             $551.7  $17.5 

Received  (+),  or  disbursed  (—),  net _ —141.0  —.4 

Revalued (*)  

Exchanged  for  silver  certificates —94.0  —4.2 

Released  for  coinage -70.8  +70.8 

Withdrawn  as  secuiity  for  certificates —246. 0  +246. 0 

Used  in  coinage  or  in  coinage  metal -.  —37.2 

Transferred  to  General   Services   Administration 

stockpUe - - - -213.3 

On  hand  June  30,  1968 79.2 


(*)  $0. 3 
+$0.  6  +22. 8 
n         

-17.1 

'.'.'.'.'.v. -^5 

.6  5.5 


•Less  than  $50,000. 


»  See  exhibit  39. 

2  See  1967  annual  report,  p.  400. 


100   19  68  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Balances  tvifh  deposikrrJes.— The  following  table  shows  the  number 
of  each  class  of  depositaries  and  l)alanccs  on  June  30,  1968. 

Deposits  to 
Number  of       the  credit  of 
accounts  with     the  Treasurer 
depositaries  '  of  the 

United  States, 
June  30.  1968 

Federal  Reserve  banks  and  branches 36  2  $1,425,225,335 

other  domestic  depositaries  reporting  directly  to  the  Treasurer — 35  13,557,795 

Depositaries  reporting  through  Federal  Reserve  banks: 

General  depositaries,  etc - 2,355  141,140,744 

Special  depositaries,  Treasury  tax  and  loan  accounts 12,483  4,113,454,028 

Foreign  depositaries  s _ 61  35, 577, 405 

Total - - 14.970       5,728,955,307 

•  Includes  only  depositaries  having  balances  with  the  Treasurer  of  the  United  States  on  June  30,  1968. 
Excludes  depositaries  designated  to  furnish  official  checking  account  facilities  or  other  services  to  Govern- 
ment officers,  but  which  are  not  authorized  to  maintain  accounts  with  the  Treasurer.  Banking  institutions 
designated  as  general  depositaries  are  frequently  also  designated  as  special  depositaries  hence  the  total 
number  of  accounts  exceeds  the  number  of  institutions  involved. 

-  Includes  checks  for  $351,535,487  in  process  of  collection. 

3  Principally  l)ranclies  of  U.S.  banks  and  of  the  American  Express  International  Banking  Corp. 

Bureau  operations 

Receknng  and  dishursing  jniblic  moneys. — Government  officers  de- 
posit moneys  which  they  liaAe  collected  to  the  credit  of  the  Treasurer 
of  the  United  States.  Such  deposits  may  be  made  with  the  Treasurer 
at  Washini^ton,  or  at  Federal  Reserve  banks,  or  at  designated  Govern- 
ment depositaries,  domestic  or  foreign.  Certain  taxes  are  also  deposited 
directly  by  the  employei-s  or  manufacturers  w^ho  withliold  or  pay  them. 
All  payments  are  withdrawn  from  the  Treasurer's  account.  Moneys 
deposited  and  withdrawn  in  the  fiscal  years  1967  and  1968,  exclusive 
of  certain  intragovernmental  transactions,  are  shown  in  the  following 
table  on  the  daily  Treasury  statement  basis. 

Deposits,  withdrawals,  and  balances  in  the  Treasurer's  account  1967  1968 


Balance  at  beginning  of  fiscal  year $12,407,377,210         $7,758,994,525 


Cash  deposits: 

Internal  revenue,  customs,  trust  fund,  and  other  collections 163, 036, 203, 399  165, 086, 296, 205 

Public  debt  receipts  1 -.. ---  280,893,225,792  303,962,463,920 

Less: 

Accruals  on  savings  bonds  and  notes,  retirement  plan 

bonds,  and  Treasury  bills --- -4,705,989,274  -5,319,480,407 

Purchiisesby  (Jovernment  agencies -82,729,779,799  -75,264,118,336 

Sales  of  securities  of  Qovenmiont  agencies  in  market 14, 481, 607, 776  21,  793, 351, 288 

Total  deposits ---- 370,975,267,894  410,258,512,669 

Cash  withdrawals: 

Budget  and  trust  accounts,  etc.- 164,591,006,692  184,581,367,232 

Public  debt  redemptions  1 274,579,375,793  282,604,995,288 

Less: 

Redemptions  included  in  budget  and  trust  accounts —5,020,0,54,314  —5,315,093,680 

Redemptions  by  Govenunent  agencies -74,141,110,873  -70,956,764,690 

Redemptions  of  securities  of  Govermnent  agencies  in  market 16, 268, 217, 025  18, 313,  713, 142 

Total  withdrawals... - --- 376,277,434,323  409,228,217,292 

Change  in  clearing  accounts  (checks  outstanding,  deposits  in  transit, 

unclassified  transactions,  etc.),  net  deposits,  or  withdrawals  (— ) 653,  783,  744  —2, 095, 227,  780 

Balance  at  close  of  fiscal  year - 7,758,994,525  6,694,062,122 


'  For  details  see  Statistical  Appendix. 
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Insu'/ng  avd  redeeirvlng  'payer  currency. — U.S.  notes  were  the  only 
U.S.  paper  currency  issued  by  the  Office  of  the  Treasurer  during-  fiscal 
1968.  As  required  by  law  (31  U.S.C.  404)  these  notes  were  issued  in 
amounts  equal  to  those  redeemed.  Unfit  U.S.  paper  currency  is  re- 
deemed and  destroyed  at  the  Federal  Reserve  banks  and  branches  and 
at  the  Treasurer's  Office  in  Washington,  D.C. 

Federal  Reserve  notes  constitute  over  98  percent  of  the  paper  cur- 
rency in  circulation.  When  printed  by  the  Bureau  of  Engraving  and 
Printing  these  notes  were  formerly  delivered  to  the  Office  of  the  Comp- 
troller of  the  Currency  and  the  Treasurer's  Office,  to  be  held  in  jomt 
custody;  however,  this  arrangement  was  discontinued  in  April  1968 
in  the  interest  of  economy.  Under  Treasury  Department  Order  No.  95 
(Revision  No.  2),  dated  April  19,  1968  (see  exhibit  69),  the  newly 
printed  notes  are  retained  in  the  custody  of  the  Bureau  of  Engraving 
and  Printing  for  the  account  of  the  Comptroller  of  the  Currency,  The 
Bureau  ships  notes  to  Federal  Reserve  agents  and  their  representatives 
at  Federal  Reserve  banks  and  branches  as  needed.  Federal  Reserve 
banks  then  obtain  notes  for  issuance  to  the  commercial  banking  system 
by  depositing  equivalent  amounts  of  collateral  with  their  respective 
agents. 

As  the  notes  become  unfit  for  further  circulation  they  are  redeemed 
under  procedures  prescribed  by  the  Fiscal  Assistant  Secretary.  Notes 
of  the  $1,  $5,  and  $10  denominations  are  cancelled,  verified,  and  de- 
stroyed at  the  Federal  Reserve  banks  and  at  the  Treasurer's  Currency 
Redemption  Division  in  Washington  without  being  sorted  by  bank  of 
issue.  The  Federal  Reserve  Board  of  Governors  then  apportions  the 
redemption  of  such  notes  among  the  banks  of  issue  on  a  formula  basis. 
Since  January  1,  1968,  notes  of  the  $20,  $50,  and  $100  denominations 
are  sorted  by  bank  of  issue,  then  cancelled,  verified,  and  destroyed  at 
tlie  same  locations.  The  $500,  $1,000,  $5,000,  and  $10,000  denominations 
are  sorted  by  bank  of  issue,  cut  in  half  and  the  lower  halves  forwarded 
to  the  Treasurer's  Currency  Verification  Section  in  Washington,  the 
banks  retaining  the  upper  halves  and  adjusting  and  destroying  them 
after  the  Treasurer's  verification  is  completed.  In  all  cases  the  Federal 
Reserve  Board  of  Governors  serves  as  a  clearing  house  for  effecting 
appropriate  settlements  among  the  banks. 

The  Treasurer's  Office  accounts  for  Federal  Reserve  notes  from  the 
time  that  they  are  delivered  by  the  Bureau  of  Engraving  and  Printing 
mitil  finally  redeemed  and  destroyed.  The  accounts  show  tlie  amounts 
for  each  bank  of  issue  and  each  denomination  of  notes  hekl  in  the  re- 
serve vault,  held  by  each  Federal  Reserve  agent,  or  issued  and 
outstanding. 

The  Currency  Redemption  Division  redeems  unfit  paper  currency 
of  all  types  received  locally  in  Washington  and  from  Government  offi- 
cers abroad,  as  well  as  burned  or  mutilated  currency  from  any  source. 
During  fiscal  1968  the  Division  examined  and  identified  burned  and 
mutilated  currency  for  approximately  49,000  claimants  and  made  pay- 
ments therefor  totaling  $12,117,865. 

A  comparison  of  the  amounts  of  paper  currency  of  all  classes,  issued, 
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redeemed,  and  outstanding  during-  the  fiscal  years  1967  and  1968 
follows. 


Fiscal  year  1967 


Pieces 


Amount 


Fiscal  year  1968 


Pieces 


Amount 


Outstanding  July  1__. 5,264,762,001  $41,967,353,297  4,630,433,420  $42,495,177,099 

Issues  during  year 1,990,312,012  11,899,289,572  2,268,619,466  13,074,100,130 

Redemptions  duiing  year 2,624,640,593  11,371,465,770  2,074,016,826  10, 490,  H07, 086 

Outstanding  June  30- 4,630,433,420  42,495,177,099  4,825,036,060  45,078,310,143 

The  Statistical  Appendix  shows  by  class  and  denomination  the  value 
of  paper  currency  issued  and  redeemed  during  the  fiscal  year  1968 
and  the  amounts  outstanding  at  the  end  of  the  year ;  that  volume  also 
gives  further  details  on  the  stock  and  circulation  of  money  in  the 
United  States. 

Paying  grants  through  letters  of  credit. — Treasury  Department 
Circular  No.  1075,  dated  May  28, 1964,  established  a  procedure  "to  pre- 
clude withdrawals  from  the  Treasuiy  any  sooner  than  necessary"  in 
cases  where  Federal  programs  are  financed  by  grants  or  other  pay- 
ments to  State  or  local  governments  or  to  educational  or  other  insti- 
tutions. Under  this  procedure  Government  departments  and  agencies 
issue  letters  of  credit  which  permit  grantees  to  make  withdrawals  from 
the  account  of  the  Treasurer  of  the  United  States  as  they  need  funds 
to  accomplish  the  object  for  which  a  grant  has  been  awarded. 

By  the  close  of  fiscal  1968,  41  Government  agency  accounting  sta- 
tions were  making  disbursements  through  letters  of  credit.  A  total  of 
60,327  withdrawal  transactions,  aggregating  $18,310.8  million,  were 
processed  during  the  year,  compared  with  57,007  transactions,  totaling 
$13,955.6  million  for  the  preceding  year. 

Checking  accounts  of  disbursing  officers  and  agencies. — As  of  June 
30,  1968,  the  Treasurer  maintained  2,128  checking  accounts,  compared 
with  2,104  the  year  before.  The  number  of  checks  paid  by  categories  of 
disbursing  officers  during  fiscal  1967  and  1968  follow. 


Disbursine  officers 


Number  of  checks  paid 


1967 


1968 


Treasury 412,134,281  426,439,674 

Army - 36,629,305  38,883,267 

Navy 38,775,501  39,952,041 

Air  Force - 35,415,052  35,882,940 

other 26,822,415  28,571,971 

Total -.  549,776,554  569,729,893 


Settling  check  claims. — During  the  fiscal  year  the  Treasurer  proc- 
essed 628,406  requests  for  stop  payment  on  Government  checks  and 
97,755  requests  for  removal  of  stoppage  of  payments. 

The  Treasurer  acted  upon  329,768  paid  check  claims  during  the 
year,  including  those  referred  to  the  U.S.  Secret  Service  for  investiga- 
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tion  which  involved  the  forgery,  alteration,  counterfeiting,  or  fraudu- 
lent issuance  and  negotiation  of  Government  checks.  Keclamation  was 
requested  from  those  having  liability  to  the  United  States  on  46,976 
claims,  and  $5,307,083.59  was  recovered.  Settlements  and  adjustments 
were  made  on  35,620  cases  totaling  $5,848,107.39.  Disbursements  from 
the  check  forgery  insurance  fund,  established  to  enable  the  Treasurer 
to  expedite  settlement  of  check  claims,  totaled  $771,728.32.  As  recov- 
eries are  made,  these  moneys  are  restored  to  the  fund.  Settlements 
totaling  $6,698,196.60  have  been  made  from  the  Treasurer's  Check 
Forgery  Insurance  Fund  since  it  was  established  on  November  21, 1941. 

Claims  by  payees  and  others  involving  141,668  outstanding  checks 
were  acted  upon.  Of  these,  133,733  were  certified  for  issuance  of  sub- 
stitute checks  valued  at  $92,596,411.90  to  replace  checks  that  were  not 
received  or  were  lost,  stolen,  or  destroyed. 

The  Treasurer  treated  as  canceled  and  transferred  to  accounts  of 
agencies  concerned  for  adjustment  purposes  the  proceeds  of  18,100  un- 
available outstanding  checks,  totaling  $9,730,365.38. 

Collecting  checks  deposited. — Government  officers  during  the  year 
deposited  more  than  8,542,000  commercial  checks,  drafts,  money  or- 
ders, etc.,  with  the  Treasurer's  Cash  Division  in  Washington  for 
collection. 

Custody  of  securities. — The  face  value  of  securities  held  in  the  cus- 
tody of  the  Treasurer  as  of  June  30, 1967,  and  June  30, 1968,  is  shown 
below. 


June  30 
Purpose  for  which  held 


1967  1968 


As  collateral: 

To  secure  deposits  of  public  moneys  in  depositary  banks $59,514,600  $42,439,600 

In  lieu  of  sureties 4,227,850  4,622,000 

In  custody  for  Government  officers  and  others: 

For  tlie  Secretary  of  the  Treasury  1 --  33,086,328,515  33,173,227,275 

For  the  Comptroller  of  the  Currency 17,964,500  10,015,000 

For  the  Federal  Deposit  Insurance  Corporation 842,062,000  245,000,000 

For  the  Rural  Electrification  Administration 139, 661, 506  162, 733, 373 

For  the  District  of  Columbia 182,667,476  169,955,879 

Forthe  Commissioner  of  Indian  Affairs 37,728,250  53,245,650 

Foreign  obligations  2 12,045,086,451  12,040,894,451 

Other  3 52,660,356  49,087,296 

For  Government  security  transactions: 

Unissued  bearer  securities 1,737,334,000  4,190,314,800 

Total - 48,205,235,504      50,141,535,324 

'  Includes  those  securities  of  Government  corporations  and  other  business-type  activities  reported  in  the 
Statistical  Appendix  as  held  by  the  Treasury. 

2  Issued  by  foreign  governments  to  the  United  States  for  indebtedness  arising  from  World  War  I. 

3  Includes  U.S.  savings  bonds  in  safekeeping  for  individuals. 

Servicing  securities  for  Government  corporations  and  Federal 
agencies. — In  accordance  with  agreements  between  the  Secretary  of  the 
Treasury  and  various  Government  corporations  and  agencies,  the 
Treasurer  of  the  United  States  acts  as  special  agent  for  the  payment 
of  principal  of  and  interest  on  their  securities.  A  comparison  of  these 


104   19  6S  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

payments  during  the  fiscal  years  1967  and  1968,  on  the  daily  Treasury 
statement  basis,  is  as  follows. 


Payment  made  for 


Principal  Interest  Principal  Interest 

redeemed  paid  redeemed  paid 


Banks  for  cooperatives - $1, 783,  705, 000  $50,  203, 178  $2,  360,  260, 000  $59,  758, 851 

District  of  Columbia  Armory  Board - 781,641  813,981 

Federal  home  loan  I  lauks..  I.. , 5,565,395,000  341,123,959  5,222,730,000  226,814,788 

Federal  llousiiiK  Administration 106,644,750  23,486,977  55,496,650  23,415,580 

Federal  intermediate  credit  banks 3,756,645,000  146,476,292  4,100,310,000  159,051,722 

Federalland  banks 1,082,109,800  183,940,306  1,656,903,600  238,231,761 

Federal  National  Mortgage  Association 891,289,000  120,254,871  638,404,000  120,826,176 

Others. ----               139,475  45,607  159,025  39,160 

Total - 13,185,928.025  866,312,831  14,034,263,275  828,952,018 


Office  of  Foreign  Assets  Control 

The  Office  of  Foreign  Assets  Control  is  ivspoiisiblo  for  adniiiiister- 
ing  the  Treasury  Department's  freezing  controls.  During  fiscal  1968, 
the  controls  under  the  P^oreign  Assets  Control  Regulations  and  the 
Cuban  Assets  Control  Regulations  Avith  respect  to  trade  and  financial 
transactions  with,  and  assets  in  the  United  States  of  Communist  China, 
North  Kcn-ea,  North  Vietnam,  Cuba  and  their  nationals  and  the  pro- 
hibitions relating  to  the  purchase  abroad  and  importation  of  Commu- 
nist Chinese,  North  Korean,  Nortli  Vietnamese  and  Cuban 
merchandise  were  continued. 

The  Office  of  Foreign  Assets  Control  also  administered  M'itliout 
change  during  fiscal  1968  the  Transaction  Control  Regulations  which 
supplement  the  export  controls  exercised  by  tlie  Department  of  Com- 
merce over  direct  exports  from  tlie  United  States  to  Eastern  P^urope 
and  the  U.S. S.R.  These  prohibit,  unless  licensed,  any  person  within 
the  United  States  from  purchasing  or  selling  or  arranging  the  pur- 
chase or  sale  of  internationally  controlled  strategic  commodities 
located  outside  the  United  States  for  ultimate  delivery  to  the  Soviet 
Bloc.  As  in  the  case  of  both  the  Foreign  Assets  and  Cuban  Assets  Con- 
trol Regulations,  the  prohibitions  apply  not  only  to  domestic  Ameri- 
can companies  but  also  to  foreign  firms  owned  or  controlled  by  persons 
within  the  T''nited  States. 

The  administration  of  assets  remaining  blocked  under  the  AVorld 
"War  II  P'oreign  Pounds  Control  Regulaticms  which  were  transferred 
to  the  Office  of  Foreign  Assets  Control  from  the  Department  of  Jus- 
tice in  fiscal  196()  was  also  continued.  These  i-egulations  apply  to  assets 
blocked  under  Executive  Order  8389  of  Hungary,  Czechoslovakia, 
Estonia,  Latvia,  Lithuania,  P^ast  Germany,  and  nationals  thereof  who 
were  on  January  1,  1945,  in  Hungary  or  on  December  7,  1915,  in 
Czechoslovakia,  P^stonia,  Latvia  or  Lithuania  oi-  on  December  31, 
1946,  in  P2ast  Germany. 

In  addition,  the  Office  administered  unchanged  the  Rhodesian 
Transaction  Regulations,  issued  on  March  1,  1967,  under  P^xecutive 
Order  No.  11322  of  January  5,  1967,  implementing  the  United  Nations 
Security  Councirs  resolution  No.  232  of  Deceinber  16,  1966,  which 
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imposed  selective  mandatory  economic  sanctions  against.  Sonthein 
Rliodesia. 

Under  tlie  Foreign  Assets  Control  and  Transaction  Control  Regu- 
lations, the  number  of  specific  license  applications  received  ( including 
applications  reopened)  during  the  fiscal  year  ending  June  30,  1968, 
was  5,713.  During  that  period  a  total  of  5,08-1  was  acted  on. 

Under  the  Cuban  Assets  Control  Regulations,  1:52  applications  for 
licenses  were  received  (including  applications  reopened)  during  the 
fiscal  year,  and  451  applications  were  acted  on.  Comparal)le  figures 
under  the  Foreign  Funds  Control  Regulations  were  153  applications 
received  and  163  acted  on  and  under  the  Rhodesian  Transaction  Con- 
trol Regulations,  21  applications  received  and  22  acted  on. 

Certain  broad  categories  of  unexceptionable  transactions  are  cov- 
ered by  general  licenses  set  forth  in  the  regulations,  and  such  transac- 
tions may  be  engaged  in  by  interested  parties  without  need  for  securing 
specific  licenses. 

The  enforcement  efforts  of  the  Control  resulted  in  three  criminal 
convictions  during  the  fiscal  year  for  violations  of  the  Regulations. 
Fines  totaling  $13,500  were  imposed  and  collected.  Moreover,  during 
this  period,  violations  of  the  Foreign  Assets  Control  Regulations  led 
to  the  forfeiture  to  the  United  States,  under  applicable  Customs  laws, 
of  merchandise  totaling  in  excess  of  $55,063.  In  addition,  merchandise 
tentatively  valued  at  approximately  $110,871  was  seized  and  is  ex- 
pected to  be  forfeited  after  the  completion  of  the  necessary  formal 
procedures.  In  still  other  cases  where  forfeitures  and  civil  penalties 
were  mitigated  as  a  result  of  extenuating  circumstances,  more  than 
$34,491  was  collected  in  lieu  of  forfeiture  and  civil  penalties. 

Internal  Revenue  Service  ^ 

The  Internal  Revenue  Service  administers  the  internal  revenue  laws 
embodied  in  the  Internal  Revenue  Code  (title  26  U.S.C.)  and  certain 
other  statutes,  including  the  Federal  Alcohol  Administration  Act 
(27  U.S.C.  201-212),  the  Liquor  Enforcement  Act  of  1936  (18  U.S.C. 
1261,  1262,  3615),  and  the  Federal  Firearms  Act  ( 15  U.S.C.  901-910).- 
It  is  the  mission  of  the  Service  to  encourage  and  achieve  the  highest 
possible  degree  of  voluntary  compliance  witli  the  tax  laws  and  regula- 
tions and  to  maintain  the  highest  degree  of  public  confidence  in  the 
integrity  and  efficiency  of  the  Service. 

Major  management  improvements 

Since  the  Government-wide  program  for  cost  reduction  and  man- 
agement improvement  was  initiated  by  the  President  3  years  ago,  the 
Service  has  documented  and  reported  savings  of  almost  $48  million. 
The  $16.8  million  reported  in  fiscal  1968  represented  a  record  high.  This 
savings  is  considered  particularly  significant  since  it  was  achieved 
despite  funding  restrictions  which  resulted  in  the  deferral  of  several 
major  projects. 

Major  systems  and  'procedural  cha7iges.—Agreem.eiit  was  reached 
with  27  States  and  the  District  of  Columbia  for  providing  them  with 

1  Additional  information  will  be  found  in  the  separate  "Annual  Report  of  the  Commis- 
sioner of  Internal  Revenue." 
^  See  also  page  3o. 
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magnetic  tapes  of  selected  data  elements  from  the  Service's  individnal 
master  tape  tile.  Tapes  are  made  available  to  States  on  a  reimbursable 
basis.  The  magnetic  tape  interchange  program  benefits  both  the  Fed- 
eral Government  and  the  States  by  making  the  information  inter- 
change more  efficient  and  economical  than  was  possible  under  the  man- 
ual means  used  in  years  past.  To  insure  the  conhdentiality  of  tax  infor- 
mation supplied  States  and  their  political  subdivisions,  the  Service 
participated  in  a  joint  Service-State  review  of  the  controls  employed 
to  safeguard  against  improper  disclosure  of  information.  As  a  result 
of  the  review,  new  and  revised  guidelines  for  States  to  follow  in  the 
use  and  protection  of  federally  supplied  information  were  approved 
for  inclusion  in  subsequent  Federal-State  exchange  agreements. 

A  new  approach  for  reviewing  regional  financial  plans  has  resulted 
in  a  significant  reduction  in  travel  costs  for  this  function.  Under  the 
new  system,  proposed  plans  are  first  reviewed  in  the  National  Office 
by  budget  analysts  in  each  area  of  budgetary  responsibility.  The  an- 
alysts develop  a  point  list  recommending  adjustments,  enumerating 
items  in  need  of  additional  information,  and  reporting  on  the  general 
status  of  each  plamied  activity.  A  senior  budget  official  is  briefed  on  the 
results  of  the  review,  and  a  copy  of  the  list  is  supplied  to  the  region  to 
help  them  prepare  for  onsite  review.  The  onsite  review  is  conducted 
only  by  the  senior  official  compared  to  the  three-member  teams  formerly 
used,  and  onsite  review  time  has  been  reduced  from  10  days  to  4  days. 

Informing  and  assisting  taxpayers 

The  Service  conveyed  its  philosophy  of  tax  administration  in  a 
"personal  letter"  to  American  taxpayers  which  accompanied  distribu- 
tion of  individual  tax  forms  in  December  1967.  Along  with  rights  and 
obligations  of  taxpayers  were  listed  some  of  the  responsibilities  of  the 
Internal  Kevenue  Service:  evenhanded,  reasonable,  and  courteous 
treatment  of  taxpayers;  vigorous  enforcement;  and  prompt  action  on 
taxpayer  problems.  With  the  help  of  taxpayers'  views,  the  Service  has 
sought  to  provide  better  service  and  to  make  tax  compliance  as  easy 
as  it  can  be  and  thereby  encourage  taxpayers  to  cooperate  fully  in  the 
joint  endeavor  of  achieving  fair,  prompt,  and  economical  tax 
administration. 

Public  information  'program. — Tlie  need  to  exercise  ingenuity  in 
finding  inexpensive  means  to  accomplish  program  objectives  was 
particularly  critical  due  to  fiscal  1968  budgetary  restraints.  Two  ex- 
amples of  getting  the  job  done  effectively  and  economically  are  the 
annual  TV  half-hour  presentation  on  how-to-file  and  a  new  30-minute 
film  on  automatic  data  processing,  intended  for  tax  practitioners.  Both 
items  were  prepared  at  minimum  cost  through  the  use  of  considerable 
film  footage  made  previously.  Tax  information  was  provided  to  private 
firms  and  commercial  banks  for  use  in  customer  service  booklets  and 
commercial  bank  newspaper  advertisements,  thereby  reaching  new  and 
larger  audiences  of  taxpayers.  Tens  of  millions  of  taxpayers  were 
served  throughout  the  year  by  articles  and  feature  stories  providing 
tax  return  guidance  in  books,  magazines,  and  newspapers.  Question- 
and-answer  columns  were  carried  by  more  than  half  of  all  daily  news- 
papers during  the  filing  season. 

Since  the  benefits  of  comx^uter  processing  are  lost  to  the  extent 
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incorrect  information  is  fed  into  the  machines,  the  taxpayer  error 
prevention  campaign  was  greatly  expanded  in  fiscal  1968.  In  addition 
to  providing  TV  and  radio  information  about  avoidable  errors,  the 
importance  of  accuracy  on  returns  was  stressed  in  news  releases,  maga- 
zine articles,  question-and-answer  columns,  and  on  some  50,000  mail- 
truck  posters.  Throughout  the  filing  period,  error  rates  were  computed 
on  a  weekly  basis  for  the  five  principal  types  of  individual  and  business 
taxpayer  errors.  By  having  these  error  rates  available,  district  offices 
were  able  to  select  for  publicity  the  rates  of  greatest  local  concern 
and  potential  improvement. 

Taxpayer  assistance  'program. — In  fiscal  1968  the  Service  concluded 
a  3-year  program  of  selection  and  special  training  of  approximately 
900  taxpayer  service  representatives  for  the  specific  purpose  of  pro- 
viding year-round  service  to  taxpayers  in  493  Service  office  locations. 
As  a  further  aid,  57  taxpayer  service  representatives  provided  itinerant 
service  at  141  office  locations  not  having  a  permanent  taxpayer  service 
staff.  The  presence  of  these  employees  on  publicized  days  of  the  week 
prevented  the  inconvenience  previously  experienced  by  taxpayers  who 
visited  or  called  the  office  only  to  find  all  teclinical  employees  out 
on  official  business,  and  conserved  the  costly  expenditure  of  tech- 
nical time  formerly  used  in  providing  taxpayer  assistance. 

Year-round  service  to  taxpayers  increased  for  the  fourth  consecutive 
year  when  26.6  million  taxpayers  telephoned  or  visited  Service  offices 
in  fiscal  1968,  an  increase  of  300,000  over  last  year.  Telephone  inquiries 
continued  to  comprise  the  bulk  of  the  total  with  17  million  taxpayers 
(64  percent)  serviced  in  this  way. 

Tax  forms. — The  success  of  the  self-assessment  system  depends  in 
part  upon  the  quality  of  tax  return  forms  and  related  instructions 
to  taxpayers.  Continued  attention  was  devoted  to  forms  improvement 
in  fiscal  1968  and  activity  remained  high.  Among  the  factors  which 
made  new  or  revised  forms  necessary  were:  (1)  The  Revenue  and 
Expenditure  Control  Act  of  1968,  passed  in  June  1968,  but  containing 
retroactive  features  making  prompt  distribution  of  revised  forms 
essential;  (2)  changes  in  the  rules  for  making  tax  deposits;  (3) 
changes  in  the  social  security  laws;  (4)  changes  which  extended  direct 
filing;  and  (5)  changes  in  the  law  and  rules  relating  to  the  interest 
equalization  tax. 

Included  among  the  new  tax  forms  was  form  1040X,  which  provides 
a  simple  means  for  a  taxpayer  to  correct  any  erroneous  information 
reported  on  his  original  income  tax  return.  At  the  same  time  it  supplies 
information  required  for  expeditious  processing  of  amended  over- 
payment returns  and  thereby  accelerates  issuance  of  refund  checks. 

Tax  rulings. — The  National  Office  interprets  the  tax  law  and  issues 
letter  rulings  on  specific  sets  of  facts  in  response  to  inquiries  from 
taxpayers  or  their  representatives.  Technical  advice  is  also  provided 
to  district  directors  on  technical  or  procedural  questions  which  can- 
not be  resolved  at  the  local  level  on  the  basis  of  law,  regulations,  or 
other  definitive  information.  During  fiscal  1968,  26,585  requests  for 
letter  rulings  and  3,222  requests  for  technical  advice  were  met. 

Regulations  program. — Twenty-eight  final  regulations,  three  tem- 
porary regulations,  and  22  notices  of  proposed  rulemaking,  relating 
to  matters  other  than  alcohol  and  tobacco  taxes,  were  published  in  the 
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"Federal  Register"  during  the  year.  Five  public  hearings  attended  by 
over  400  persons  were  held  on  proposed  regulations. 

Personnel 

The  task  of  finding  or  reassigning  qualified  personnel  for  pro- 
fessional positions  has  been  quite  challenging  for  the  i)ast  8  years, 
and  yet  in  fiscal  1968,  a  year  of  relative  austerity,  appreciable  gains 
were  made,  especially  in  the  number  and  quality  of  revenue  agents  and 
tax  technicians.  Many  vacancies  were  fillecl  early  in  the  year  through  an 
aggressiAe  recruitment  campaign.  As  a  result  of  the  budgetary  reduc- 
tions, tight  restrictions  were  placed  on  college  recruitment  and  recruit- 
ment for  enforcement  positions  during  the  second  half  of  the  year. 

The  concentration  in  seven  service  centers  of  returns  i">rocessing 
operations  formerly  performed  in  58  district  offices  resulted  in  a 
heavy  demand  on  service  center  labor  markets.  Over  100,000  applica- 
tions for  employment  were  reviewed  to  select  15,000  seasonal  employees 
needed  to  fill  card  punch  operator,  clerk,  and  tax  examiner  positions 
I'equired  for  the  filing  season  workload. 

Over  the  past  few  years,  the  Service  has  rapidly  increased  its 
programs  to  provide  employment  for  economically  and  educationally 
disadvantaged  young  people.  These  programs,  funded  largely  by 
sources  other  than  the  Service,  provide  each  enrollee  with  direct 
financial  benefits  and  an  introduction  to  the  world  of  work.  In  June 
the  Service  had  hired  1,345  disadvantaged  youngsters  between  the  ages 
of  16  and  21  under  the  Youth  Opportunity  Program.  All  Service 
supervisors  received  a  booklet  develojied  by  the  Service  on  supervising 
the  disadvantaged.  This  s})ecial  guide,  entitled  "Adjusting  to  the 
AVorld  of  "Work,''  was  highly  successful,  and  was  later  reprinted  by 
the  Civil  Service  Commission  for  distribution  to  other  Federal  offices. 

This  year  there  has  been  special  success  in  the  hiring  and  training 
of  the  handicapped.  Civil  Sendee  Commission  Chairman  John  W. 
Macy,  Jr.,  honored  the  Service  with  two  awards:  one  to  the  agency, 
and  the  other  to  an  individual  employee.  Service  centers  are  among 
the  leading  employers  of  the  handicapped.  The  Governor  of  ]\Iassachu- 
setts  honored  the  North- Atlantic  Service  Center  with  a  Citation  for 
Meritorious  Sendee,  largely  for  its  achievements  in  the  employment  of 
the  mentally  restored.  The  Director  of  the  Southwest  Service  Center 
received  the  John  E.  Fogarty  public  personnel  award  in  recognition 
of  his  devotion  to  the  program  for  hiring  the  handicapped. 

Training 

The  Service  recently  has  developed  several  programs  aimed  at 
improving  its  ability  to  administer  specific  areas  of  the  law.  An 
automatic  data  processing  course  acquaints  revenue  agents  with  the 
operations  of  the  ADP  system  and  teaches  them  how  to  use  the  infor- 
mation in  the  system  when  auditing  tax  returns.  Training  in  inter- 
national issues  prepares  Service  employees  to  apply  the  provisions 
of  tax  law  that  affect  foreign  taxpayers  with  income  in  the  United 
States  and  U.S.  taxpayers  with  foreign  income.  The  large  case  training 
program  helps  revenue  agents  conduct  effective  team  audits  of  cor- 
porate giants,  while  the  advanced  training  program  for  revenue  officers 
concentrated  on  sophisticated  legal  collection  problems. 
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The  Service  annually  presents  tax  education  institutes,  usually 
2  days  each,  during  the  tax  filing  period.  These  are  for  professional 
tax  practitioners  and  anyone  else  who  helps  others  fill  out  their  tax 
returns.  The  institutes  have  been  expanding  in  the  past  few  years,  with 
over  35,000  persons  attending  in  1968. 

Since  the  International  Tax  Seminars  began  in  1965,  the  Service  has 
st:ea,dily  increased  its  contribution  in  training  employees  of  partici- 
pating countries  in  tax  matters.  Technical  assistance,  includmg  the 
use  of  onsite  training  advisors,  has  been  given  to  countries  requesting 
aid  in  planning  and  implementing  institutional  reform.  Training  pro- 
grams, conducted  in  English,  Spanish,  and  Portuguese  increased  in 
both  amount  and  types  of  training  offered. 

Internal  revenue  collections  and  refunds 

Gross  coUections. — Fiscal  1968  internal  revenue  collections  reached 
a  new  high  of  $153.6  billion,  an  increase  of  $5.3  billion  (3.5  percent) 
over  fiscal  1967  collections.  A  monthly  record  was  set  in  April  1968, 
when  almost  $21  billion  was  collected,  including  record  montlily  re- 
ceipts of  $7.6  billion  in  individual  income  taxes  (other  than  withheld) . 

Individual  income  tax  payments  showed  a  particularly  sharp  in- 
crease this  year.  Individual  income  tax  payments  (including  both 
amounts  withheld  by  employers  and  amounts  paid  by  individuals  with 
their  returns)  increased  by  $8.8  billion  (12.6  percent)  to  a  total  of 
$78.1  billion.  Individual  income  tax  collections  accomited  for  slightly 
over  one-half  of  total  collections  in  fiscal  1968,  compared  to  47  percent 
in  fiscal  1967. 

Corporate  income  tax  payments  totaled  $29.9  billion,  a  decline  of 
$5.0  billion  (14.4  percent)  from  last  year.  The  Revenue  and  Expendi- 
ture Control  Act  of  1968,  approved  June  28,  1968,  was  enacted  too 
late  in  the  year  to  have  an  effect  on  tax  revenues  for  the  12  months 
ended  Jmie  30,  1968.  The  retroactive  application  of  the  act,  increasing 
the  tax  rate  by  a  10-percent  surcharge  on  corporate  income  tax  from 
Januai-y  1,  1968  (and  on  individual  income  tax  from  April  1,  1968) 
will  be  reflected  in  fiscal  1969  collections. 

Increases  m  both  the  Federal  Insurance  Contributions  -let  and  the 
Self-Employment  Contributions  Act  tax  rate  and  in  the  amount  of 
income  on  vrhich  the  tax  is  imposed  helped  raise  the  amount  of  em- 
ployment taxes  collected  over  last  year.  The  total  of  $28.2  billion  col- 
lected was  $1.3  billion  (4.7  percent)  higher  than  fiscal  1967  collections. 

Excise  tax  collections  showed  a  moderate  increase  of  $0.2  billion 
over  last  year. 

Gross  collections  by  detailed  categories  from  1936-68  are  contained 
in  the  Statistical  Appendix  to  this  annual  report. 

Refunds. — The  number  of  refmids  of  all  classes  of  tax  totaled  51.9 
million  in  fiscal  1968,  a  5.9-percent  increase  over  the  prior  year.  These 
refunds  covered  tax  overpayments  of  $11.3  billion  to  which  was  added 
interest  of  $121  million.  The  increase  in  principal  refunded  was  $1.8 
billion,  and  in  interest  paid  $0.2  million.  The  ratio  of  interest  to  prin- 
cipal declined  from  1.27  percent  in  fiscal  1967  to  1.07  percent  in  fiscal 
1968. 
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Receipt  and  processing  of  returns 

Number  of  returns  filed. — A  total  of  107.6  million  returns  was  filed 
in  liscal  1968,  an  increase  of  2.2  million.  The  largest  increase  for  any 
single  type  of  return  filed  was  for  form  1010,  which  increased  to  54.1 
million,  2.1  million  more  than  last  year.  The  number  of  forms  1010 A 
decreased  by  0.5  million  to  a  total  of  18.6  million. 

Automatic  data  processing. — As  of  June  30,  1968,  the  master  file 
maintained  on  magnetic  tape  at  the  National  Computer  Center  in 
Martinsburg,  W.  Va.,  contained  6.7  million  business  accounts  and  81.1 
million  accounts  for  individual  taxpayers.  The  feature  of  the  system 
under  which  all  transactions  of  each  taxpayer  are  recorded  in  one 
place  is  providing  a  truly  eU'ective  information  base  from  which  to 
administer  the  tax  laws  and  to  assure  fair  and  impartial  treatment  of 
all  taxpayers. 

The  phase-in  of  the  program  under  which  taxpayers  file  their  indi- 
vidual returns  directly  with  the  service  centers  continued  in  1968  and 
will  be  completed  with  returns  filed  in  1970.  In  the  Southeast  Region, 
begimiing  in  January  1968,  all  individual  income  tax  returns,  whether 
fully  paid  or  disclosing  a  balance  or  a  refmid  due,  were  filed  directly 
with  the  service  center.  In  the  other  six  regions  taxpayers  requesting 
refmids  were  asked  to  file  their  returns  directly  with  service  centers. 
Direct  filmg  of  selected  quarterly  and  annual  business  returns  is  also 
progressing  on  schedule. 

Enforcement  activities 

Service  operations  in  fiscal  1968  were  severely  affected  by  the  reduc- 
tions in  Federal  expenditures  imposed  by  Public  Law  90-218.  The 
budget  cuts  first  proposed  were  very  large,  and  demanded  radical 
action.  Before  these  cuts  were  announced  the  Service  had  already  hired 
people  to  fill  most  of  the  additional  enforcement  positions  authorized 
under  the  fiscal  1968  appropriation,  as  well  as  most  of  the  estimated 
attrition  losses  for  the  entire  year.  Laying  off  these  new  employees 
would  have  seriously  damaged  morale,  and  very  likely  would  have 
affected  the  future  ability  of  the  Service  to  recruit  personnel;  hence, 
reductions  had  to  be  taken  in  other  areas,  which  upset  the  balance  of 
Service  programs  and  operations. 

Examination  of  returns. — For  the  second  consecutive  year  computers 
were  used  nationwide  by  the  Service  to  identify  returns  most  in  need 
of  examination.  To  strengthen  this  essential  first  step  in  the  audit  pro- 
gram, machine  selection  criteria  are  continually  updated  to  include 
most  recent  Service  experience  and  operations  research  results.  Com- 
puter screening  of  returns  for  examination  is  a  good  example  of  the 
release  of  valuable  teclmical  manpower  for  more  productive  work,  in 
this  case  the  examination  of  returns. 

Eeturns  are  audited  either  by  field  audit,  conducted  by  revenue 
agents  at  the  taxpayer's  place  of  business  or  home,  or  by  office  audit, 
performed  by  tax  technicians  in  Service  offices  either  by  interview  or 
correspondence.  This  year  fewer  returns  were  examined  caused  in 
part  by  the  rising  trend  in  complexity  of  returns  filed.  The  2.9  million 
returns  examined  in  fiscal  1968  is  a  6.6-percent  decrease  from  the  3.1 
million  examined  in  fiscal  1967. 
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Additional  taxes  recommended  in  fiscal  1968  totaled  $2.9  billion — 
somewhat  below  the  $3.3  billion  recommended  in  fiscal  1967  and  $3.1 
billion  in  fiscal  1966. 

Mathematical  verification. — About  75  million  individual  income  tax 
returns  were  mathematically  verified  in  fiscal  1968  as  compared  to 
about  65  million  in  fiscal  1967.  Among  the  reasons  for  the  increase  of 
9.6  million  (14.6  percent)  are:  more  returns  filed  this  year;  a  carr^^- 
over  of  unprocessed  returns  from  the  last  half  of  fiscal  1967  into  this 
year;  and  more  expeditious  processing  of  returns  in  the  last  half  of 
fiscal  1968. 

Correction  of  taxpayers'  arithmetic  errors  resulted  in  increases  of 
tax  liabilities  of  $267  million  and  decreases  of  $136  million  for  a  net 
tax  yield  of  $131  million. 

Delinquent  returns. — There  was  a  slight  increase  in  results  from  the 
Service's  delinquent  returns  program  in  fiscal  1968.  A  total  of  770,587 
delinquent  returns  were  secured,  representing  $293.1  million  in  pre- 
viously unreported  tax,  interest,  and  penalties. 

Summary  of  additional  taxes  from  direct  enforcement. — A  detailed 
comparison  of  additional  tax  assessments  resulting  from  direct 
enforcement  during  the  last  2  fiscal  years  is  presented  below : 

In  thousands  of  dollars 
Sources 


1967 


Additional  tax,  interest,  and  penalties  resulting  from  examination 2,256,933  2,208, 151 

Increases  in  individual  income  tax  resulting  from  mathematical  verification —        ■•  207, 605  266, 763 

Increases  in  individual  income  tax  and  penalties  resulting  from  verification  of 

estimated  tax  payments  claimed - 

National  identity  file 

Tax,  interest,  and  penalties  on  delinquent  returns 


103, 522 

161, 721 

2, 271 

n.a. 

262, 665 

293, 143 

.   '2,832,996 

2, 929,  778 

Total  additional  tax,  interest,  and  penalties 

Claims  disaUowed - - 392,199  326,067 

'  Revised. 

n.a.  Not  applicable. 

Tax  fraud  investigations.^  indictments,  and  convictions. — A  total  of 
9,739  fraud  investigations  were  completed  during  the  year,  with  prose- 
cution recommended  in  1,620  cases.  Included  among  these  were  1,566 
investigations  of  racketeers,  with  prosecution  recommended  in  709 
cases.  There  was  a  sharp  drop  in  prosecution  recommendations  in 
wagering  cases — 586  m  fiscal  1968  versus  941  in  fiscal  1967 — due  pri- 
marily to  Supreme  Court  decisions  in  the  cases  of  James  Marchetti 
and  Anthony  M.  Grosso.  In  these  cases,  while  the  Court  held  the 
wagering  tax  provisions  constitutional,  it  also  held  that  persons  who 
properly  assert  their  constitutional  privilege  against  self-incrimina- 
tion may  not  be  criminally  punished  for  failure  to  comply  with  the 
requirements.  While  civil  enforcement  is  continuing  in  this  area, 
criminal  prosecution  has  been  sharply  affected. 

Indictments  were  returned  against  1,026  defendants  in  tax  fraud 
cases  in  fiscal  1968.  Pleas  of  guilty  or  nolo  contendere  were  entered 
for  638  defendants  in  cases  reaching  the  courts,  118  defendants  were 
convicted  after  trial,  39  were  acquitted,  while  cases  against  944  were 
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nol-prossed  or  dismissed,  including  879  defendants  in  Avagering  tax 
cases. 

Collection  of  fast-due  accounts.— VxogvWiW  changes  necessitated  by 
biidgetaiy  limitations  reduced  the  number  of  past-due  accounts  estab- 
lished during  fiscal  1968  to  2.2  million.  This  was  more  than  half  a  mil- 
lion, or  21  percent,  below  fiscal  1967.  The  amount  of  past-due  tax 
involved,  $2,052  million,  was  $80  million  below  last  year.  Accounts 
closed  in  fiscal  1968  were  2.4  million.  While  this  was  400,000  fewer 
than  were  closed  in  fiscal  1967,  it  was  200,000  more  than  were  estab- 
lished during  the  year.  Of  even  greater  significance,  the  $2,054  million 
of  past-due  taxes  "in  the  accounts  closed  was  only  $12  million  less  than 
in  fiscal  1967.  For  the  third  consecutive  year,  the  yearend  inventory 
declined,  with  608,000  accounts  in  inventory  valued  at  $l,o79  million, 

Continued  effort  was  made  to  increase  the  use  of  the  ADP  system 
to  collect  and  close  past  due  accounts.  For  the  second  time  on  a  nation- 
v\'ide  basis,  names  of  individuals  owing  income  or  business  taxes  for 
periods  prior  to  the  Service's  ADP  system  were  input  into  the  com- 
puter so  that  any  prior  liability  could  be  deducted  before  a  refund 
was  made.  Collections  under  this  system  totaled  $7  million  this  year. 
The  decline  from  the  $12  million  collected  by  this  means  last  year  Avas 
expected,  since  both  the  amount  and  the  number  of  accounts  out- 
standing will  decline  as  the  program  continues.  In  the  related  program 
covermg  accounts  becoming  past  due  after  the  ADP  system  came  into 
being,  approximately  $168  million  was  collected. 

Alcohol  and  tohacco  tax  administration. — The  primary  effort  in 
the  alcohol  and  tobacco  tax  enforcement  area  remains  concentrated 
in  the  Southeastern  States.  In  1968,  86  percent  of  illegal  distilleries 
seized  and  93  percent  of  mash  seized  were  in  the  Southeast  Region. 
There  is  strong  evidence  that  the  concentrated  program  in  these  States, 
known  as  Operation  Dry-Up,  is  directly  responsible  for  increased 
sales  of  tax-paid  alcoholic  beverages  in  the  areas  where  it  is  in  effect. 
Thus,  tax  revenue  is  being  generated  at  the  same  time  that  production 
of  untaxed  spirits  is  being  curtailed. 

Nationwide,  seizures  of  illegal  distilleries  and  arrests  decreased  dur- 
ing fiscal  1968.  This  decline  is  in  part  the  result  of  prior  successes  under 
Operation  Dry -Up,  and  in  part  results  from  the  continued  divei-sion  of 
manpower  from  the  illicit  liquor  program  to  the  firearms  and  organ- 
ized crime  drive  programs.  The  following  table  provides  infornuxtion 
on  nationwide  seizures  and  arrests  durino;  the  last  6  fiscal  vears. 


Number  of       Gallons  of       Arrests  for 
Fiscal  year  of  stills  mash  liquor  law 

seized  seized  violations 

1963 

1964... 

1965 

1966 

1967... 

1968 


The  alcohol  and  tobacco  tax  laboratory  of  the  National  Office  ex- 
amined 2,200  samples  in  connection  with  criminal  cases  during  fiscal 
1968  using  such  techniques  as  atomic  absorption  spectrophotometry 


6,213 

3,092,600 

8,153 

6,837 

3, 123, 800 

7,897 

7,432 

3, 637, 900 

7,171 

7,685 

3, 664',  900 

6,629 

6,608 

3,125,400 

6,148 

5, 899 

2, 697, 300 

4,884 

ADMiNiSTRATIVE    REPORTS  113 

and  neutron  activation  analysis.  The  samples  examined  were  in  the 
areas  of  illicit  alcohol  production,  firearms  control,  tax  depletion 
allowances,  racketeering,  and  art  authentication.  Development  of  im- 
proved tecliniques  and  the  installation  of  modern  laboratory  equip- 
ment made  it  possible  to  analyze  approximately  25  percent  more  sam- 
ples this  year  w-ith  no  sionificant  increase  in  personnel. 

The  National  Laboratory  and  regional  laboratories  analyzed  8,120 
samples  of  illicit  alcohol  during  the  year.  This  represented  a  decrease 
from  8,710  in  1967  and  9,260  in  1966.  In  contrast,  narcotic  drug  samples 
examined  increased  to  11,500  in  fiscal  1968,  compared  to  8,382  in  1967 
and  6,400  in  1966. 

The  amount  of  distilled  spirits  tax  determined  continued  its  upward 
trend  with  227.7  million  tax  gallons  of  spirits  being  removed  from 
bonded  storage  upon  determination  of  tax,  an  increase  of  2.9  percent 
from  fiscal  1967.  Production  of  distilled  spirits  increased  from  873 
million  tax  gallons  in  fiscal  1967  to  905.5  million  tax  gallons  in  fiscal 
1968. 

Firearms  law  enforcement. — The  increased  activity  in  the  adminis- 
tration of  the  fireanns  laws  parallels  the  rising  concern  of  the  general 
public  over  firearms,  their  use  in  crime,  and  their  control.  Excluding 
the  Southeastern  Region,  where  Operation  Dry-Up  is  in  force,  ap- 
proximately 40  percent  of  total  alcohol  and  tobacco  tax  special  investi- 
gator manpower  was  expended  on  firearms  investigations  in  fiscal  1968. 
Invesitigations  conducted  resulted  in  919  criminal  cases  submitted  for 
prosecution,  449  arrests,  and  1,092  firearms  seized.  In  addition,  33,786 
firearms  record  inspections  were  made  at  the  premises  of  Federal  Fire- 
arms Act  licensees.  Stemming  from  these  inspections,  5,652  referrals 
were  made  to  State  and  local  authorities  reporting  possible  instances  of 
noncompliance  with  State  and  local  laws. 

Ajy'peals  and  civil  litigation. — For  the  first  time  in  years,  case  re- 
ceipts in  regional  appellate  divisions  showed  a  significant  decline  from 
the  prior  year.  Total  receipts  were  33,213,  a  9-percent  decrease  from 
the  36,664  received  in  fiscal  1967.  Total  case  disposals  were  35,046,  a  de- 
crease of  2,709.  The  excess  of  disposals  over  receipts  reduced  the 
June  30, 1968,  inventory  to  31,264  cases,  compared  to  33,097  cases  a  year 

Civil  cases  in  the  trial  courts  were  won  or  partially  won  by  the  Gov- 
ernment during  fiscal  1968  as  follows:  in  the  Tax  Court,  80  percent; 
in  the  Court  of  Claims,  73  percent;  and  in  the  U.S.  district  courts,  71 
percent.  The  Government  won,  in  whole  or  in  part,  192  of  the  243 
civil  tax  cases  decided  by  courts  of  appeal  (exclusive  of  collection 
litigation  and  alcohol  and  tobacco  tax  legal  matters). 

The  Supreme  Court  rendered  two  decisions  in  Tax  Court  cases  dur- 
ing the  year.  The  Court  decided  both  for  the  Government,  revei-sing  an 
appellate  court  decision  in  one  and  affirming  the  other.  The  Govern- 
ment's position  was  also  sustained  in  the  two  decisions  rendered  by  the 
Supreme  Court  in  tax  refund  suits  in  fiscal  1968. 

International  activities 

Activities  of  the  Service  in  the  international  theater  embrace  three 
major  programs:  (1)  Administration  of  the  tax  laws  as  they  apply  to 
U.S.  citizens  living  abroad,  nonresident  aliens,  and  foreign  corpora- 
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tions;  (2)  negotiation  and  administration  of  tax  conventions  ■with 
foreign  countries,  established  to  prevent  double  taxation  of  individuals 
and  corporations  subject  to  taxation  by  two  or  more  countries; 
and  (3)  providing  assistance  requested  by  developing  countries  in 
upgrading  and  improving  their  tax  administration  systems. 

International  operations.— The  Sen'ice  maintains  foreign  posts  in 
Bonn,  London,  Manila,  Mexico  City,  Ottawa,  Paris,  Rome,  Sao  Paulo, 
and  Tokyo.  These  overseas  offices  are  managed  by  revenue  service  rep- 
resentatives who  perform  functions  for  all  branches  of  the  Service. 
They  assist  U.S.  citizens  overseas  in  complying  with  their  U.S.  tax 
responsibilities  and,  as  part  of  their  normal  duties,  they  audit  returns, 
collect  taxes,  and  maintain  close  liaison  with  tax  authorities  of  foreign 
governments  on  the  administration  of  tax  treaties,  exchange  of  infor- 
mation and  other  matters  of  mutual  interest.  Further  assistance  to 
U.S.  citizens  living  abroad  was  provided  for  the  1968  filing  period  by: 
(1)  visits  by  Service  personnel  to  50  countries,  plus  Guam,  Wake,  Oki- 
nawa, and  the  Panama  Canal  Zone,  and  (2)  classroom  instruction 
at  13  militai-y  tax  schools  in  Canada,  the  Canal  Zone,  Europe^  and  the 
Far  East  to  some  850  servicemen.  Militaiy  personnel  completnig  these 
courses  were  assigned  as  tax  assistors  within  the  militai"}-  community. 
This  joint  effort  on  the  part  of  the  Service  and  the  Department  of  the 
Army  helped  to  expand  the  scope  of  the  tax  assistance  program  by 
making  available  income  tax  advice  to  about  two-thirds  of  the  Armed 
Forces  abroad. 

Tax  conventions. — The  Service  participated  in  negotiations  with 
seven  countries  concerning  bilateral  income  tax  conventions  and  with 
two  countries  concerning  bilateral  estate  tax  conventions.  During  fiscal 
1968  the  Senate  ratified,  subject  to  certain  reservations,  income  tax 
conventions  with  France,  Brazil,  and  the  Philippines.  Instruments  of 
ratification  of  a  supplementai-y  income  tax  convention  with  Canada 
were  exchanged  on  December  20,  1967,  and  instruments  of  ratifica- 
tion of  an  income  tax  convention  with  Trinidad  and  Tobago  Avere  ex- 
changed on  December  19,  1967.  Instruments  of  ratification  of  a  proto- 
col to  an  estate  tax  convention  with  Greece  were  exchanged  on 
October  27, 1967. 

Foreign  tax  assistance. — A  fast-developing  aspect  of  the  foreign  tax 
assistance  program  has  been  the  promotion  of  institutions  for  the  ex- 
change of  ideas,  and  experience  in  tax  administration  among  the  prin- 
cipal tax  administrators  in  a  particular  region.  The  prototype  for  such 
organizations,  the  Inter- American  Center  for  Tax  Administrators, 
held  its  second  annual  general  assembly  in  Buenos  Aires  in  May  1968, 
and  now  has  members  from  20  countries  of  this  hemisphere.  The  suc- 
cess of  this  initial  Center  has  generated  considerable  interest  in  the 
potential  of  similar  organizations  for  other  parts  of  the  w^orld,  as 
evidenced  by  recent  Service  participation  m  discussions  concerning 
such  organizations  for  both  Asia  and  Africa. 

During  the  5  years  of  the  foreign  tax  assistance  program,  one  of 
the  principal  points  of  emphasis  has  been  the  encouragement  of  par- 
ticipating countries  to  develop  their  own  in-service  training  programs. 
Signs  of  the  success  of  this  objective  are  now  evident.  In  Latin  America 
in  1963,  only  one  country  had  in-service  training.  By  the  end  of  fiscal 
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1968,  15  countries  of  that  region  had  such  programs  on  a  permanent 

basis. 

Planning  activities 

The  planning  function  of  the  Service  covers  every  aspect  of  tax 
administration.  The  extremely  low  cost  of  operating  the  Service  per 
dollar  collected,  and  the  high  effectiveness  of  the  Service  in  collecting 
the  great  majority  of  taxes  owed  without  the  necessity  for  direct  en- 
forcement can  be  credited  in  part  to  the  successful  application  of 
planning  done  in  prior  years. 

Long-range  planning. — The  planning-programing-budgeting  sys- 
tem (PPBS)  continues  to  be  the  Service's  management  tool  for  the 
examination  and  evaluation  of  major  program  alternatives  and  the 
long-range  planning  of  Service  activities.  The  PPB  system  was  refined 
to  focus  on  major  program  issues,  reducing  the  amount  of  program 
planning  material  requiring  executive  attention.  During  fiscal  1968 
PPBS  analytical  techniques  were  not  only  used  to  project  fiscal  1969- 
74  program  plans,  but  choices  were  also  developed  for  effecting  the 
fiscal  1968  appropriation  reductions  with  the  least  loss  in  tax  revenue 
yields. 

All  Service  studies  and  significant  staff  projects  were  assigned  rela- 
tive priorities;  controls  were  instituted  to  avoid  duplication  of  effort 
and  to  assure  that  scarce  research  and  staff  resources  were  expended 
on  only  the  most  vital  studies  and  projects.  However,  due  to  the  fiscal 
1968  economy  reduction,  sharp  temporary  curtailments  had  to  be 
made  in  research  projects. 

Current  research  program. — Research  activities  continued  to  be 
directed  primarily  toward  solutions  of  administrative  problems  in- 
volved in  the  tax  system.  While  the  chief  objective  of  all  research 
projects  was  to  effect  increased  taxpayer  compliance  or  an  overall 
improvement  in  tax  administration,  the  impacts  of  proposed  changes 
on  the  taxpayer  reporting  burden  were  kept  constantly  in  mind;  in 
fact,  a  significant  proportion  of  research  activities  was  concentrated  on 
improving  instructions  and  tax  forms  to  make  the  overall  taxing 
process  more  understandable  and  less  burdensome  to  taxpayers. 

Among  the  compliance  oriented  studies  conducted  during  the  year 
were  the  following:  (1)  Continuation  of  the  nationwide  survey  of 
taxpayer  compliance  in  reporting  interest  from  the  redemption  of 
Series  E  savings  bonds;  (2)  study  of  compliance  among  agricultural 
workers  in  reporting  wages;  (3)  a  study  to  pinpoint  more  specifically 
characteristics  of  employers  who  fail  to  fully  comply  with  the  require- 
ments for  withholding  and  paying  income  and  social  security  taxes; 
(4)  a  study  to  determine  the  extent  to  which  employers  comply  with 
the  Federal  unemployment  tax  laws;  and  (5)  a  followup  on  last  year's 
study  of  payees  who  are  required,  but  fail,  to  supply  their  taxpayer 
identifying  number  to  payers. 

In  connection  with  the  Revenue  and  Expenditure  Control  Act  of 
1968,  alternative  withholding  rates  and  tables  were  developed  and 
their  impact  on  relative  over-  and  underwithholding  was  measured 
in  context  with  various  effective  dates  for  the  legislation.  Specific 
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studies  and  detailed  analyses  or  comments  were  prepared  on  the  ad- 
ministrative impact  of  other  legislative  proposals  during  the  year. 

Systems  deveJofment. — Principal  emphasis  in  the  systems  develop- 
ment area  continues  to  be  placed  on  the  short-range  problem  of  im- 
provement of  data  transcription  methods  and  the  long-range  problem 
of  the  design  of  a  data  processing  system  to  satisfy  the  requirements 
of  the  future. 

A  successful  test  was  carried  out  on  a  small  scale  version  of  a  direct 
data  entry  system  in  the  search  for  an  improved  data  transcription 
method.  This  system  permits  an  operator  to  enter  data  directly  into 
a  computer  Avhere  the  data  is  internally  validated  and  a  signal  flashed 
back  to  tlie  operator  if  corrective  action  is  required.  Advantages  of  this 
technique  over  conventional  keypunching  and  key  verification  opera- 
tions include  substantial  reductions  in  key  stroke  requirements,  elimi- 
nation of  nnich  replication  of  effort  in  verification,  simplified  correction 
procedures,  and  elimination  of  the  card-to-tape  conversion  operation. 
Analysis  of  the  test  results  indicate  that  the  direct  data  entry  system 
will  increase  transcription  productivity  by  more  than  25  percent. 

Inspection  activities 

Protection  of  the  integrity  of  the  Service  is  a  matter  of  vital  concern. 
Comprehensive  internal  audit  and  internal  security  programs  are 
maintained  to  furnish  the  Connnissioner  and  other  levels  of  Service 
management  with  the  assurance  that  the  highest  standards  are  main- 
tained, and  with  information  required  to  correct  any  deficiencies.  The 
internal  audit  program  examines  and  reports  upon  all  activities  and 
functions  of  the  Service,  with  primary  emphasis  on  those  elements 
which  are  most  closely  related  to  collection  of  tax  revenues  and  en- 
forcement of  tax  laws.  The  internal  security  i)rogram  provides 
thorough  investigation  of  the  character,  reputation,  and  loyalty  to  the 
United  States  of  personnel  appointed  to  j^ositions  involving  taxpayer 
contact,  handling  money,  and  other  key  Service  functions.  Allegations 
of  employee  misconduct  and  actual  or  susjoected  attem]:>ts  to  bribe 
Service  employees  are  also  investigated  under  the  internal  security 
program. 

Internal  audit. — More  tlian  85  percent  of  direct  internal  audit  static' 
time  in  fiscal  1968  was  spent  on  examinations  of  data  ]>rocessing,  col- 
lection, audit,  intelligence,  and  alcohol  and  tobacco  tax  functions. 
Audits  of  automatic  data  processing  activities  are  on  a  continuing  basis 
by  internal  auditors  stationed  at  each  of  the  seven  regional  service 
centers.  Actions  by  management  on  ])roblem  areas  detected  resulted 
in  significant  improvements  in  operating  efficiency  and  effectiveness 
and  in  improved  taxpayer  relations.  Many  of  the  resulting  improve- 
ments can  be  measured  in  terms  of  their  impact  on  the  revenue.  For 
fiscal  1968,  these  accomplishments  are  conservatively  estimated  to 
total  more  than  $48  million. 

Internal  security. — During  fiscal  1968,  a  total  of  12,081  intei-nal 
.security  investigations  of  all  types  were  completed.  In  addition, 
police  records  checks  were  made  on  3,191  individuals  considered  for 
short-term,  temporary  appointments  and  on  l..')()T  persons  hired  in 
connectioji  with  economic  and  educational  opjxjrtunity  programs. 

Teams  c()m])osed  of  interiial  auditoi-s  and  intei'iuil  security  inspectors 
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investigate  breaches  of  integrity  involving  actual  or  potential  fraud 
by  employees  or  through  collusion  between  employees  and  non-Service 
individuals.  One  such  case  involved  a  practitioner  and  four  employees. 
The  practitioner,  who  was  both  an  attorney  and  a  CPA,  was  convicted 
on  IT  counts  of  paying  bribes  and  gratuities  to  the  four  employees,  and 
w^as  sentenced  to  9  months  imprisonment.  Three  of  the  four  employees 
pleaded  guilty  to  receiving  money  from  the  practitioner,  and  the 
fourtli  was  awaiting  trial  at  the  fiscal  yearend.  All  of  the  employees 
have  been  separated  from  the  Service.  Another  case  resulted  in  criminal 
action  against  25  employees,  10  of  whom  have  already  been  convicted. 
In  tliis  case,  tax  deficiencies  totaling  more  than  $7  million  have  been 
proposed  as  a  result  of  the  investigation. 

In  January  1968,  26  employees  and  former  employees  of  the  Service 
and  one  tax  practitioner  were  arrested  on  charges  of  trying  to  bribe 
an  inspector  to  furnish  them  confidential  information  from  inspection 
files  or  to  stop  certain  investigations.  From  the  inception  of  these  bribe 
attempts,  the  inspector  worked  closely  with  his  superiors  and  the  U.S. 
Attorney's  Office.  Following  the  arrests,  the  U.S.  Attorney  impaneled 
a  special  grand  jury  to  further  probe  these  corrupt  activities.  As  a 
result,  four  more  employees,  four  additional  practitioners,  and  one 
taxpayer  were  arrested.  At  fiscal  yearend,  investigation  was  continu- 
ing, hundreds  of  questionable  tax  returns  were  being  scrutinized,  and 
prosecution  actions  were  pending  on  all  36  defendants. 

Service  investigations  and  arrests  are  in  line  with  its  policy  to  police 
itself  by  a  constant  and  vigorous  campaign  to  achieve  and  maintain 
high  integrity  in  tax  administration.  One  of  the  most  rewarding  as- 
pects of  the  work  of  inspection  is  that  many  investigations  result  in 
the  exoneration  of  wrongfully  accused  employees.  As  in  prior  years, 
the  majority  of  employees  suspected  or  accused  of  w^rongdoing  were 
cleared  after  investigation. 

Bureau  of  the  Mint^ 

The  major  functions  of  the  Bureau  of  the  jNIint  are  the  manufacture 
of  coins  of  the  United  States  and  their  distribution  to  the  Federal  Re- 
serve banks  and  branches.  Other  functions  involve  the  safeguarding, 
processing,  and  movement  of  gold  and  silver  bullion  for  the  Treasury ; 
the  manufacture  of  medals  of  a  national  character ;  and  as  scheduling 
permits,  the  manufacture  of  foreign  dies  and  coins  on  a  reimbursable 
basis. 

Headquarters  for  the  Bureau  of  the  Mint  are  located  in  Washing- 
ton, D.C.  The  operations  involved  in  carrying  on  the  business  of  the 
mint  are  performed  in  the  several  field  offices.  Mints  are  located  in 
Philadelphia,  Pa.,  and  Denver,  Colo. ;  assay  offices  are  in  New  York, 
N.  Y.,  and  San  Francisco,  Calif  .^ ;  bullion  depositories  are  in  Fort  Knox, 
Ky.,  and  an  adjunct  of  the  New  York  Assay  Office  in  West  Point,  N.Y. 

Domestic  coinage 

During  fiscal  1968  the  three  coinage  facilities  processed  approxi- 
matelv  24,450  shoi-t.  tons  of  coinage  metal  into  5.9  billion  finished  coins 


^  Additional  information  is  contained  in  the  separate  "Annual  Report  of  the  Director 
of  the  Mint." 

-  The  San  Francisco  Assay  Office  also  operates  as  a  mint. 
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with  a  face  value  of  nearly  $478  million  dollars.  These  amounts  in- 
clude 1,166,193  special  mint  sets  (1967),  and  1,272,070  proof  coin  sets 
(1968),  or  a  total  of  12,191,315  individual  coins  with  a  face  value  of 
$2,218,819.33. 

Proof  coin  production  was  resumed  for  the  first  time  since  calendar 
1964  and  for  the  first  time  in  mint  history  at  a  location  other  than  the 
Philadelphia  Mint.  The  1968  proof  coin  sets  were  manufactured  at 
the  San  Francisco  Assay  Office  and  all  coins  in  the  set  bear  the  "S" 
mint  mark.  The  Bureau  of  the  Mint  began  accepting  orders  for  the 
1968  proof  coin  sets  November  1,  1967,  and  by  May  1968,  orders  had 
been  received  to  fill  the  maximum  production  capacity  of  3  million 
sets. 

The  distribution  by  denomination  of  the  coins  produced  in  fiscal 
1968  differs  substantially  from  that  of  the  past  2  years  due  to  current 
requirements  of  the  economy.  The  1-cent  coins  which  continued  as  the 
most  largely  produced,  accounted  for  64  percent  of  the  total  production 
in  fiscal  1968,  increased  from  only  40  percent  in  1967  and  32  percent 
in  1966.  The  1-cent  production  of  more  than  3.749  billion  pieces_  is 
the  greatest  single  year  production  for  this  denomination  in  mint 
history.  Quarters  on  the  other  hand  decreased  from  25  percent  of 
total  production  in  fiscal  1966,  to  20  percent  in  1967,  and  13  percent 
in  1968.  The  remaining  distribution  of  the  1968  production  is  as  fol- 
lows: dimes,  16  percent;  half  dollars,  5  percent;  and  5-cent  pieces,  2 
percent. 

All  subsidiary  coins  (dimes,  quarters,  and  halves)  were  of  the  com- 
posite type  authorized  by  the  Coinage  Act  of  1965  (31  U.S.C.  391). 
The  composite  quarters  and  dimes  consist  of  three  layers  of  material. 
The  metallic  composition  of  the  outer  layers  is  an  alloy  of  75  percent 
copper  and  25  percent  nickel  bonded  to  an  inner  core  of  pure  copper. 
Tlie  composite  half  dollar  also  consists  of  three  layers  of  material.  The 
metalic  composition  of  the  outer  layers  is  80  percent  silver  and  20  per- 
cent copper  bonded  to  an  inner  core  of  approximately  20  percent  silver 
and  80  percent  copper,  giving  the  coin  an  overall  silver  content  of  40 
percent.  Cents  were  made  from  bronze  with  a  95  percent  copper-5  per- 
cent zinc  composition.  Nickels  were  made  from  a  75  percent  copper-25 
percent  nickel  alloy. 

The  Bureau  of  the  Mint  delivered  10.142  billion  new  coins  to  the 
Federal  Eeserve  banks  and  branches  in  fiscal  1968.  This  exceeded  by 
over  2.7  billion  pieces  the  previous  high  of  7.4  billion  pieces  delivered 
in  fiscal  1966.  Most  of  this  increase  is  due  to  shipments  of  over  2.3 
billion  pieces  to  replace  inventories  containing  silver  coin  which  are 
not  being  recirculated  by  the  Federal  Reserve  System.  Over  380  million 
clad  quarters  were  also  shipped  to  the  FRB  after  they  had  been  re- 
moved from  the  silver  coin. 

Foreign  coinage 

Foreign  coinage  production  of  249  million  pieces  during  fiscal  1968 
was  tlie  liighest  in  the  last  20  years  with  the  exception  of  fiscal  years 
1960  (312  million  pieces)  and  1963  (295  million  pieces).  During  fiscal 
1968  the  mint  produced  foreign  coins  for  Costa  Rica,  El  Salvador, 
Panama,  and  tlie  Philippines.  For  Costa  Rica,  two  denominations  of 
stainless  steel  coins  were  produced.  These  were  the  5  centimos  and  10 
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centimos  in  quantities  of  10.86  million  and  5.5  million  pieces,  respec- 
tively. For  El  Salvador,  the  mint  furnished  10  million  5  centavos  and  2 
million  10  centavos  both  of  a  75  percent  copper  25  percent  nickel 
composition. 

For  the  Government  of  Panama,  the  mint  manufactured  the  follow- 
ing coins  for  general  circulation :  7.6  million  1  centesimo  which  were 
bronze  of  a  95  percent  copper  5  percent  zinc  composition ;  2.6  million 
5  centesimos  of  a  75  percent  copper  25  percent  nickel  composition ;  and 
300,000  half  balboas  which  were  silver  clad,  averaging  40  percent  silver 
60  percent  copper.  Also  produced  by  the  mint  for  the  Government  of 
Panama  were  19,983  Panamanian  proof  sets  containing  one  each  of 
the  following  denominations:  1  balboa;  i/o  balboa;  l^  balboa;  i/io  Bal- 
boa; 5  centesimos;  and  1  centesimo. 

For  the  Philippine  Government  during  fiscal  1968,  the  mint  fur- 
nished 10  million  95  percent  aluminum  5  percent  magnesium  1  centa- 
vos ;  40  million  5  centavos  which  were  60  percent  copper  40  percent  zinc ; 
and  100  million  10  centavos,  40  million  25  centavos,  and  20  million  50 
centavos  which  were  all  70  percent  copper,  18  percent  zinc,  and  12  per- 
cent nickel. 

In  addition  to  the  finished  coins  which  were  produced  for  foreign 
governments  in  fiscal  1968,  the  Bureau  of  the  Mint  manufactured  two 
sizes  of  coinage  blanks  for  the  Government  of  Brazil.  The  blanks  were 
23  mm.  and  25  mm.  in  diameter,  for  the  10-centavo  and  20-centavo  coin, 
respectively.  Deliveries  of  these  blanks  during  the  fiscal  year  amounted 
to  10.8  million  pieces  of  which  6.3  million  were  of  the  10-centavo  size 
and  4.5  million  were  of  the  20-centavo  size. 

Silver  activities 

In  connection  with  the  Treasury's  program  to  make  silver  bullion 
available  for  industrial  use,  the  Bureau  of  the  Mint  recovered  30.8  mil- 
lion fine  ounces  of  silver  from  the  melting  of  $381/4  million  of  silver 
quarters  and  $41/4  million  of  silver  dimes  which  had  been  separated 
from  inventories  of  coins  not  recirculated  by  the  Federal  Reserve  Sys- 
tem. At  the  end  of  fiscal  1968  the  Bureau  of  the  Mint  had  in  its  inven- 
tories circulated  coins  estimated  to  contain  silver  coins  equivalent  to 
114.7  million  fine  ounces  of  silver.  In  addition,  the  Federal  Reserve 
banks  and  branches  had  in  their  inventories  circulated  coins  estimated 
to  contain  silver  coins  equivalent  to  127  million  fine  ounces  of  silver. 
These  inventories  were  the  result  of  a  program  initiated  in  fiscal  1968, 
for  recovering  the  silver  from  silver  coin.  This  remaining  silver  will  be 
recovered  during  fiscal  years  1969  and  1970,  as  the  silver  coins  are  sep- 
arated from  the  clad  coins  and  are  melted. 

In  August  1967,  the  handling  of  sales  of  Treasury  silver  for  indus- 
trial use  was  transferred  to  the  General  Services  Administration.  Ap- 
proximately 98  million  fine  troy  ounces  were  contracted  for  sale  during 
fiscal  1968.  The  processing  of  this  silver  to  a  deliverable  state  was  ac- 
complished by  the  Bureau  of  the  Mint. 

In  fiscal  1968  the  Bureau  of  the  Mint  redeemed  silver  certificates 
equivalent  to  89.3  million  ounces  of  silver  under  the  silver  certificate 
redemption  program.  Of  this  total,  4.9  million  ounces  were  redeemed 
at  the  San  Francisco  Assay  Office  while  the  balance  of  84.4  million 
ounces  were  handled  through  the  New  York  Assay  Office.  More  than 
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;>0,()()()  intlividiial  transactions  were  completed  at  these  two  ofiices 
during  the  fiscal  year.  On  June  24, 1968,  the  final  exchanges  were  made 
under  this  program. 

Management  improvement  program 

The  liureau  ol"  the  ]\Iint  has  an  active  management  improvement  and 
cost  reduction  ])rogram  under  the  direction  of  management  and  oi)erat- 
ing  officials  in  the  Office  of  the  Director,  and  in  each  of  the  mints  and 
assay  offices.  jNIajor  efforts  of  these  officials  are  directed  toward  achiev- 
ing efficient  maximum  production  of  domestic  coins  and  it  has  been 
largely  through  their  efforts  that  this  has  been  accom]:»lishe(l  for  the 
past  several  years. 

Savings  of  $831,000  were  realized  during  fiscal  IDGS  under  the  pro- 
gram. These  savings  represented  an  increase  of  $113,000  or  15  percent 
over  the  goal  established  for  fiscal  1968,  and  were  attributable  to  fur- 
ther improvements  in  technolog\^  and  operating  procedures  and  con- 
tinuing programs  for  developing  personnel  in  management  and  other 
skills. 

Bureau  of  Narcotics 

Since  its  establishment  in  1930,  the  Bureau  of  Narcotics  had  been 
the  agency  within  the  Treasury  Department  charged  M'ith  administer- 
ing Federal  laws  controlling  narcotic  drugs  and  marihuana.  On 
April  8, 1968,  the  President's  Reorganization  Plan  No.  1  of  1968  gained 
congressional  approval  and  the  Treasury  Department's  Bureau  of 
Narcotics  was  transferred  to  the  Justice  Department  and  consolidated 
with  HEWs  Bureau  of  Drug  Abuse  Control  to  form  the  new  Bureau 
of  Narcotics  and  Dangerous  Drugs.  Therefore,  this  report  covers  the 
activities  of  the  Bureau  of  Narcotics  for  the  first  9  months  of  the  fiscal 
year  1968. 

AVliile  still  an  arm  of  the  Treasury  Department,  the  Bureau  of  Nar- 
cotics' responsibility  for  regulating  the  legitimate  supplies  of  narcotic 
drugs  for  medical  and  scientific  purposes  involved  supervision  of  U.S. 
imports  and  exports  of  these  drugs  as  well  as  control  over  the  manu- 
facture and  domestic  trade  in  narcotic  drugs  to  prevent  diversion  in<o 
illicit  channels.  Enforcement  duties  included  apprehension  of  inter- 
state and  international  violators  of  narcotic  laws  and  cooperation 
with  State  and  local  law  enforcement  agencies.  At  the  request  of  for- 
eign police  authorities.  Bureau  agents  assisted  in  mutually  beneficial 
investigations  of  international  traffickers.  Further  acceleration  of  the 
expanded  program  in  cooperation  with  foreign  countries  notably  re- 
duced smuggling  of  narcotic  drugs  into  the  United  States  during  the 
first  9  months  of  the  fiscal  year. 

Cost  reduction  and  management  improvement 

During  fiscal  1968,  the  Bureau  placed  in  reserve  $203,405  which  had 
been  taken  from  current  operating  programs.  The  reserve  was  applied 
against  the  total  cost  of  pay  increases  eff'ective  October  1967.  An  addi- 
tional $88,000  supplemental  appropriation  was  later  requested  to  cover 
the  pay  increase  costs. 
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Training 

Emphasis  on  the  interagency  program  of  training  continued.  Fifty 
Bureau  employees  participated  in  various  programs  which  included 
tecluiical,  managerial,  and  supervisory  instruction.  Of  these  50  per- 
sons, 26  received  training  from  interdepartmental  programs.  Bureau 
officials  attending  the  planning-programing-budgeting  seminars 
broadened  their  insight  concerning  current  developments  in  adminis- 
trative matters.  Participation  in  this  program  is  continuing.  Four 
Bureau  employees  also  received  nongovernmental  training  in  super- 
visory and  technical  areas. 

The  Bureau  of  Narcotics  Training  School  conducted  10  intensive 
2-week  sessions  during  the  first  9  months  of  fiscal  1968.  Eight  sessions 
were  held  in  Washington,  D.C.,  with  one  in  Mahwah,  N.  J.,  and  another 
in  Monterey,  Calif.  A  total  of  600  local  and  State  law  enforcement 
officers  were  trained  in  narcotic  controls  at  these  sessions. 

Bilingual  Bureau  agents  conducted  a  special  2-week  course  on  nar- 
cotic controls,  particularly  the  abuse  of  cocaine,  heroin,  and  mari- 
huana, in  the  early  part  of  fiscal  1968.  The  course,  taught  in  coopera- 
tion with  the  International  Police  Academy  for  the  Agency  for 
International  Development,  is  part  of  the  Bureau's  intense  program  of 
cooperation  with  Latin  American  countries.  Bureau  of  Narcotics  in- 
structors also  addressed  senior  police  officers  at  regular  sessions  of 
aid's  International  Police  Academy. 

During  the  first  pait  of  fiscal  1968,  the  Bureau  of  Narcotics  contin- 
ued its  policy  of  providing  narcotic  training  by  participating  in  special 
workshops  and  seminars.  These  sessions,  which  were  held  at  Little 
Eock,  Ark.,  Hershey,  Pa.,  Baton  Rouge,  La.,  and  St.  Petersburg,  Fla., 
Avere  attended  by  a  total  of  236  local  and  State  law  enforcement  officers. 

The  school  start'  also  lectured  regidarly  before  the  U.S.  Air  Force 
Office  of  Special  Investigations,  the  Federal  Bureau  of  Investigation's 
National  Academy,  the  Harvard  School  of  Legal  Medicine,  the  Bu- 
reau of  Drug  Abuse  Control,  the  International  Police  Academy,  and 
AID. 

Information 

The  demand  for  information  about  narcotic  drugs  and  marihuana 
increased  during  fiscal  1968.  The  Bureau  met  this  demand  by  supply- 
ing over  48,685  publications  as  a  public  service  to  more  than  47,000 
students,  teachers,  libraries,  parents,  individuals,  and  agencies. 

As  part  of  the  Bureau's  continuing  education  program.  Bureau 
agents  addressed  579  groups  consisting  of  approximately  50,000 
persons. 

The  traveling  exhibit  relating  to  Bureau  responsibilities  was  dis- 
played at  the  National  Association  of  Retail  Draggists  convention  in 
Houston,  Tex.,  which  was  attended  by  more  than  2,500  persons.  Bureau 
agents  were  available  to  discuss  registrant  responsibilities  and  dis- 
tribute literature.  In  addition,  smaller  exhibits  were  displaj^ed  at 
various  State  and  local  conventions  and  meetings.  For  example,  the 
Bureau  cooperated  with  the  Minnesota  State  Pharmaceutical  Asso- 
ciation and  the  Florida  Medical  Association  by  displaying  exhibits 
at  their  annual  meetings  ait  St.  Paul  and  Bal  Harbour,  respectively. 
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The  Bureau  of  Narcotics  also  launched  several  special  information 
projects  in  the  first  part  of  fiscal  1968.  First,  it  provided  technical 
assistance  to  the  International  Association  of  Chiefs  of  Police  m  their 
production  of  a  narcotic  film,  "Fight  or  Flight."  Throughout  the  year, 
the  Bureau  also  contacted  and  cooperated  with  numerous  national 
organizations  to  assist  in  the  planning  or  implementation  of  a  nar- 
cotic drug  education  program.  Two  of  the  most  significant  examples 
involved  cooperation  with  the  National  Catholic  Youth  Organization, 
whose  program  reaches  more  than  6  million  persons,  and  the  American 
Legion,  which  has  made  narcotic  information  available  to  nearly 
3,500,000  Legion  and  auxiliary  members. 

As  part  of  the  Bureau's  efforts  to  counteract  the  misinformation 
available  on  marihuana,  a  "Marihuana  Task  Force"  was  appointed  in 
November  1967.  The  task  force  consisted  of  four  Bureau  agents  who 
had  been  specially  trained  in  the  problem  of  marihuana — its  abuse 
and  dangers.  The  four  men  were  assigned  to  various  areas  of  the 
country  where  the  more  vocal  pro-marihuana  groups  and  individuals 
were  located.  The  task  force  received  executive  direction  from  Bureau 
headquarters  in  addition  to  all  new  articles,  papers,  and  speeches  deal- 
ing with  the  subject.  This  well-informed  team  used  all  avenues  of  com- 
munication— speeches,  conventions,  seminars,  symposiums,  con- 
ferences, resolutions,  etc. — to  get  the  message  to  the  American  public. 
In  the  short  time  between  November  20  and  April  8,  1968,  the  task 
force  had  presented  speeches  to  more  than  10,000  persons,  had  begun 
to  distribute  literature  about  marihuana  and  narcotic  drugs,  had  par- 
ticipated in  several  seminars  and  conferences,  and  had  made  the  initial 
contacts  with  educational  and  organizational  leaders  in  their  regions. 

Enforcement  activities 

Investigations  by  Bureau  agents  of  the  international  narcotic  traf- 
fic which  affects  the  United  States  continued  on  an  intensive  basis  in 
cooperation  with  police  authorities  of  many  countries.  Listed  below 
are  examples  of  exceptionally  significant  investigations  completed 
between  Jul}'  1,  1967,  and  the  date  of  the  Bureau's  transfer  to  the 
Department  of  Justice. 

U.S.  agents  in  Bangkok,  Thailand,  assisted  Thai  police  on  August 
15, 1967,  as  they  arrested  three  men  who  were  delivering  approximately 
40  kilograms  of  morphine  base  to  an  undercover  agent. 

On  August  25,  1967,  a  U.S.  narcotic  agent  in  Naples,  Italy,  pur- 
chased 2  kilograms  of  morphine  base  for  1,200,000  lire  ($2,000)  from 
four  traffickers  as  part  of  an  undercover  investigation.  Three  other 
defendants  were  arrested  the  same  day  by  the  Italian  police  and  820,- 
000  lire  was  recovered. 

Based  on  information  received  from  a  U.S.  narcotic  agent  stationed 
in  Lima,  Peru,  the  Chilean  police  arrested  a  trafficker  in  possession  of 
2  kilograms  of  cocaine  and  three  intended  recipients  in  Arica,  Chile, 
October  9,  1967.  In  addition  to  the  narcotics,  the  police  also  seized 
equipment  and  chemicals  used  in  the  processing  of  cocaine.  This  case 
led  to  other  arrests  in  Arica,  Chile,  October  13,  1967,  when  approxi- 
matel}'  5,550  grams  of  cocaine  and  a  fully  equipped  clandestine  labora- 
tory were  seized.  Two  defendants  were  arrested  at  that  time. 
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U.S.  narcotic  agents  and  the  Mexican  Federal  Judicial  Police  in 
Tijuana  teamed  up  to  arrest  a  marihuana  trafficker  and  seize  approxi- 
mately 4  kilograms  of  marihuana  on  October  30,  1967.  Information 
gained  through  this  arrest  indicated  where  a  large  amount  of  mari- 
huana could  be  found.  Officers  proceeded  to  the  spot  and  found  bricks 
of  marihuana  wrapped  in  brown  paper.  They  arrested  a  union  leader 
in  the  Tijuana  taxicab  business  and  another  defendant  and  seized 
approximately  716  kilograms  of  marihuana.  Agents  learned  that  all 
of  the  marihuana  had  been  shipped  from  Sinaloa  to  Tijuana  in 
50-gallon  grease  drums,  with  a  6-inch  layer  of  grease  on  a  plastic  cover 
camouflaging  the  marihuana. 

An  undercover  U.S.  narcotic  agent  assisted  local  police  and  Singa- 
pore Customs  authorities  in  October  1967,  in  the  arrest  of  two  traf- 
fickers and  the  seizure  of  2,500  grams  of  opium. 

In  Beirut,  Lebanon,  U.S.  narcotic  agents  assisted  Lebanese  Police 
arrest  two  defendants  and  seize  360  grains  of  heroin  on  November  8, 

1967.  One  of  the  defendants  was  the  sister-in-law  of  a  notorious  crim- 
inal and  the  widow  of  a  former  major  Lebanese  heroin  trafficker. 

Korean  Police  officers  and  a  U.S.  narcotic  agent  stationed  in  Seoul, 
Korea,  worked  together  in  an  investigation.  On  November  27,  1967, 
they  arrested  four  defendants  in  a  remote  farm  house  175  miles  from 
Seoul  and  seized  a  complete  clandestine  heroin  manufacturing  labora- 
tory with  120  grams  of  heroin,  6,000  cc.  liquid  opium,  and  assorted 
heroin-making  chemicals. 

Narcotic  agents  in  Frankfort  assisted  German  Police  as  they 
arrested  two  Turkish  nationals  on  December  8,  1967.  In  addition  to 
arresting  the  two  defendants,  the  officers  seized  approximately  7  kilo- 
grams of  morphine  base  which  had  been  smuggled  into  Germany  from 
Turkey  by  truck. 

On  January  20, 1968,  U.S.  narcotic  agents  in  Izmir,  Turkey,  cooper- 
ated with  Turkish  police  to  arrest  two  Turkish  nationals  and  seize 
approximately  15  kilograms  of  morphine  base. 

U.S.  narcotic  agents  joined  with  the  Turkish  National  Police  to 
arrest  six  Turkish  nationals  on  March  28, 1968.  The  arrests  and  seizure 
of  250  kilograms  of  opium  took  place  in  the  Turkish  province  of 
Denizle. 

On  January  29, 1968,  U.S.  narcotic  agents  stationed  in  Paris,  France, 
assisted  the  French  Police  arrest  a  U.S.  citizen,  from  Avhom  they  seized 
nearly  15  kilograms  of  marihuana. 

U.S.  narcotic  agents  in  Mexico,  assisting  the  Mexican  Federal  Judi- 
cial Police,  located  60  acres  of  opium  poppy  plants  in  Gral  Teran, 
Nuevo  Leon,  Mexico,  on  January  31,  1968.  x\gents  and  police  ar- 
rested two  defendants,  but  are  still  seeking  three  others.  Upon  finding 
the  fields  of  poppies,  the  officers  called  in  a  contingent  of  22  Mexican 
Army  troops  who  destroyed  the  illicit  crop. 

Narcotic  agents  in  Tijuana  cooperated  with  the  Mexican  Federal 
Judicial  Police  to  arrest  three  defendants  between  February  8  and  10, 

1968.  At  the  same  time,  they  seized  a  total  of  233  kilograms,  982  grams 
of  marihuana. 

In  these  and  other  narcotic  cases  Bureau  of  Narcotic  agents  assisted 
foreign  authorities  in  the  seizure  of  a  total  of  1832.5  kilograms  of 
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narcotic  drugs  and  131)0.5  kilograms  of  marihuana  from  the  illicit 
traffic  in  other  countries  between  July  1,  1967,  and  ^Marcli  31,  1968. 

The  following  table  shows  the  numl)er  of  violations  of  the  narcotic 
laws  reported  by  Federal  narcotic  enforcement  officers. 

Number   of  violators   of  the   narcotic   and  marihuana   laws   prosecuted   during  the 
fiscal  year  1968,  with  their  dispositions  and  penalties 
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Nonregistered  pereons 
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court 
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7 
3 

,5 
6 

6 

1 

4 
4 

7 

4 
3 

2 

7 

4 
3 

2 
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9 

Average  fine  per 
conviction: 
1968 

$31 
195 

$39 
45 

$ 

25 

$1 

44 

1967 

53 

78 

Control  of  manufacture  and  medical  distribution 

During  the  first  9  months  of  fiscal  19G8,  the  Bureau  of  Narcotics 
issued  37  permits  to  import  crude  opium  and  coca  leaves.  To  meet  the 
medical  requirements  for  opium  derivatives  and  cocaine  and  to  supply 
nonnarcotic  coca  flavoring  extracts,  105,614  kilograms  of  raw  opium 
were  imported  from  India  and  Turkey  and  181,440  kilograms  of  coca 
leaves  were  imported  from  Peru. 

A  total  of  546  export  authorizations  were  issued  for  the  export  of 
manufactured  narcotics  to  other  countries.  The  quantity  of  narcotic 
drugs  exported  during  the  first  9  months  of  fiscal  1968  was  711,972.26 
grams. 

Tliere  were  1,666  thefts  of  narcotic  drugs,  amounting  to  84,2^,1 
grams  reported  during  the  first  porti  on  of  fiscal  1968. 

During  the  same  period  of  time,  420,638  persons  were  registered 
under  the  Harrison  Narcotic  Act  and  the  Marihuana  Tax  Act  to  en- 
gage in  lawful  narcotic  and  marihuana  activities. 
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International  control  and  cooperation 

The  United  States  is  a  party  to  the  following  conventions,  treaties 
and  protocols  relating  to  the  international  control  over  narcotic  drugs 
and  marihuana:  The  Opium  Convention  of  1912  and  1931,  the  Inter- 
national Protocols  of  December  11,  1916,  November  19,  1948,  and 
June  23,  1953 ;  and  the  Single  Convention  of  1961.  Additionally,  the 
United  States  adheres  to  all  of  the  provisions,  so  far  as  possible,  of 
several  other  international  regimes  of  control  even  though  we  are  not 
signatories. 

The  Bureau  of  Narcotics  continued  its  international  cooperation 
during  fiscal  1968  through  participation  in  several  international  meet- 
ings. Bureau  representatives  were  among  delegates  attending  the 
Interpol  36th  General  Assembly  in  Kyoto,  Japan,  from  September  27, 
to  October  4,  1967,  to  discuss  the  events  relating  to  international 
criminal  activity  from  September  1966  to  August  1967.  The  United 
States  was  also  among  24  countries  represented  at  the  22d  Session 
of  the  United  Nations  Commission  on  Narcotic  Drugs  in  Geneva, 
Switzerland,  Januai-y  8-26,  1968,  to  review  the  world  drug  situation 
and  the  events  concerning  narcotic  controls  of  1967.  Representatives 
from  24  nations,  including  the  United  States  met  in  New  Delhi,  India, 
for  the  U.N.  Consultative  Group  on  Opium  Problems  October  9-21, 
1967.  Discussions  covered  the  gamut  of  problems  related  to  the 
production  of  opium. 

Cooperation  with  State  and  local  authorities 

Excellent  cooperation  among  Federal,  State,  and  local  narcotic  law 
enforcement  agencies  continued  with  a  free  exchange  of  information 
during  the  investigation  and  prosecution  of  narcotic  violators  and  the 
routine  inspections  by  State  and  local  authorities.  The  Bureau's  spe- 
cial seminars  were  held  in  cooperation  with  the  local,  county,  and 
State  agencies  as  a  continuing  cooperative  training  program. 

Drug  addiction 

As  of  March  31,  1968,  just  prior  to  the  Bureau  of  Narcotics'  trans- 
fer from  the  Treasury  Department  to  the  Department  of  Justice,  the 
total  number  of  active  narcotic  addicts  recorded  by  the  Bureau,  as  re- 
ported by  Federal,  State,  local,  and  private  agencies  was  62,624. 

U.S.  Savings  Bonds  Division 

The  U.S.  Savings  Bonds  Division  promotes  the  sale  and  retention 
of  U.S.  savings  bonds  and  U.S.  savings  notes  ("Freedom  Shares", 
first  issued  in  May  1967)  and  the  sale  of  savings  stamps.  The  systematic 
buying  and  continued  holding  of  these  savings  securities  makes  an 
unportant  contribution  to  the  Government's  efforts  to  finance  our 
national  debt  in  a  noninflationary  maimer  and  broadens  the  ownership 
of  the  Federal  debt. 

The  program  is  carried  out  by  a  relatively  small  Government  staff 
assisted  by  a  large  corps  of  sales  promotion  volunteers.  Liaison  is 
maintained  with  all  types  of  financial,  business,  labor,  agricultural, 
and  educational  institutions,  and  with  community  groups  of  all  kinds. 
Their  volunteer  services  are  enlisted  to  sell  savings  bonds  through 
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banks,  savin^js  and  loan  associations,  credit  unions,  certain  post  offices, 
and  thousands  of  business  establishments  and  other  employers  oper- 
ating pajn'oll  savings  plans. 

Sales  of  series  E  and  H  savings  bonds  and  savings  notes  during  the 
fiscal  year  1968  totaled  $4,940  million,  only  slightly  below  the  1967 
11-year  record  of  $4,967  million. 

Promotional  activities 

The  Share-in-Freedom  plan  was  continued  as  the  theme  of  the  Di- 
vision's promotional  activities  in  fiscal  1968.  Excellent  progress  was 
made  in  promoting  the  payroll  savings  plan  among  industrial  em- 
ployees. Federal,  State,  and  local  Government  employees,  and  the  mili- 
tary services.  Over  2,264,000  persons  were  enrolled.  After  taking  into 
account  turnover,  retirements,  and  discontinued  allotments,  there  was 
a  net  increase  of  more  than  a  half  million  savers  during  the  1968  fiscal 
year.  Over  10  million  persons  were  participating  in  payroll  savings 
plans  as  of  June  30,  1968.  Promotional  efforts  produced  the  highest 
sales  since  1946  in  small  denomination  E  bonds,  bought  primarily  by 
payroll  savers. 

Mr.  William  P.  Gwinn,  president  of  the  United  Aircraft  Corp.,  di- 
rected the  1968  payroll  savings  effort  in  industry  as  chairman  of  the 
Industrial  Payroll  Savings  Committee.  This  Committee  consisted  of 
top  executives  representing  23  major  market  areas  and  27  major  in- 
dustries. Secretary  Fowler  and  other  cabinet  members,  as  well  as  other 
Treasury  officials,  addressed  national  and  local  campaign  kickofF  meet- 
ings, which  were  attended  by  State  volunteer  chairmen,  financial 
leaders,  135  Share-in-Freedom  Center  chairmen  from  the  larger  metro- 
politan areas.  National  labor  executives,  alternates  of  the  Interdej^art- 
mental  Savings  Bonds  Committee,  and  some  350  leading  industrialists. 
As  a  result  of  these  meetings,  intensive  campaigns  were  undertaken  in 
the  23  major  industrial  centers  by  members  of  the  Committee.  Similar 
campaigns  took  place  in  135  urban  centers,  each  under  the  chairman- 
ship of  a  local  business  leader. 

Camj^aign  preconditioning  sponsored  by  the  United  Aircraft  Corp. 
included  two  full-page  advertisements  in  the  "Wall  Street  Journal" 
emphasizing  the  role  of  the  savings  bond  program  in  the  maintenance 
of  the  country's  sound  financial  structure,  and  the  mailing  of  over 
35,000  personalized  letters,  with  enclosed  brochures,  from  Mr.  Gwinn 
to  executives  throughout  the  country.  This  resulted  in  a  20-percent 
response,  which  was  promptly  followed  up  by  staff  members  and  the 
industrial  task  force  which  consisted  of  approximately  750  junior  ex- 
ecutives loaned  by  industry  and  directed  by  the  Savings  Bonds  Division 
field  staff. 

Following  meetings  in  all  Share-in-Freedom  Centers,  staff  members 
and  volunteers  personally  assisted  companies  in  organizing  campaigns. 
During  the  fiscal  year,  more  than  12,500  campaigns  were  completed 
in  companies  of  all  sizes,  resulting  in  over  II/2  million  new  savers. 

Successful  campaigns  in  the  Federal  Government,  among  both  civil- 
ian and  military  personnel,  were  conducted  under  the  direction  of 
Interdepartmental  Chairman,  Postmaster  General  Lawrence  O'Brien, 
and  Vice  Chairman  Richard  Murphy.  Special  events  helped  to 
dramatize  the  Federal  campaign,  with  the  participation  of  Hollywood 
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celebrities  at  the  Wasliington  kickoff  ceremonies,  Government  girls 
march,  and  Pentagon  rally  in  early  19G8. 

During  the  1968  Federal  Government  spring  campaign,  approxi- 
mately 150,000  additional  civilian  employees  and  81,500  additional 
members  of  the  Armed  Forces  signed  bond  allotments.  Total  enroll- 
ments were  over  3,7  million  on  June  30,  1968 — the  highest  level  since 
the  inception  of  the  program.  Total  purchases  by  Federal  civilian  and 
military  i>ersonnel  in  fiscal  1968  amounted  to  over  $1  billion. 

The  1968  spring  campaign  was  promoted  by  special  events  in  many 
other  areas.  Governors,  mayors,  and  other  leading  local  Government 
authorities  issued  savings  bonds  proclamations.  Decorated  Vietnam 
veterans  representing  all  services  again  toured  the  country.  They 
visited  80  cities  in  26  States,  appearing  on  television  and  at  community 
meetings  and  plant  rallies  to  dramatize  the  theme,  "Buy  Bonds  Where 
You  Work— They  Do." 

Organized  labor  gave  its  full  cooperation  to  the  payroll  savings  cam- 
paign in  industry  and  Govermnent.  The  sales  program  was  success- 
fully promoted  by  national  unions  through  the  National  Labor  Ad- 
visory Committee  for  savings  bonds. 

Sales  of  savings  stamps,  primarily  through  the  Nation's  schools, 
increased  1  percent  during  the  fiscal  year  1968.  The  women's  organiza- 
tions of  the  Nation  act  as  volunteer  leaders  in  the  promotion  of  stamps. 

Banks  and  other  financial  institutions  contributed  substantially  to 
the  success  of  the  savings  bonds-freedom  shares  program.  During  fiscal 
1968,  over  13,000  banks  sent  more  than  36  million  letters  to  their  cus- 
tomers promoting  savings  bonds  and  freedom  shares. 

Voluntary  assistance  provided  by  the  Advertising  Council  and  its 
task  force  agencies  was  of  major  importance  in  all  promotional  activi- 
ties undertaken  by  the  U.S.  Savings  Bonds  Division  during  fiscal  1968. 

Support  of  all  advertising  media — newspapers,  magazines,  radio, 
television,  and  outdoor — continued  at  a  high  level.  Magazines,  for  ex- 
ample, carried  over  148,000  lines  advertising  savings  bonds  during 
fiscal  1968. 

The  Advertising  Research  Foundation,  at  the  request  of  the  Adver- 
tising Council  and  the  Treasury,  undertook  the  first  public  service 
project  of  its  31-year  history  to  develop  a  consmner  research  program 
on  the  savings  bonds  market. 

The  entertainment  industries  continued  their  exceptional  coopera- 
tion. The  motion  picture  industry  contributed  a  payroll  savings  film, 
"Star-Spangled  Salesman,"  with  an  all-star  cast.  Several  top  stars 
lent  their  services  in  personal  appearances  and  in  theatrical  trailers 
and  television  commercials. 

Management  improvement 

An  innovation  in  the  volunteer  sector  of  operations  was  the  estab- 
lishment, January  24, 1968,  of  a  new  State  Chairman's  Executive  Com- 
mittee which  consisted  of  two  executive  committee  members  for  each 
of  the  division's  seven  regions.  The  purpose  of  the  Committee  is  to  give 
more  emphasis  to  the  position  of  the  volunteer  chairmen  throughout 
the  various  States;  to  provide  more  wingspread  for  their  statewide 
activities  and  to  create  more  specific  liaison  for  their  campaign  plan- 
ning and  programing.  The  new  executive  committee  will  serve  nation- 
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ally  as  an  a(l\  isory  ,i:i"()ii|)  to  the  Xalional  Director  for  Sa\iii<is  Bonds, 
in  creating  and  coordinating  a  nationwide  prog-rani  of  State  chairmen 
projects. 

U.S.  Secret  Service 

The  major  responsibilities  of  the  U.S.  Secret  Sei-vice  defined  by 
section  3056,  title  18,  United  States  Code,  are  the  protection  of  the 
President  of  the  United  States,  tlie  members  of  his  inniiediate  family, 
tlie  President-elect,  the  Vice  President  or  other  officer  next  in  the  order 
of  succession  to  the  office  of  President,  and  the  Vice-President-elect; 
protection  of  a  former  President  and  his  wife  during  his  lifetime  and 
the  pereon  of  a  widow  and  minor  childi-en  of  a  former  l^resident  for 
a.  ])eriod  of  4  years  after  he  leaves  or  dies  in  office,  unless  sucli  protec- 
tion is  declined;  protection  of  persons  who  are  determined  from  time 
to  time  by  the  Secretary  of  the  Treasury,  after  consultation  with  an 
advisor}^  committee,  as  bemg  major  presidential  or  vice  presidential 
candidates,  unless  such  protection  is  declined;  the  detection  and  arrest 
of  persons  committing  any  offenses  against  the  laws  of  the  United 
States  relating  to  obligations  and  securities  of  the  United  States  and 
of  foreign  goverinnents ;  and  the  detection  and  arrest  of  persons  vio- 
lating certain  laws  relating  to  the  Federal  Deposit  Insurance  Corpo- 
ration, Federal  land  banks,  and  Federal  land  bank  associations. 

Management  improvement 

Eight  teletype  units  have  been  installed  in  headquarters  and  field 
offices  to  connect  the  Secret  Service  wath  the  National  Crime  Informa- 
tion Center  (NCIC)  and  with  the  Law  Enforcement  Teletype  System 
(LETS).  The  teletype  installation  will  provide  rapid  input  to  the 
Secret  Service  and  the  NCIC  computer  records  system  for  inter- 
change of  printed  material  necessary  in  attaining  speed  and  accuracy 
in  law  enforcement  and  protective  response.  The  (LETS)  system 
connects  the  Secret  Sei-vice  to  4,500  law  enforcement  organizations 
throughout  the  Nation  in  keeping  with  ])residential  directives  on  im- 
proved communications  among  law  enforcement  agencies. 

An  analytical  system  was  developed  for  use  in  the  investigative  area 
to  evaluate  comparative  field  office  data  on  check  forgery  cases  re- 
ceived, closed,  and  pending.  The  information  system  provides  total 
investigative  hours  spent  as  well  as  aiTests  for  check  forgery  and  is 
a  valuable  management  tool  in  evaluating  Service  progress  in  the 
check  forgery  area. 

Certain  organizational  changes  were  effected  in  fiscal  1968  to  facili- 
tate the  specializatioir  necessary  to  support  the  expanded  operations 
of  the  Service.  The  Financial  Management  Division  was  established  as 
a  separate  entity  in  the  Office  of  Administration  to  centralize  respon- 
sibility for  budget  operations,  accounting,  financial  reporting,  payroll 
operations,  and  voucher  examination. 

Prelimirrary  work  was  initiated  in  April  1968,  to  transfer  the  Secret 
Service  payroll  oi>eration  to  the  Internal  Revenue  Ser'vice's  arrtomated 
system  in  Detroit.  It  is  expected  that  this  conversion  will  be  accom- 
plished early  m  fiscal  1969.  It  is  estimated  that  this  will  result  in  re- 
curring annual  savings  of  $24,000. 
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Personnel 

During  fiscal  1968  the  Secret  Service  appointed  approximately 
242  new  special  agents,  technicians,  specialists,  and  support  personnel. 

Personnel  security  investigations,  were  added  to  the  responsibilities 
of  the  Personnel  Division  during  the  fiscal  year. 

Training 

A  pilot  training  project  to  accelerate  the  training  of  new  special 
agents  was  initiated  during  the  fiscal  year.  It  was  designed  to  per- 
mit new  personnel  to  perform  the  full  range  of  their  duties  at  the 
earliest  possible  date. 

Seven  employees  attended  seminars  on  planning-programing-budg- 
eting  conducted  by  the  Civil  Service  Commission.  Other  employees 
participated  in  management  seminars  conducted  by  the  Brookings 
Institution  and  the  Civil  Service  Commission. 

Inspection  and  audit  program 

During  fiscal  1968  the  inspection  and  audit  program  was  improved 
by  the  development  of  revised  check  lists  and  evaluation  forms,  and 
the  publication  of  a  new  "Inspection  Procedures  Manual."  In  addi- 
tion, a  new  format  was  adopted  for  reporting  inspections  of  units 
other  than  field  offices. 

Protective  responsibilities 

The  protection  of  the  First  Family,  Vice  President,  former  Presi- 
dents, their  wives,  and  the  widow  and  minor  children  of  tlie  late  Presi- 
dent Kennedy  continued  to  be  the  primary  responsibility  of  the  Service. 

On  June  6,  1968,  Congress  expanded  the  protective  responsibilities 
of  the  Service  by  enacting  a  joint  resolution  (Public  Law  90-331) 
which  provided  for  the  protection  of  major  presidential  and  vice 
presidential  candidates. 

Investigative  responsibilities 

Counterfeiting  violations  continued  to  pose  an  enforcement  prob- 
lem of  increasing  magnitude  during  fiscal  1968.  The  Secret  Service 
arrested  1,370  persons,  an  increase  of  27.8  percent  over  the  previous 
year,  for  currency  counterfeiting  violations.  More  than  $10  million 
in  counterfeit  currency,  76  percent  of  the  total  received,  was  seized 
before  being  placed  in  circulation. 

Losses  to  the  public,  the  amount  of  counterfeit  currency  passed  on 
the  public,  reached  $2.8  million.  Of  this  total,  $1.4  million  was  traced 
to  36  plant  operations  (places  of  manufacture)  which  produced  136 
counterfeit  issues.  The  Secret  Service  suppressed  the  operations  of 
these  plants  prior  to  June  30,  1968.  Another  $365,000  in  losses  was  the 
residue  from  plants  seized  in  previous  years.  Of  the  $1  million  in 
losses  remaining,  about  $800,000  was  attributed  to  seven  major  counter- 
feiting operations  which  were  under  investigation  at  the  fiscal  yearend. 

The  Service's  enforcement  program  has  resulted  in  the  sui)pression 
of  counterfeit  plant  operations  responsible  for  63  percent  of  the  losses 
suffered  during  the  fiscal  year. 

The  following  summaries  are  illustrative  of  the  type  and  scope  of 
counterf eitino-  activities  during^  fiscal  1968. 
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In  the  fall  of  1967,  an  undercover  agent  was  introduced  to  a  woman 
who  was  acting  on  behalf  of  several  well-known  Chicago  hoodlums. 
They  wanted  to  locate  a  buyer  for  a  larger  quantity  of  counterfeit 
$10,000  Treasury  bearer  securities.  The  agent  succeeded  in  arranging 
for  the  purchase  of  $1  million  in  the  counterfeits.  In  January  1968,  the 
woman  and  four  men  were  arrested  wliile  making  the  delivery  to  the 
agent.  The  group's  ringleader  was  arrested  nearby  in  liis  car. 

During  January  1966,  an  individual  was  convicted  in  Los  Angeles  for 
possessing  $300,000  in  counterfeit  $100  notes.  Later,  the  defendant  con- 
tacted the  Secret  Service  and  offered  to  identify  the  source  of  the  notes. 
He  claimed  the  $300,000  was  only  the  initial  delivery  of  over  $10 
million  he  had  ordered  from  a  Miami  attorney.  He  also  offered  to 
assist  in  obtaining  the  remainder  of  tlie  notes  which  were  still  avail- 
able for  delivery. 

Negotiations  with  the  attorney  culminated  in  late  December  1967, 
when  the  attorney  forwarded  three  boxes  by  air  to  the  defendant  in 
New  York  City.  The  boxes,  which  were  received  and  opened  at  the 
JFK  International  Airport,  contained  $4.1  million  in  counterfeit  $100 
notes,  the  largest  single  counterfeit  seizure  in  the  history  of  the  Secret 
Service. 

The  Miami  attorney  was  arrested  in  New  York  City  several  days 
later.  Prosecution  was  j)ending  at  the  fiscal  yearend. 

Of  the  $2.8  million  passed  on  the  public  during  fiscal  1968,  over 
$400,000  came  from  a  single  counterfeiting  operation  in  the  Birming- 
ham, Ala.,  area  that  reached  into  almost  every  State  of  the  Nation. 

By  the  spring  of  1968,  a  special  squad  assigned  to  investigate  this 
operation,  had  arrested  the  two  printers  and  several  of  the  organiza- 
tion's major  distributors.  The  fact  that  over  225  persons  were  ar- 
rested for  passing  notes  produced  by  this  counterfeiting  plant 
illustrates  the  complex  enforcement  problem  which  confronts  the 
Secret  Service  when  a  single  operation  has  such  well-organized  dis- 
tribution facilities. 

Total  counterfeits  attributed  to  this  group  exceeded  $880,000  of 
which  $384,000  was  seized  before  being  placed  in  circulation.  One  of 
the  printers  plead  guilty  to  the  charges  placed  against  him  and  was 
given  a  suspended  sentence. 

An  unusual  counterfeiting  operation  was  discovered  when  a  new 
counterfeit  $5  note  was  passed  in  Tampa,  Fla.,  in  January  1967.  Five 
other  related  counterfeits  appeared  during  the  next  month  in  Florida 
and  Georgia.  During  the  following  weeks  these  notes  were  passed  in 
other  States  along  the  east  coast  and  into  the  Midwest,  but  in  such 
small  quantities  that  only  one  or  two  individuals  appeared  to  be 
involved. 

The  first  break  in  this  case  came  in  May  when  a  Florida  resident  was 
arrested  while  attempting  to  pass  one  of  the  notes  near  Detroit.  He 
claimed  the  notes  were  printed  by  a  fellow  Floridian,  a  prominent 
coin  dealer,  who  had  accompanied  him  to  the  shopping  center  but  who 
had  fled  to  aA'oid  arrest.  Based  on  this  information,  the  plant  in 
Florida  Mas  seized  and  a  fugitive  warrant  issued  for  the  coin  dealer. 
Efforts  to  locate  the  fugitive  were  unsuccessful. 

Weeks  later,  another  group  of  new  counterfeit  $5,  $10,  and  $20  notes 
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appeared  in  California,  Colorado,  and  Texas.  The  pattern  of  passing 
the  notes  again  indicated  that  this  was  the  work  of  only  one  or  two 
persons.  One  of  the  notes  was  passed  at  a  small  coin  shop  in  Amarillo, 
Tex.  When  questioned  later,  the  owner  of  the  shop  recalled  that  the 
passer  was  an  individual  whom  he  had  previously  met  at  several  coin 
shows- — the  missing  Florida  coin  dealer. 

Efforts  to  locate  the  fugitive  were  intensified  and  the  suspect  was 
taken  into  custody  near  New  Orleans  during  September.  He  had  fled 
to  Los  Angeles  after  narrowly  escaping  arrest  in  Detroit.  There  he 
rented  a  small  print  shop  and  produced  a  second  group  of  notes. 

The  passer  arrested  at  Detroit  received  a  6-year  sentence.  The  coin 
dealer  received  a  sentence  of  5  years.  In  all,  he  was  responsible  for  the 
manufacture  of  14  different  counterfeits  totaling  nearly  $200,000. 

Another  issue  of  counterfeit  $20  notes  first  appeared  in  August  1967, 
when  15  were  passed  at  a  dog  track  near  Portland,  Oreg.  Three  days 
later  Secret  Service  agents  from  the  Seattle  office  were  called  to  a 
downtown  store  where  employees  were  holding  a  woman  who  had  at- 
tempted to  make  a  purchase  with  one  of  the  notes. 

While  one  agent  questioned  the  suspect,  another  canvassed  nearby 
stores  where  he  picked  up  several  other  counterfeit  notes  which  had 
been  passed  by  a  woman  answering  the  suspect's  description.  Wlien 
confronted  with  this  information,  the  woman  amazed  the  agents  by 
admitting  that  she  was  not  only  responsible  for  passing  the  notes  but 
that  she  had  also  printed  them!  The  arresting  agents  were  dubious 
until  they  learned  that  a  printing  press,  camera,  and  other  j)araplier- 
nalia  had  been  found  in  her  apartment  in  Portland.  The  defendant 
was  placed  on  probation  bringing  to  a  close  the  3-day  career  of  the 
first  female  counterfeiter  in  recent  Secret  Service  history. 

Two  major  counterfeiting  operations  centered  in  the  Metropolitan 
New  York  City  area  posed  potential  problems  to  the  Secret  Service 
during  the  fiscal  year.  Both  involved  printers  who  operated  legitimate 
printing  firms  and  had  wide  contacts  among  the  criminal  element, 
which  they  used  as  outlets  for  their  products. 

In  April  1968,  an  informant  contacted  the  Secret  Service  in  New- 
York  City  and  surrendered  specimens  of  a  new  counterfeit  $10  note. 
The  note  was  associated  with  a  group  of  counterfeits  which  had  plagued 
New  York  agents  for  several  months.  Several  days  later  the  printer 
was  arrested  at  his  Brooklyn  shop  and  $100,000  in  counterfeits  was 
seized. 

The  other  case  was  solved  when  agents  identified  a  major  New  Jersey 
distributor.  This  man  had  sold  counterfeit  notes  to  several  persons 
who  were  later  arrested  for  passing  them.  Surveillance  of  the  distrib- 
utor led  to  a  midtown  New  York  printing  firm  where  the  notes  were 
being  produced.  Early  in  March  the  printer  and  two  associates  were 
arrested  at  the  shop  and  $23,000  in  the  notes  seized. 

These  two  New  York  City  counterfeiting  operations  produced  19 
different  counterfeit  issues  totaling  $150,000,  of  which  $285,000  was 
seized  before  being  placed  in  circulation. 

The  following  table  summarizes  receipts  of  counterfeit  money  dur- 
ing the  fiscal  years  1967  and  1968. 
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Counterfeit  money  received,  fiscal  years  1967  and  196S 


Receipts  of  counterfeit  notes  and  coins 


1',I68 


Counterfeit  money  received  in  tlio  United  States: 

Loss  to  the  public _ $1,658,100.75  $2,887,011.15 

Seized  before  ciiculation. 8,587,845.49  10,294,386.3:2 

Total 10,245,946.24  13,181,397.47 


During  fiscal  19G8  the  forgery  of  Government  obligations  continued 
to  represent  a  substantial  part  of  the  investigative  responsibilities  of 
the  Secret  Service. 

The  number  of  U.S.  Treasury  checks  requiring  investigation  in- 
creased 16.9  j)ercent  in  fiscal  19G8  over  fiscal  1967,  while  the  number  of 
Government  bonds  received  for  investigation  increased  61.9  percent. 
The  Secret  Service  completed  investigations  of  52,667  Govermnent 
checks,  involving  approximately  $5.5  million.  A  total  of  2,422  persons 
were  arrested  and  prosecuted  for  Government  check  violations  during 
fiscal  1968.  In  addition,  the  Secret  Service  investigated  11,505  cases  in- 
^'olving  the  forgery  and  fradulent  negotiation  of  U.S.  Government 
bonds  having  a  maturity  value  of  $1,242,000  and  arrested  146  persons. 

Ivepresentative  of  the  cases  involving  forgery  of  Government  checks 
during  fiscal  1968  Avas  that  of  a  40-year-old  narcotic  addict.  This  in- 
dividual had  stolen,  forged,  and  cashed  approximately  100  Treasury 
checks  amounting  to  about  $10,700.  His  criminal  actions  were  prompted 
by  his  desperate  need  for  money  to  satisfy  his  narcotic  habit.  The  de- 
fendant who  had  o})erated  for  abont  14  months,  had  altered  the  amount 
on  a  number  of  checks  to  a  higher  sum  before  cashing  them. 

The  defendant,  who  has  a  prior  record  having  been  arrested  for  sim- 
ilar ott'enses  in  1955,  was  sentenced  in  Federal  court  to  serve  5  years 
for  his  offenses  which  culminated  in  1968. 

One  69-year-old  forger  of  U.S.  Government  bonds  was  sentenced  in 
Federal  court  in  February  1968  to  2i/^  years  imprisonment.  Up  to  Jan- 
uary 26,  19()8,  he  had  forged  and  redeemed  1,246  Government  bonds 
amounting  to  approximately  $280,000. 

Between  May  19(57  and  January  1968,  he  had  been  arrested  on  five 
different  occasions  for  bond  forgery  and  in  each  instance  had  been 
released  on  bail.  This  forger  is  also  a  prime  suspect  in  the  investiga- 
tion of  a  large  number  of  bonds  which  were  stolen,  forged,  and  cashed 
between  January  26,  1968,  when  he  entered  his  plea  of  guilty  and 
February  12,  1968,  when  his  imprisonment  began.  He  is  also  one  of  32 
defendants  in  a  conspiracy  case  })ending  at  San  Antonio,  Tex. 

While  on  bail,  this  defendant  surrendered  approximately  $230,000 
in  stolen  U.S.  Government  bonds.  State  of  Israel  bonds,  and  U.S. 
Postal  money  orders. 

The  Secret  Service  continues  to  conduct  other  investigations  coming 
within  its  statutory  responsibility  concerning  violations  of  the  Gold 
Reserve  Act,  Government  losses  in  shipment,  and  silver  regulafcions. 

A  joint  investigation  by  Secret  Service  offices  in  El  Paso,  Tex.,  and 
Phoenix,  Ariz.,  from  January  1968  to  April  1968  involved  violations  of 
the  sil\-er  regulations.  Two  men  had  been  receiving  large  shipments  of 
U.S.  silver  coins  from  various  parts  of  the  nation.  The  coins  were 
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melted  into  ingots  at  Tucson,  Ariz.,  and  sold  for  the  silver  value 
which  yielded  a  large  profit  above  the  coinage  value.  The  investigation 
resulted  in  the  arrest  of  the  two  men  and  the  seizure  of  $68,632  in  coins 
and  two  100-pound  ingots  of  silver. 

The  Secret  Service  continued  to  paiticipate  with  other  Treasury 
Department  enforcement  agencies  in  the  Department  of  Justice  Or- 
ganized Crime  Task  Force  projects.  Four  senior  agents  are  assigned 
to  the  task  forces.  This  combined  Federal  effort  against  organized 
crime  has  shown  encouraging  results. 

The  following  tables  show  the  number  of  criminal  and  noncriminal 
investigations  completed  and  arrests  made  l)y  the  Secret  Service  in 
fiscal  years  1967  and  1968. 

Criminal  and  noncriminal  cases  investigated,  fiscal  xjears  1967  and  1968 

Cases  investigated  1967  1968 

Counterfeiting 24,911  23,025 

Forged  Government  checks. _._ 43,055  52,667 

Forged  Government  bonds 6,413  11,505 

Protective  intelligence. 15,829  14,614 

Other  criminal  and  noncriminal 3,276  3,422 


Total... 93,484        105,233 


Number  of  arrests,  fiscal  years  1967  and  1968 

Offenses  1967  1968 

Counterfeiting _ 1.072  1,370 

Forged  Government  checks..  2,431  2,422 

Forged  Government  bonds   113  146 

Protective  intelligence 428  338 

Miscellaneous 73  61 


Total. --- - 4,117  4,337 


Offenses  investigated  by  the  Secret  Service  resulted  in  the  convic- 
tion of  3,368  persons — 97.1  percent  of  the  cases  brought  to  trial  during 
fiscal  year  1968. 

Cooperation 

The  Secret  Service  continues  to  receive  outstanding  cooperation  and 
assistance  from  local,  State,  and  other  Federal  law  enforcement  agen- 
cies in  support  of  its  protective  and  investigative  responsibilities. 
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Public  Debt  Operations,  Regulations,  and  Legislation 

Treasury  Notes  Offered  and  Allotted 

During  fiscal  year  1968  there  were  no  offerings  of  marlcetable  Treasury  certifi- 
cates of  indebtedness  or  Treasury  bonds. 

Exhibit  1. — Treasury  notes 

Two  Treasury  circulars,  one  containing  an  exchange  offering  and  the  other 
containing  a  cash  offering,  are  reproduced  in  this  exhibit.  Circulars  i)ertaining 
to  the  other  note  offerings  during  the  fiscal  year  1968  are  similar  in  form  and 
therefore  are  not  reproduced  in  this  report.  However,  essential  details  for  each 
offering  are  summarized  in  the  first  table  following  the  circulars  and  the  final 
allotments  of  the  new  notes  are  shown  in  the  second  table. 

DEPARTMENT  CIRCULAR  NO.  1-68.     PUBLIC  DEBT 

Trkasurv    Department. 
Washington,  February  1,  1968. 

I.   OPFiailNG  OF  KOTES 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second 
Liberty  Bond  Act,  as  amended,  offers  notes  of  the  I'nited  States,  designated  5% 
percent  Treasury  Notes  of  Series  A — 1975  at  par  : 

(1)  in  exchange  for  5%  percent  Treasury  Notes  of  Series  A — 1968,  dated 
November  15, 1966,  due  February  15,  1968  ; 

(2)  with  a  cash  payment  of  $6.00  per  $1,000  to  the  United  States  in  exchange 
for  41/4  percent  Treasury  Notes  of  Series  C — 19G8,  dated  May  15,  1967, 
due  August  15,  1968 ; 

(3)  with  a  cash  payment  of  $8.50  per  $1,000  to  the  United  States  in  exchange 
for  3%  percent  Treasury  Bonds  of  1968,  dated  April  18,  1962,  due  August 
15, 1968,  in  amounts  of  $1,000  or  multiples  thereof  ; 

(4)  with  a  cash  payment  of  $1.50  per  $1,000  to  the  United  States  in 
exchange  for  5%  percent  Treasury  Notes  of  Series  D — 1968,  dated  August 
15, 1967,  due  November  15, 1968  :  or 

(5)  with  a  cash  payment  of  $11.50  per  $1,000  to  the  United  States  in 
exchange  for  3%  percent  Treasury  Bonds  of  19<JN,  dated  September  15, 
1963,  due  November  15,  1968,  in  amounts  of  $1,000  or  multiples  thereof. 

Interest  will  be  adjusted  as  of  February  15,  1968,  in  the  case  of  the  .securities  due 
November  15,  1968.  Payments  on  account  of  accrued  interest  and  cash  adjust- 
ments will  be  made  as  set  forth  in  Section  IV  hereof.  The  amount  of  this  offer- 
ing will  be  limited  to  the  amount  of  eligible  securities  tendered  in  exchange.  The 
books  will  be  open  only  on  February  5  through  February  7,  lllMiS,  for  the  receipt 
of  subscriptions. 

II.  DESCRIPTION  OF  NOTES 

1.  The  notes  will  be  dated  February  15,  1968,  and  will  bear  interest  from  that 
date  at  the  rate  of  5%  i^ercent  per  annum,  pa.vable  semiannually  on  August  15, 
1968,  and  thereafter  on  February  15  and  Augaist  15  in  each  year  until  the  prin- 
cipal amount  becomes  payable.  They  will  mature  February  15,  1975,  and  will 
not  be  subject  to  call  for  redemption  prior  to  maturity. 

2.  The  income  derived  from  the  notes  is  subject  to  all  taxes  imposed  under  the 
Internal  Revenue  Code  of  1954.  The  notes  are  subject  to  estate,  inheritance,  gift 
or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all  taxation 
now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any  State,  or 
any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing  authority. 
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3.  The  notes  will  be  acceptable  to  secure  deposits  of  public  moneys.  They  will 
not  be  acceptable  in  payment  of  taxes. 

4.  Bearer  notes  with  interest  coupons  attached,  and  notes  registered  as  to  prin- 
cipal and  interest,  will  be  issued  in  denoniiuations  of  $1,000,  $5,000,  $10,000. 
$100,000,  $1,000,000,  $100,000,000  and  $.")O0,O0(J,O00.  Provision  will  be  made  for 
the  interchange  of  notes  of  different  denominations  and  of  coupon  and  registered 
notes,  and  for  the  transfer  of  registered  notes,  under  rules  and  regulations 
prescribed  by  the  Secretary  of  the  Treasury. 

5.  The  notes  will  be  subject  to  the  general  regulations  of  the  Treasury  Depart- 
ment, now  or  hereafter  prescribed,  governing  United  States  notes. 

ni.  suBSCKiPTiojsr  and  allotment 

1.  Subscriptions  accepting  the  offer  made  by  this  circular  will  be  received  at 
the  Federal  Reserve  Banks  and  Branches  and  at  the  OflSce  of  the  Treasurer  of 
the  United  States,  Washington,  D.C.  20220.  Banking  institutions  generally  may 
submit  subscriptions  for  account  of  customers,  but  only  the  Federal  Reserve 
Banks  and  the  Treasury  Department  are  authorized  to  act  as  oflScial  agencies. 

2.  Under  the  Second  Liberty  Bond  Act,  as  amended,  the  Secretary  of  the 
Treasury  has  the  authority  to  reject  or  reduce  any  subscription,  and  to  allot 
less  than  the  amount  of  notes  applied  for  when  he  deems  it  to  be  in  the  public 
interest ;  and  any  action  he  may  take  in  these  respects  shall  be  final.  Subject 
to  the  exercise  of  that  authority,  all  subscriptions  will  be  allotted  in  full. 

rv.   PAYMENT 

1.  Payment  for  the  face  amount  of  notes  allotted  hereunder  must  be  made 
on  or  before  Februai-y  1.5,  1968,  or  on  later  allotment,  and  may  be  made  only  in 
a  like  face  amount  of  the  securities  enumerated  in  Paragraph  1  of  Section  I 
hereof,  which  should  accompany  the  subscription.  Payment  will  not  be  deemed 
to  have  been  completed  where  registered  notes  are  requested  if  the  appropriate 
identifying  number  as  required  on  tax  returns  and  other  documents  submitted 
to  the  Internal  Revenue  Service  (an  individual's  social  security  number  or  an 
employer  identification  number)  is  not  furnished.  Cash  payments  due  from  sub- 
scribers (paragraphs  3,  4  and  6  below)  should  accompany  the  subscription.  Cash 
payments  due  to  subscribers  (paragraph  5  below)  will  be  made  by  check  or  by 
credit  in  any  account  maintained  by  a  banking  institution  with  the  Federal  Re- 
serve Bank  of  its  District  following  acceptance  of  the  securities  surrendered.  In 
the  case  of  registered  securities,  the  payment  will  be  made  in  accordance  with 
the  assignments  thereon. 

2.  5%  percent  notes  of  Series  A-19C8. — Coupons  dated  February  15,  1968, 
should  be  detached  and  cashed  when  due.^ 

3.  4Vt  percent  notes  of  Series  C-1968. — Coupons  dated  August  1.5,  1968,  must 
be  attached  (February  15,  1968,  coupons  should  be  detached^)  to  the  notes  in 
bearer  form  when  surrendered.  A  cash  payment  of  $6.00  per  $1,000  must  be  made 
by  subscribers. 

4.  3%  percent  bonds  of  1968. — Coupons  dated  August  15, 1968,  must  be  attache<l 
(February  15,  1968,  coupons  should  be  detached')  to  the  bonds  in  bearer  form 
when  surrendered.  A  cash  payment  of  $8.50  per  $1,000  must  be  made  by  sub- 
scribers. 

5.  51/4  percent  notes  of  Series  D-1968. — Coupons  dated  May  15  and  November 
15,  1968,  must  be  attached  to  the  notes  in  bearer  form  when  surrendered.  Accrued 
interest  from  November  15, 1967,  to  February  15,  1968  ($13.26923  per  $1,000),  will 
be  credited,  the  payment  ($1.50  per  $1,000)  due  the  United  States  will  be  charged 
and  the  difference  ($11.76923  per  $1,000)  will  be  paid  to  subscribers. 

6.  3%  percent  bonds  of  November  15, 1968. — Coupons  dated  May  15  and  Novem- 
ber 15,  1968,  must  be  attached  to  the  bonds  in  bearer  form  when  surrendered. 
Accrued  interest  from  November  15,  1967,  to  February  15,  1968  ($9.79396  per 
$1,000),  will  be  credited,  the  payment  ($11.50  per  $1,000)  due  the  United  States 
will  be  charged  and  the  difference  (.$1.70604  per  $1,000)  must  be  paid  by 
subscribers. 


^  Interest  due  on  Feb.  15,  1968,  on  registered  securities  will  be  paid  by  issue  of  interest 
checks  in  regular  course  to  holders  of  record  on  Jan.  15,  1968,  the  date  the  transfer  books 
closed. 
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V.   ASSIGNMENT  OF  EEGISTEBED  SECURITIES 

1.  Treasury  securities  in  registered  form  tendered  in  payment  for  notes  offered 
hereunder  should  be  assigned  by  the  registered  payees  or  assignees  thereof,  in 
accordance  with  the  general  regulations  of  the  Treasury  Department  governing 
assignments  for  transfer  or  exchange,  in  one  of  the  forms  hereafter  set  forth, 
and  thereafter  should  be  surrendered  with  the  subscription  to  a  Federal  Reserve 
Bank  or  Branch  or  to  the  Office  of  the  Treasurer  of  the  United  States,  Washington, 
D.C.  20220.  The  securities  must  be  delivered  at  the  expense  and  risk  of  the  holder. 
If  the  new  notes  are  desired  registered  in  the  same  name  as  the  securities  sur- 
rendered, the  assignment  should  be  to  "The  Secretary  of  the  Treasury  for  ex- 
change for  5%  percent  Treasury  Notes  of  Series  A-1975" ;  if  the  new  notes  are 
desired  registered  in  another  name,  the  assignment  should  be  to  "The  Secretary 
of  the  Treasury  for  exchange  for  5%  percent  Treasury  Notes  of  Series  A-1975 

in  the  name  of " ;  if  new  notes  in  coupon  form  are  desired, 

the  assignment  should  be  to  "The  Secretary  of  the  Treasury  for  exchange  for 
5%  percent  Treasury  Notes  of  Series  A-1975  in  coupon  form  to  be  delivered 
to ". 


VI.    GENERAL  PROVISIONS 

1.  As  fiscal  agents  of  the  United  States,  Federal  Reserve  Banks  are  authorized 
and  requested  to  receive  subscriptions,  to  make  such  allotments  as  may  be  pre- 
scribed by  the  Secretary  of  the  Treasury,  to  issue  such  notes  as  may  be 
necessary,  to  receive  payment  for  and  make  delivery  of  notes  on  full-paid 
subscriptions  allotted,  and  they  may  issue  interim  receipts  pending  delivery  of 
the  definitive  notes. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time, 
prescribe  supplemental  or  amendatory  rules  and  regulations  governing  the  offer- 
ing, which  will  be  communicated  promptly  to  the  Federal  Reserve  Banks. 

Henry  H.  Fowler, 
Secretary  of  the  Treasury. 


DEPARTMENT  CIRCULAR  NO.  4-68.     PUBLIC  DEBT 

Treasury  Department, 
Washington,  May  2,  1968. 
I.  offering  op  notes 

1.  The  Secretary  of  the  Treasury,  pursuant  to  the  authority  of  the  Second 
Liberty  Bond  Act,  as  amended,  offers  $3,000,000,000,  or  thereabouts,  of  notes  of 
the  United  States,  designated  6  percent  Treasury  Notes  of  Series  C-1969,  at  par 
and  accrued  interest.  The  following  securities,  maturing  May  15,  1968,  will  be 
accepted  at  par  in  payment,  in  whole  or  in  part,  to  the  extent  subscriptions  are 
allotted  by  the  Treasuiy  : 

4%  percent  Treasury  Notes  of  Series  B-1968 ;  or 

3%  percent  Treasury  Bonds  of  1968. 
The  books  will  be  open  only  on  May  8,  1968,  for  the  receipt  of  subscriptions. 

II.    DESCRIPTION  OP  NOTES 

1.  The  notes  will  be  dated  May  15,  1968,  and  will  bear  interest  from  that  date 
at  the  rate  of  6  percent  per  annum,  payable  on  a  semiannual  basis  on  August 
15,  1968,  and  February  15  and  August  15,  1969.  They  will  mature  August  15,  1969, 
and  will  not  be  subject  to  call  for  redemption  prior  to  maturity. 

2.  The  income  derived  from  the  notes  is  subject  to  all  taxes  imposed  under  the 
Internal  Revenue  Code  of  1954.  The  notes  are  subject  to  estate,  inheritance,  gift 
or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all  taxation 
now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any  State,  or 
any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing  authority. 

3.  The  notes  will  be  acceptable  to  secure  deposits  of  public  moneys.  They 
will  not  be  acceptable  in  payment  of  taxes. 

4.  Bearer  notes  with  interest  coupons  attached,  and  notes  registered  as  to 
principal  and  interest,  will  be  issued  in  denominations  of  $1,000,  $5,000,  $10,000, 
$100,000,  $1,000,000,  $100,000,000  and  $500,000,000.  Provision  will  be  made  for 
the  interchange  of  notes  of  different  denominations  and  of  coupon  and  registered 
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notes,   aiifl  for  the  transfer  of  registered  notes,   under  rules  and  regulations 
prescribed  by  the  Secretary  of  the  Treasury. 

5.  The  notes  will  be  subject  to  the  general  regulations  of  the  Treasury 
Department,  now  or  hereafter  prescribed,  governing  United  States  notes. 

III.    SUBSCRIPTION  AND  ALLOTMENT 

1.  Subscrii)tions  accepting  the  offer  made  by  this  circular  will  be  received 
at  the  Federal  Reserve  Banks  and  Branches  and  at  the  Office  of  the  Treasurer 
of  the  United  States.  Washington,  D.C.  20220.  Only  the  Federal  Reserve  Banks 
and  the  Treasury  Department  are  authorized  to  act  as  oflScial  agencies.  Com- 
mercial banks,  which  for  this  purpose  are  defined  as  banks  accepting  demand 
deposits,  may  submit  subscriptions  for  account  of  customers  provided  the  names 
of  the  customers  are  set  forth  in  such  subscriptions.  Others  than  commercial 
banks  will  not  be  permitted  to  enter  subscriptions  except  for  their  own  account. 
Subscriptions  from  commercial  banks  for  their  own  account  will  be  restricted 
in  each  case  to  an  amount  not  exceeding  50  percent  of  the  combined  capital 
(not  including  capital  notes  or  debentures),  surplus  and  undivided  profits  of 
the  subscril)ing  bank.  Subscriptions  will  be  received  without  deiwsit  from 
banking  institutions  for  their  own  account.  Federally-insured  savings  and  loan 
associations.  States,  political  subdivisions  or  instrumentalities  thereof,  public 
pension  and  retirement  and  other  public  funds,  international  organizations  in 
which  the  United  States  holds  membership,  foreign  central  banks  and  foreign 
States,  dealers  who  make  primary  markets  in  Government  securities  and  reix>rt 
daily  to  the  Federal  Reserve  Bank  of  Xew  York  their  positions  with  re.sixi-t  to 
Government  seciu'ities  and  borrowings  thereon.  Federal  Reserve  Banks  and 
Government  Investment  Accounts.  Subscriptions  from  all  others  must  be  ac- 
companied by  payment  (in  cash  or  in  securities  of  the  issues  enumerated  in 
I'aragrapb  1  of  Section  I  hereof,  which  will  be  accepted  at  par)  of  10  percent 
of  the  amount  of  notes  applied  for,  not  subject  to  withdrawal  until  after 
allotment.  Regi.stered  securities  submitted  as  deposits  should  be  assigned  as 
provided  in  Section  V  hereof.  Following  allotment,  any  portion  of  the  10  percent 
payment  in  excess  of  10  percent  of  the  amount  of  notes  allotted  may  be  released 
upon  the  request  of  the  subscribers. 

2.  All  subscribers  are  required  to  agree  not  to  purchase  or  to  sell,  or  to 
make  any  agreements  with  resi^ect  to  the  purchase  or  sale  or  other  disposition 
of  any  notes  of  this  issue  at  a  specific  rate  or  price,  until  after  midnight 
May  8,  1968. 

3.  Commercial  banks  in  submitting  subscriptions  will  be  required  to  certify 
that  they  have  no  beneficial  interest  in  any  of  the  subscriptions  they  enter 
for  the  account  of  their  customers,  and  that  their  customers  have  no  beneficial 
interest  in  the  banks'  subscriptions  for  their  own  account. 

4.  Under  the  Second  Liberty  Bond  Act,  as  amended,  the  Secretary  of  the  Treas- 
ury has  the  authority  to  reject  or  reduce  any  subscription,  to  allot  less  than 
the  amount  of  notes  applied  for,  and  to  make  different  percentage  allotments 
to  various  classes  of  subscribers  when  he  deems  it  to  be  in  the  public  interest ; 
and  any  action  he  may  take  in  tliesc  respects  shall  be  final.  The  basis  of  the 
allotment  will  be  publicly  announced,  and  allotment  notices  will  be  sent  out 
promptly  upon  allotment. 

IV.    PAYMENT 

1.  Payment  at  par  and  accrued  interest,  if  any,  for  notes  allotted  hereunder 
must  be  made  or  completed  on  or  before  May  15,  1908,  or  on  later  allotment. 
Payment  will  not  l)e  deeuKHl  to  have  been  completed  where  registered  notes 
are  requested  if  the  appropriate  identifying  numl)er  as  re(inired  on  tax  returns 
and  other  documents  submitted  to  the  Internal  Revenue  Service  (an  individual's 
social  se<'uri(y  number  or  an  employer  identification  number)  is  not  furnished. 
In  every  case  where  full  ]);iyment  is  not  comjileted,  the  payment  with  application 
up  to  10  percent  of  the  amount  of  notes  allotted  shall,  upon  declaration  made 
by  the  Secretary  of  the  Trea.sury  in  his  discretion,  be  forfeited  to  the  United 
States.  Paym«mt  may  be  made  for  any  notes  allotted  hereiuuler  in  ca.sh  or  in 
securities  of  the  issues  enumerated  in  l'aragr;ipli  1  of  Section  I  hereof,  which 
will  be  accepted  at  par.  Any  qualified  depositary  will  be  permitted  to  make  pay- 
ment by  credit  in  its  Treasury  Tax  and  Loan  Accoiuit  for  notes  allotted  to 
it  for  itself  and  its  customers  up  to  any  amount  for  which  it  shall  be  qualified 
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in  excess  of  existing  deposits,  when  so  notified  by  tlie  Federal  Reserve  Banlv 
of  its  District.  Wlien  payment  is  made  witli  securities  in  l)earer  form,  coupons 
dated  May  15,  1968,  sliould  be  detached  and  caslied  wlien  due.  When  payment 
is  made  with  registered  securities,  the  final  interest  due  on  May  15,  1968,  will 
be  paid  by  issue  of  interest  checks  in  regular  course  to  holders  of  record  on 
April  15, 1968,  the  date  the  transfer  books  closed. 

V.    ASSIGNMENT    OF    REGISTERED    SECURITIES 

1.  Treasury  securities  in  registered  form  tendered  as  deposits  and  in  payment 
for  notes  allotted  hereunder  should  be  assigned  by  the  registered  payees  or 
assignees  thereof,  in  accordance  with  the  general  regulations  of  the  Treasury 
Department,  in  one  of  the  forms  hereafter  set  forth.  Securities  tendered  in 
payment  should  be  surrendered  to  a  Federal  Reserve  Bank  or  Branch  or  to  the 
Office  of  the  Treasurer  of  the  United  States,  Washington,  D.C.  20220.  The  matur- 
ing securities  must  be  delivered  at  the  expense  and  risk  of  the  holder.  If  the 
new  notes  are  desired  registered  in  the  same  name  as  the  securities  surrendered, 
the  assignment  should  be  to  "The  Secretary  of  the  Treasui-y  for  6  percent 
Treasury  Notes  of  Series  C-19G9" ;  if  the  new  notes  are  desired  registered  in  an- 
other name,  the  assignment  should  be  to  "The  Secretary  of  the  Treasury  for  6  per- 
cent Treasury  Notes  of  Series  C-1969    in  the  name  of " ; 

if  new  notes  in  coupon  form  are  desired,  the  assignment  should  be  to  "The  Sec- 
retary of  the  Treasury  for  6  percent  Treasury  Notes  of  Series  C-1969  in  coupon 
form  to  be  delivered  to ". 

VI.     GENERAL    PROVISIONS 

1.  As  fiscal  agents  of  the  United  States,  Federal  Reserve  Banks  are  authorized 
and  requested  to  receive  subscriptions,  to  make  such  allotments  as  may  be  pre- 
scribed by  the  Secretary  of  the  Treasury,  to  issue  such  notices  as  may  be  neces- 
sary, to  receive  payment  for  and  make  delivery  of  notes  on  full-paid  subscriptions 
allotted,  and  they  may  issue  interim  receipts  pending  delivery  of  the  definitive 
notes. 

2.  The  Secretary  of  the  Treasury  may  at  any  time,  or  from  time  to  time,  pre- 
scribe supplemental  or  amendatory  rules  and  regulations  governing  the  offer- 
ing,   which   will   be   communicated   promptly   to    the    Federal    Reserve    Banks. 

Henry   H.    Fowler, 
Secretary  of  the  Treasury. 
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Treasury  Bills  Offered  and  Tenders  Accepted 

Exhibit  2.— Treasury  bills 

During  the  fiscal  year  there  were  52  weekly  issues  of  13-week  and  2G-week 
bills  (the  13-week  bills  represent  additional  issues  of  bills  with  an  original 
maturity  of  26  weeks),  11  monthly  issues  of  one-year  and  O-month  bills  (the 
9-month  bills  represent  additional  issues  of  bills  with  an  original  maturity  of 
one  year),  and  5  issues  of  tax  anticipation  series.  Two  press  releases  inviting 
tenders  are  reproduced  in  this  exhibit.  The  release  of  June  5,  196S,  is  representa- 
tive of  releases  for  regular  weekly  and  regular  monthly  issues  while  the  re- 
lease of  January  3,  19G8,  is  representative  of  tax  anticipation  series  issues. 
Also  reproduced  is  the  press  release  of  June  10,  19G8,  which  is  representative 
of  releases  announcing  the  results  of  the  offerings.  Following  the  press  releases 
is  a  table  of  data  for  each  issue  issued  during  the  fiscal  year. 

PRESS  RELEASE  OF  JUNE  5,  1968 

The  Treasury  Department,  by  this  public  notice,  invites  tenders  for  two 
series  of  Treasury  bills  to  the  aggregate  amount  of  .$2,700,000,000  or  thereabouts, 
for  cash  and  in  exchange  for  Treasury  bills  maturing  June  13,  1968,  in  the 
amount  of  $2,600,476,000,  as  follows : 

91-day  bills  (to  maturity  date)  to  be  issued  June  13,  1968,  in  the  amount  of 
$1,600,000,000,  or  thereabouts,  representing  an  additional  amount  of  bills  dated 
March  14,  1968,  and  to  mature  September  12,  1968,  originally  issued  in  the  amount 
of  $1,000,290,000,  the  additional  and  original  bills  to  be  freely  interchangeable. 

182-day  bills,  for  $1,100,000,000,  or  thereabouts,  to  be  dated  June  13,  1968, 
and  to  mature  December  12, 1968. 

The  bills  of  both  series  will  be  issued  on  a  discount  basis  under  competitive 
and  noncompetitive  bidding  as  hereinafter  provided,  and  at  maturity  their  face 
amount  will  be  pavable  without  interest.  Thev  will  be  issued  in  l)earer  form 
onlv,  and  in  denom'inations  of  $1,000,  $5,000,  $10,000,  $50,000,  $100,000,  $500,000 
and  $1,000,000  (maturity  value). 

Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  up  to  the 
closing  hour,  1 :30  p.m.,  eastern  daylight  saving  time,  Monday,  June  10,  1968. 
Tenders  will  not  be  received  at  the  Treasury  Department,  Washington.  Each 
tender  must  be  for  an  even  multiple  of  $1,0()0,  and  in  the  case  of  competitive 
tenders  the  price  offered  must  be  expressed  on  the  basis  of  100,  with  not  more 
than  three  decimals,  e.g.,  99.925.  Fractions  may  not  be  used.  It  is  urged  that 
tenders  be  made  on  the  printed  forms  and  forwarded  in  the  special  envelopes 
which  will  be  supplied  by  Federal  Reserve  Banks  or  Branches  on  application 
therefor. 

Banking  institutions  generally  may  submit  tenders  for  account  of  customers 
provided  the  names  of  the  customers  are  set  forth  in  such  t^^nders.  Others  than 
banking  institutions  will  not  be  permitted  to  submit  tenders  except  for  their 
own  account.  Tenders  will  be  received  without  deposit  from  incorporated  banks 
and  trust  companies  and  from  responsible  and  recognized  dealers  in  investment 
securities.  Tenders  from  others  must  be  accompanied  by  payment  of  2  percent 
of  the  face  amount  of  Treasury  bills  applied  for,  unless  the  tenders  are  ac- 
companied by  an  express  guaranty  of  payment  by  an  incorporated  bank  or  trust 
company. 

Immediately  after  the  closing  hour,  tenders  will  be  opened  at  the  Federal 
Reserve  Banks  and  Branches,  following  which  public  announcement  will  be 
made  by  the  Treasury  Department  of  the  amount  and  price  range  of  accepted 
bids.  Those  submitting  tendei's  will  be  advLsed  of  the  acceptance  or  rejection 
thereof.  The  Secretary  of  the  Treasury  expressly  reserves  the  right  to  accept  or 
reject  any  or  all  tenders,  in  whole  or  in  part,  and  his  action  in  any  such  respect 
shall  be  final.  Subject  to  these  i-eservation.s,  noncompetitive  tenders  for  each  issue 
for  $200,000  or  less  without  stated  price  fi-om  any  one  bidder  will  be  accepted  in 
full  at  the  average  price  (in  three  decimals)  of  accepted  competitive  bids  for  the 
respective  issues.  Settlement  for  accepted  tenders  in  accordance  with  the  bids 
must  be  made  or  completed  at  the  Federal  Reserve  Bank  on  June  13,  1968,  in  cash 
or  other  immediately  available  funds  or  in  a  like  face  amount  of  Treasury  bills 
maturing  June  13,  1968.  Gash  and  exchange  tenders  will  receive  equal  treatment. 
Cash  adjustments  will  be  made  for  differences  between  the  par  value  of  maturing 
bills  accepted  in  exchange  and  the  issue  price  of  the  new  bills. 
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The  income  derived  from  Treasury  bills,  whether  interest  or  gain  from  the  sale 
or  other  disposition  of  the  bills,  does  not  have  any  exemption,  as  such,  and  loss 
from  the  sale  or  other  disposition  of  Treasury  bills  does  not  have  any  special 
treatment,  as  such,  under  the  Internal  Revenue  Code  of  1954.  The  bills  are 
subject  to  estate,  inheritance,  gift  or  other  excise  taxes,  vrhether  Federal  or 
State,  but  are  exempt  from  all  taxation  now  or  hereafter  imposed  on  the  principal 
or  interest  thereof  by  any  State,  or  any  of  the  possessions  of  the  United  States, 
or  by  any  local  taxing  authority.  For  purposes  of  taxation  the  amount  of  discount 
at  which  Treasury  bills  are  originally  sold  by  the  United  States  is  considered  to 
be  interest.  Under  sections  454(b)  and  1221(5)  of  the  Internal  Revenue  Code  of 
1954  the  amount  of  discount  at  which  bills  issued  hereunder  are  sold  is  not  consid- 
ered to  accrue  until  such  bills  are  sold,  redeemed  or  otherwise  disposed  of,  and 
such  bills  are  excluded  from  consideration  as  capital  assets.  Accordingly,  the 
owner  of  Treasury  bills  (other  than  life  insurance  companies)  issued  hereunder 
need  include  in  his  income  tax  return  only  the  difference  between  the  price  paid 
for  such  bills,  whether  on  original  issue  or  on  subsequent  purchase,  and  the 
amount  actually  received  either  upon  sale  or  redemption  at  maturity  during 
the  taxable  year  for  which  the  return  is  made,  as  ordinary  gain  or  loss. 

Treasury  Department  Circular  No.  418  (current  revision)  and  this  notice 
prescribe  the  terms  of  the  Treasury  bills  and  govern  the  conditions  of  their  issue. 
Copies  of  the  circular  may  be  obtained  from  any  Federal  Reserve  Bank  or  Branch. 


PRESS  RELEASE  OF  JANUARY  3,  1968 

The  Treasury  Department,  by  this  public  notice,  invites  tenders  for  $2,500,- 
000,000.  or  thereabouts,  of  161-day  Treasury  bills  (to  maturity  date),  to  be 
issued  January  15, 196S,  on  a  discount  basis  under  competitive  and  noncompetitive 
bidding  as  hereinafter  provided.  The  bills  of  this  series  will  be  designated  Tax 
Anticipation  Series  and  represent  an  additional  amount  of  bills  dated  October  9, 
1967,  to  mature  June  24,  1968,  originally  issued  in  the  amount  of  $3,005,517,000. 
The  additional  and  original  bills  will  be  freely  interchangeable.  They  will  be 
accepted  at  face  value  in  payment  of  income  taxes  due  on  June  15,  1968,  and  to 
the  extent  they  are  not  presented  for  this  purpose  the  face  amount  of  these  bills 
will  be  payable  without  interest  at  maturity.  Taxpayers  desiring  to  apply  these 
bills  in  payment  of  June  15,  1968,  income  taxes  may  submit  the  bills  to  a  Federal 
Reserve  Bank  or  Branch  or  to  the  Office  of  the  Treasurer  of  the  United  States, 
Washington,  not  more  than  15  days  before  that  date.  In  the  case  of  bills  sub- 
mitted in  payment  of  income  taxes  of  a  corporation  they  shall  be  accompanied  by  a 
duly  completed  Form  503  and  the  office  receiving  these  items  will  effect  the  deposit 
on  June  15,  1968.  In  the  case  of  bills  submitted  in  payment  of  income  taxes  of  all 
other  taxpayers,  the  office  receiving  the  bills  will  issue  receipts  therefor,  the  orig- 
inal of  which  the  taxpayer  shall  submit  on  or  before  June  15,  1968,  to  the  District 
Director  of  Internal  Revenue  for  the  District  in  which  such  taxes  are  payable. 
The  bills  will  be  issued  in  bearer  form  only,  and  in  denominations  of  $1,000, 
$5,000,  $10,000,  $50,000,  $100,000,  $500,000,  and  $1,000,000  (maturity  value). 

Tenders  will  be  received  at  Federal  Reserve  Banks  and  Branches  up  to  the 
closing  hour,  1 :  30  p.m.,  eastern  standard  time,  Tuesday,  January  9,  1968.  Tenders 
will  not  be  received  at  the  Treasury  Department,  Washington.  Each  tender  must 
be  for  an  even  multiple  of  $1,000,  and  in  the  case  of  competitive  tenders  the  price 
offered  must  be  expressed  on  the  basis  of  100,  with  not  more  than  three  decimals, 
e.g.,  99.925.  Fractions  may  not  be  used.  It  is  urged  that  tenders  be  made  on  the 
printed  forms  and  forwarded  in  the  special  envelopes  which  will  be  supplied  by 
Federal  Reserve  Banks  or  Branches  on  application  therefor. 

Banking  institutions  generally  may  submit  tenders  for  account  of  customers 
provided  the  names  of  the  customers  are  set  forth  in  such  tenders.  Others  than 
banking  institutions  will  not  be  permitted  to  submit  tenders  except  for  their  own 
account.  Tenders  will  be  received  without  deposit  from  incorporated  banks  and 
trust  companies  and  from  responsible  and  recognized  dealers  in  investment  securi- 
ties. Tenders  from  others  must  be  accompanied  by  payment  of  2  percent  of  the 
face  amount  of  Treasury  bills  applied  for,  unless  the  tenders  are  accompanied  by 
an  express  guaranty  of  payment  by  an  incorporated  bank  or  trust  company. 

All  bidders  are  required  to  agree  not  to  purchase  or  to  sell,  or  to  make  any 
agreements  with  respect  to  the  purchase  or  sale  or  other  disposition  of  any  bills 
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of  this  issue  at  a  specific  rate  or  price,  until  after  1 :30  p.m.,  eastern  standard 
time,  Tuesday,  January  9,  lOfi.S. 

Immediately  after  tlie  closing  hour,  tenders  will  be  opened  at  the  Federal 
Reserve  Banks  and  Branches,  following  which  public  announcement  will  he 
made  by  the  Treasury  Department  of  the  amount  and  price  range  of  accepted 
bids.  Those  submitting  tenders  will  be  advised  of  the  acceptance  or  rejection 
thereof.  The  Secretary  of  the  Treasury  expressly  reserves  the  right  to  accept  or 
reject  any  or  all  tenders,  in  whole  or  in  part,  and  his  action  in  any  such  respect 
shall  be  final.  SubJ<H-t  to  the.se  reservations,  noncoinpetitive  tenders  for  $400,000 
or  less  without  stated  price  from  any  one  bidder  will  b(>  accepted  in  full  at  the 
average  price  (in  three  decimals)  of  accepted  competitive  bids.  Payment  of 
accepted  tenders  at  the  prices  offered  must  ]>e  made  or  completed  at  the  Federal 
Reserve  Bank  in  casli  or  other  immediately  availal)le  funds  on  January  IH,  106S. 
pi'ovided.  however,  any  qualified  de])ositary  will  be  permitted  to  make  pnyment 
by  credit  in  its  Treasury  tax  and  loan  account  for  Treasury  bills  allotted  to  it 
for  itself  and  its  customers  up  to  any  amount  for  which  it  shall  be  qualified  in 
excess  of  existing  deposits  when  so  notified  by  the  Federal  Reserve  Bank  of  its 
District. 

The  income  derived  from  Treasury  bills,  whether  interest  or  gain  from  the  sale 
or  other  disposition  of  the  bills,  does  not  have  any  exemption,  as  such,  and  loss 
from  the  sale  or  other  disposition  of  Treasury  lulls  does  not  have  any  special 
treatment,  as  such,  under  the  Internal  Revenue  Code  of  1054.  The  bills  are  sub- 
ject to  estate,  inheritance,  gift  or  other  excise  taxes,  whether  Federal  or  State, 
but  are  exempt  from  all  taxation  now  or  hereafter  imposed  on  the  principal  or 
interest  thereof  by  any  State,  or  any  of  the  possessions  of  the  United  States,  or 
by  any  local  taxing  authorit.v.  For  purposes  of  taxation  the  amount  of  discount 
at  which  Treasury  bills  are  originally  sold  b.v  the  TUiited  States  is  con.sidered 
to  be  interest.  Under  .sections  4.">4(b)  and  1221(a)  of  the  Internal  Revenue  Code 
of  1954  the  amoiuit  of  discount  at  which  bills  issued  hereunder  are  sold  is  not 
considered  to  accrue  until  such  bills  are  sold,  redeemed  or  otherwise  disposed  of, 
and  such  bills  are  excluded  from  consideration  as  capital  assets.  Accordingly,  the 
owner  of  Treasury  bills  (other  than  life  insurance  companies)  issued  hereunder 
need  include  in  his  income  tax  return  only  the  difference  between  the  price  paid 
for  such  bills,  whether  on  original  i.ssue  or  on  subsequent  purchase,  and  the 
amount  actually  received  either  upon  sale  or  redemption  at  maturity  during  the 
taxable  year  for  which  the  return  is  made,  as  ordinary  gain  or  loss. 

Treasury  Department  C'ircular  No.  418  (current  revision)  and  this  notice, 
prescribe  the  terais  of  the  Treasury  bills  and  govern  the  conditions  of  their  issue. 
Copies  of  the  circular  may  be  obtained  from  any  Federal  Reserve  Bank  or  Branch. 


PRESS  RELEASE  OF  JUNE  10,  196S 

The  Treasury  Department  announced  that  the  tenders  for  two  series  of  Treas- 
ury bills,  one  series  to  be  an  additional  issue  of  the  bills  dnted  March  14,  1968, 
and  the  other  series  to  be  dated  June  13,  19G8,  which  were  offered  on  June  5, 
19(>8,  were  opened  at  the  Federal  Reserve  Banl<s  today.  Tenders  were  invited  for 
$1,600,000,000,  or  thereabouts,  of  91-day  bills  and  for  $1,100,000,000,  or  there- 
abouts, of  182-day  bills.  The  details  of  the  two  series  are  as  follows: 


Range  of  accepted  competitive  bids 


91  day  Treasury  bills 
maturing  Sept.  12,  1968 


Price 


Approximate 
equivalent 
annual  rate 


182-day  Treasury  bills 
maturing  Dec.  12,  1968 


Price 


Approximate 
equivalent 
annual  rate 


High 198.569 

Low.. 2  98.552 

Average.. 98.556 


Percent 
5.661 
5.728 
*  5.  713 


97. 088 

3  97. 067 

97. 073 


Percent 

5.760 

5.802 

<  5. 790 


I  Excepting  5  tciidtMS  totuling  $500,000. 

■  69  percent  of  tlii'  amount  of  9I-(iay  bills  bid  for  at  tlie  low  price  was  accepted. 
3  47  percent  of  llio  amount  of  ls2-day  bills  bid  for  at  the  low  price  was  acciipted. 

*  These  rates  are  on  a  bank  discount  basis.  The  equivalent  coupon  issue  yields  are  5.88  percent  for  the 
91-day  bills,  and  6.05  percent  for  the  182-day  bills. 
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Total  tenders  applied  for  and  accepted  hji  Federal  Reserve  districts 

District                                Applied  for          Accepted          Applied  for  Accepted 

Boston -..        $20,826,000         $10,826,000           $3,143,000  $2,143,000 

New  York 1,774,081,000      1,095,211,000      1,326,213,000  819,563,000 

Philadelphia.. 28,070,000           21,070,000           19,637,000  11,637,000 

Cleveland 48,321,000           40,321,000           31,865,000  18,815,000 

Riclimond-.- 15,689,000     14,689,000     6,038,000  4,038,000 

Atlanta 43,336,000           36,336,000           29,821,000  18,994,000 

Chicago 372,211,000          191,231,000         328,059,000  117,559,000 

St.  Louis 43,127,000           33,424,000           23,699,000  13,999,000 

Minneapolis 21,642,000           19,565,000           16,064,000  14,064,000 

Kansas  City 43,832,000           37,832,000           20,183,000  13,183,000 

Dallas 23,598,000           15,598,000           17,828,000  9,828,000 

San  Francisco 193,390,000           84,269,000         218,513,000  56,313,000 

Total 2,628,123,000    11,600,372,000      2,041,063,000     2  1, 100, 136, 000 

'  Includes  $277,907,000  noncompetitive  tenders  accepted  at  the  average  price  of  98.556. 
2  Includes  $130,718,000  noncompetitive  tenders  accepted  at  the  average  price  of  97.073. 
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Regulations 

Exhibit  3.— Second  Amendment,  November   7,   1967,  of  Department   Circular 
No.  300,  general  regulations  with  respect  to  United  States  securities 

Tkeasury  Department, 
Washington,  November  7,  J967. 
Department  Circular  No.  300,  Third  Revision,  dated  December  23,  1964,  as 
amended,  is  hereby  further  amended  effective  Januai-y  1,  1968,  by  redesignating 
Subpart  O  (entitled  "Miscellaneous  Provisions")  as  Subpart  P,  and  renumber- 
ing Sees.  306.115  through  306.118  as  Sees.  306.123  through  306.12(j,  respectively, 
and  by  inserting  a  new  Subpart  O  as  follows  : 

SUBPAET   O — BOOK-ENTRY   PROCEDURE 

See.  306.115.  Definition  of  terms. 

In  this  subpart,  unless  the  context  otherwise  requires  or  indicates : 

(a)  "Reserve  Banli"  means  a  Federal  Reserve  Bank  and  its  branches  acting  as 
Fiscal  Agent  of  the  United  States. 

(b)  "Treasury  security"  means  a  transferable  Treasury  bond,  note,  certificate 
of  indebtedness,  or  bill  issued  under  the  Second  Liberty  Bond  Act,  as  amended, 
in  the  foi-m  of  a  definitive  Treasury  security  or  a  book-entry  Treasury  security. 

(c)  "Definitive  Treasury  security"  means  a  transferable  Treasury  bond,  note, 
certificate  of  indebtedness,  or  bill  issued  under  the  Second  Liberty  Bond  Act,  as 
amended,  in  engraved  or  printed  form. 

(d)  "Book-entry  Treasury  security"  means  a  transferable  Treasury  bond,  note, 
certificate  of  indebtedness,  or  bill  issued  under  the  Second  Liberty  Bond  Act,  as 
amended,  in  the  form  of  an  entry  made  as  prescribed  in  this  subpart  on  the  rec- 
ords of  a  Reserve  Bank. 

(e)  "Serially-numbered  advice  of  transaction"  means  the  confirmation  (pre- 
scribed in  Sec.  306.116)  issued  by  a  Reserve  Bank  which  is  identifiable  by  a 
unique  number  and  indicates  that  a  particular  written  instruction  to  the  Reserve 
Bank  with  respect  to  the  deposit  or  withdrawal  of  a  specified  book-entry  Treasury 
security  (or  securities)  has  been  executed. 

Sec.  306.116.  Authority  of  Reserve  Banks. 

Each  Reserve  Bank  is  hereby  authorized  and  directed,  in  accordance  with  the 
provisions  of  this  subpart,  to  (a)  issue  book-entry  Treasury  securities  by  means 
of  entries  on  its  records  which  shall  include  the  name  of  the  depositor,  the 
amount,  the  title  of  the  loan  (or  the  series)  and  the  maturity  date;  (b)  effect 
conversions  between  book-entry  Treasuiy  securities  and  definitive  Treasury  se- 
curities; (c)  otherwise  service  and  maintain  book-entry  Treasury  securities  ;  and 
(d)  issue  serially-numbered  advices  of  transactions  with  respect  to  each  instruc- 
tion relating  to  the  deposit  or  withdrawal  of  a  book-entry  Treasury  security  (or 
securities)  which  has  been  executed.  Each  such  advice  shall  confirm  that  book- 
entry  Treasury  securities  of  the  amount,  loan  title  (or  series)  and  maturity  date 
si)ecified  in  the  depositor's  instruction  have  been  deposited  or  withdrawn. 

Sec.  306.117.  Scope  of  book-entry  procedure. 

(a)  The  book-entry  procedure  shall  apply  to  Treasury  securities  now  on  deposit 
or  hereafter  deposited  in  accounts  with  any  Reserve  Bank  (1)  as  collateral 
pledged  to  a  Reserve  Bank  (in  its  individual  capacity)  for  advances  by  it,  (2) 
as  collateral  pledged  to  the  United  States  under  Treasury  Department  Circulars 
No.  92  or  176,  both  as  revised  and  amended,  and  (3)  by  a  member  bank  of  the 
Federal  Reserve  System  for  its  sole  account  and  in  lieu  of  the  safekeeping  of 
definitive  Treasury  securities  by  a  Reserve  Bank  in  its  individual  capacity.  Any 
depositor  which  on  the  effective  date  of  this  subpart  has  definitive  Treasury  secu- 
rities on  deposit  with  a  Reserve  Bank  (in  either  its  individual  capacity  or  as 
Fiscal  Agent)  for  any  purpose  specified  above  or  which  thereafter  deposits  such 
securities  for  any  such  puriDOse  shall  be  deemed  to  have  consented  to  their  conver- 
sion to  book-entry  Treasury  securities  pursuant  to  the  provisions  of  this  subpart, 
and  in  the  manner  and  under  the  procedures  prescribed  by  the  Reserve  Bank. 

(b)  The  book-entry  procedure  may  be  applied  to  any  Treasury  securities  now 
on  deposit  or  hereafter  deposited  with  any  Reserve  Bank  for  any  other  purpose 
under  such  terms  and  conditions  as  may  be  prescribed  by  the  Reserve  Bank  with 
the  approval  of  the  Secretary  of  the  Treasury. 


156     19GS  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

((•)  No  (k'posits  shall  be  acceittcd  uikUt  this  soctioii  on  or  aftur  tlif  ilato  of 
maturity  or  call  of  the  seeurities.' 

Sec.  3()(5.11S.  J'lc<lf/(:s. 

A  pledge  of  hook-entry  Treasury  securities,  or  of  any  interest  therein,  in  favor 
<vf  a  Reserve  Hank  in  its  own  riglit  as  iiledgee  or  in  favor  of  the  I'nited  States 
as  pledgee,  is  effected,  notwithstanding  any  provision  of  law  to  the  contrary,  by 
the  making  of  an  appropriate  entry  under  paragraph  (a)  (1)  or  (2)  of  Sec. 
3(Mj.ll7,  of  the  amount  of  the  securities  pledged.  The  making  of  such  entry  shall 
have  the  effec-t  of  a  delivery  of  delinitive  Treasury  securities  in  hearer  form 
representing  the  amount  of  the  obligations  pledged  and  shall  effect  a  perfected 
security  interest  therein  in  favor  of  the  ph'dgee,  who  shall  be  a  holder.  No  hling 
or  recoi'ding  with  a  public  recording  oftiee  or  officer  shall  be  necessary  to  i)erfect 
the  pledge  or  .security  intere.st  in  book-entry  Treasury  securities  under  this 
.section.  Pledges  of  definitive  Treasury  securities,  or  of  any  security  interest 
therein,  to  a  Reserve  Bank  in  its  own  right  or  to  the  United  States  at  the  time 
of  their  conversion  to  book-entry  Treasury  securities  shall  be  fully  effective  with 
respect  to  such  book-entry  Treasury  securities.  A  Reserve  Bank,  when  requested 
by  the  pledgee,  shall  convert  book-entry  Treasury  securities  into  definitive  Treas- 
ury securities  and  deliver  them  to  the  pledgee  for  disposition  under  the  applicable 
pledge  arrangement ;  and  the  pledge  or  security  interest  of  the  pledgee  in  the 
book-entry  Treasury  securities  prior  to  conversion  shall  continue  to  be  fully 
effective  w'ith  respect  to  such  definitive  Treasury  securities. 

Sec.  306.119.  Limitations  on  transfc/\s  or  pledgex. 

Except  as  provided  in  this  subpart,  book-entry  Treasury  securities  may  not  he 
assigned,  transferred,  hypothecated,  pledged  as  collateral,  or  used  as  security  for 
the  performance  of  an  obligation,  and  the  Treasury  Department  will  not  recognize 
any  such  assignment,  transfer,  hypothecation,  pledge  or  use. 

Sec.  306.120.  Withdrawals  and  tranfers.^ 

Withdrawals  and  transfers  of  book-entry  Treasury  securities  may  be  made 
upon  a  depositor  reqviesting  (a)  delivery  of  like  definitive  Treasury  securities  to 
itself  or  on  its  order  to  a  transferee,  or  (b)  transfer  to  any  transferee  eligible 
under  Sec.  306.117.  The  making  of  any  book-entry  transfer  by  a  Reserve  Bank 
shall  have  the  same  effect  as  a  delivery  to  the  transferee  of  definitive  Treasury 
securities  in  bearer  form.  The  transfer  of  book-entry  Treasury  securities  within  a 
Reserve  Bank  will  be  made  in  accordance  with  procedures  established  by  the 
latter  not  inconsistent  with  this  subpart.  The  ti-ansfer  of  book-entry  Treasui-y 
securities  between  Reserve  Banks  will  he  made  through  a  telegraphic  transfer 
procedure.  All  requests  for  withdrawal  or  for  transfer  must  be  nuide  prior  to  the 
maturity  or  date  of  call  of  the  securities.  Treasury  bonds  and  notes  which  are 
actually  to  be  delivered  upon  withdrawal  or  transfer  may  be  issued  either  in 
registered '  or  in  bearer  form. 

Sec.  306.121.  Registered  bonds  and  notes. 

No  formal  assignment  shall  be  required  for  the  conversion  to  book-entry 
Treasury  securities  of  registered  Treasury  securities  held  by  a  Reserve  Bank 
(in  either  its  individual  capacity  or  as  Fiscal  Agent)  on  the  effective  date  of  this 
subpart  for  any  purpose  specified  in  Sec.  306.117(a).  Registered  Treasury  secu- 
rities deposited  thereafter  with  a  Reserve  Bank  for  any  purpose  specified  in  Sec. 
306.117  shall  be  assigned  for  conversion  to  book-entry  Treasury  securities.  The 
assignment,  which  shall  be  executed  in  accordanc-e  with  tlie  provisions  of 
subpart  F  of  these  regulations,  so  far  as  applicable,  shall  be  to  "Federal  Reserve 
Bank  of ,  as  Fiscal  Agent  of  the  United  States,  for  con- 
version to  book-entry  Treasury  securities." 

Sec.  306.122.  Servicing  hook-entry  Treasury  securities;  payment  of  interest, 
payment  at  maturity  or  upon  call. 


'  The  (lute  of  call  as  defined  in  these  regulations  (Sec.  30C.2)  is  "the  date  fixed  In  the 
ofiicial  notice  of  call  published  in  the  Federal  Register  *  *  *  on  which  the  obligor  will 
make  payment  of  the  security  before  maturity  in  accordance  with  its  terms." 

^  There  is  an  Appendix  hereto  which  contains  information  regarding  the  identification  of 
book-entry  Treasury  securities  for  Federal  income  tax  purposes  and  the  accounting  separa- 
tion for  such  purposes  on  books  of  dealers.  Although  dealers  in  Treasury  securities  are 
not  eligible  as  dealers  to  have  them  in  book-entry  form  under  these  regulations,  if  they  or 
any  other  depositors  are  dealers  in  other  tyi)es  of  securities  they  must  meet  the  requirements 
of  Sec.  123(5  of  the  Internal  Revenue  Code  to  establish  that  they  are  holding  the  book-entry 
Treasury  securities  for  investment. 

3  Except  for  Treasury  notes,  EA  and  EO  series. 
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Interest  becoming  due  on  book-entry  Treasury  securities  sball  be  chax'ged  in 
the  Treasurer's  account  on  tlie  interest  due  date  and  remitted  or  credited  in 
accordance  witli  tlie  depositor's  instructions.  Sucli  securities  shall  be  redeemed 
and  charged  in  the  Treasurer's  account  on  the  date  of  maturity,  call  or  advance 
refunding,  and  the  redemption  proceeds,  principal  and  interest,  shall  be  disposed 
of  in  accordance  with  the  depositor's  instructions. 

John  K.  Carlock, 
Fiscal  As.Hstant  Secretary. 

APPENDIX 

records  for  fedekal  income  tax  purposes 

Section  1.1012-1  (c)  of  the  Federal  Income  Tax  Regulations  provides  certain 
rules  regarding  the  identification  of  securities  for  the  purpose  of  determining  the 
basis  (normally  cost)  and  holding  period  of  assets' — data  relevant  in  ascertaining 
the  amount  and  nature  of  gain  or  loss  upon  the  sale  or  transfer  of  the  assets. 

Subparagraph  (7)  of  section  1.1012-1  (c)  of  the  Income  Tax  Regulations 
(added  by  Treasury  Decision  0934,  quoted  below)  provides  a  special  rule  for  the 
identification  of  a  book-entry  Treasury  security  directed  to  be  disposed  of  by  the 
owner.'  The  si>ecial  rule  permits  the  serially-numbered  advice  of  transaction 
(required  by  sec.  306.110  of  the  Fiscal  Service  Regulations  to  which  this  is 
appended)  issued  by  a  Reserve  Bank  upon  completion  of  a  transaction,  when 
made  pursuant  to  written  instructions,  to  be  used  in  identifying  the  particular 
security  sold  or  tran-sferred.  Tlie  written  instruction  and  advice  of  transaction 
constitute  adequate  identification. 

Revenue  Ruling  67-419  (set  forth  below)  particularizes  the  manner  in  which 
the  identification  may  be  made  by  requiring  the  written  instruction  to  identify 
the  particular  book-entry  Treasury  security  either  by  purchase  date  and  cost 
or  by  reference,  where  applicable,  simply  to  the  serially-numbered  advice  of 
transaction  relating  to  its  acquisition.  This  latter  method  applies  only  to  a  limited 
class  of  case — that  is,  where  the  securities  are  acquired  by  a  Reseiwe  Bank  for 
the  owner  in  book-entry  form,  either  upon  original  subscription  to  a  Treasury 
offering  or  otherwise." 

It  is  important  for  a  taxpayer  to  comply  fully  with  the  si^ecial  rule  of  section 
1.1012-1  (c)  (7)  of  the  Income  Tax  Regulations  if  it  wishes  to  be  certain  that  the 
"first^n,  first-out"  (FIFO)  rule  of  section  1.1012-l(c)  (1)  of  the  cited  regulations 
will  not  apply  to  its  disposition  of  a  book-entry  Treasury  security. 

Although  dealers  in  any  securities  are  not  eligible  as  dealers  to  hold  a 
Treasury  security  in  book-entry  form  under  the  present  Fiscal  Service  Regula- 
tions, if  they  are  otherwise  eligible  to  do  so,  they  may  hold  such  a  security  in  the 
form  of  a  book-entry  for  investment  purposes.  Since  all  dealers  in  securities  are 
subject  to  the  requirements  of  section  1236  of  the  Internal  Revenue  Code,  the 
Revenue  Ruling  set  forth  below  also  provides  a  method  for  them  to  use  in 
identifying  a  book-entry  Treasury  security  held  for  investment  which  satisfies 
.section  1236.  Whenever  a  book-entry  security  is  acquired  on  original  issue  or 
otherwise  for  the  account  of  the  owner,  the  Reserve  Bank  will  issue  a  serially- 
numbered  advice.  The  entry  on  the  taxpayer's  books  of  account  of  the  number  of 
the  advice,  together  with  a  description  of  the  security  acquired  to  which  it 
relates  and  an  indication  that  it  is  held  for  investment,  will  be  sufficient  to 
identify  it  as  being  held  for  investment  purposes. 


^  It  should  be  noted  that  this  rule  is  only  appropriate  where  the  disposing  owner  retains 
one  or  more  securities  of  preciselj-  the  same  description  which  it  had  acquired  on  a  different 
date  or  at  a  different  price.  Where  a  security  of  precisely  the  same  description  acquired 
on  a  different  date  or  at  a  different  price  is  not  retained,  there  is  no  problem  of  identifying 
the  securities  being  sold  or  transferred,  since  either  no  others  of  similar  description  are 
owned,  or  they  are  from  tlie  same  lot. 

~  The  serially-numbered  advice  of  transaction  issued  by  a  Federal  Reserve  Bank  in  this 
or  any  other  type  of  case  in  or  in  connection  with  booli  entry  will  not  contain  price  and 
date  of  acquisition  but  in  this  type  of  case  the  advice  relating  to  the  acquisition  can  be  used 
to  identify  the  particular  boolj-entry  security  involved.  Since  the  mere  conversion  by  a 
Reserve  Banli  of  definitive  Treasury  securities  owned  by  a  depositor  into  bools-entry  form 
(or  vice  versa)  occurs  after  the  depositor-taxpayer's  books  of  account  properly  should 
reflect  their  acquisition,  which  might  have  been  at  different  times  or  at  different  prices,  the 
number  of  a  serially-numbered  advice  of  transaction  relating  to  such  conversion  affords  no 
adequate  means  of  identifying  a  particular  securit.y  for  purposes  of  either  section  1012  or 
section  12.36  of  the  Internal  Revenue  Code  of  1954. 
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(T.D.  G934) 

Title  26— INTERNAL  REVENUE 

Chapter  I— Internal  Revenue  Service,  Department  of  the  Treasury 

Subchapter  A — Income  Tax 

(INCOME  TAX  REGULATIONS) 
PART    1— INCOME    TAX;    TAXABLE    YEARS    BEGINNING    AFTER    DECEMBER    31,    1953 

Identification  of  'book-entry  Treasury  securities 

Department  of  the  Tkeastjry 
Office  of  Commissioner  of  Internal  Revenue, 

Washington,  D.C.     20224 

TO  OFFICERS  AND  EMPLOYEES  OF  THE  INTERNAL  REVENUE  SERVICE 
AND  OTHERS  CONCERNED: 

In  order  to  modify  the  identification  rules  for  purposes  of  determining  basis 
and  holding  period  of  property  in  the  case  of  certain  Treasury  securities,  para- 
graph (c)  of  Sec.  1.1012-1  of  the  Income  Tax  Regulations  (26  CFR  Part  1) 
is  amended  by  adding  a  new  subparagraph  (7)  to  read  as  follows : 

Sec.  1.1012-1    Basis  of  property. 


(c)  Sale  of  stocJc.  *  *  * 

(7)  Book-entry  Treasury  securities. 

(i)  In  applying  the  provisions  of  subpai-agraph  (3)  (i)  (&)  of  this  paragraph 
in  the  case  of  a  sale  or  transfer  of  a  book-entry  Treasury  security  which  is 
made  pursuant  to  a  written  instruction  by  the  seller  or  transferor,  the  serially- 
numbered  advice  of  transaction  prescribed  by  the  Fiscal  Service  of  the  Depart- 
ment of  the  Treasury  and  furnished  by  a  Reserve  Bank  shall  constitute 
confirmation  as  required  by  such  subparagraph. 

(ii)   For  purix)ses  of  this  subparagraph  : 

{a)  The  term  "book-entry  Treasury  security"  means  a  transferable  Treasury 
bond,  note,  certificate  of  indebtedness,  or  bill  issued  under  the  Second  Liberty 
Bond  Act  (31  U.S.C.  774  (2)),  as  amended,  in  the  form  of  an  entry  made  as 
prescribed  in  31  CFR  Part  306,  Subpart  O,  on  the  records  of  a  Reserve  Bank 
which  is  deposited  in  an  account  with  a  Reserve  Bank  (i)  as  collateral  pledged 
to  a  Reserve  Bank  (in  its  individual  capacity)  for  advances  by  it,  {2)  as  col- 
lateral pledged  to  the  United  States  under  Treasury  Department  Circular  No. 
92  or  176,  both  as  revised  and  amended,  and  {3)  by  a  member  bank  of  the 
Federal  Reserve  System  for  its  sole  account  for  safekeeping  by  a  Reserve  Bank 
in  its  individual  capacity  ; 

(6)  The  term  "serially-numbered  advice  of  transaction"  means  the  confirma- 
tion (prescribed  in  31  CFR  306.116)  issued  by  the  Reserve  Bank  which  is 
identifiable  by  a  unique  number  and  indicates  that  a  particular  written  instruc- 
tion to  the  Reserve  Bank  with  respect  to  the  deposit  or  withdrawal  of  a 
specified  book-entry  Treasury  security   (or  securities)   has  been  executed;  and 

(c)  The  term  "Reserve  Bank"  means  a  Federal  Reserve  Bank  and  its  branches 
acting  as  Fiscal  Agent  of  the  United  States. 


Because  this  Treasury  decision  merely  liberalizes  the  identification  rules  for 
purposes  of  determining  basis  and  holding  period  in  the  case  of  certain  securities, 
it  is  found  that  it  is  unnecessary  to  issue  this  Treasury  decision  with  notice 
and  public  procedure  thereon  under  5  U.S.C.  553  (b),  or  subject  to  the  effective 
date  limitation  of  5  U.S.C.  553  (d). 
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(This  Treasury  decision  is  issued  under  the  authority  contained  in  Section 
7805  of  the  Internal  Revenue  Code  of  1954  (68A  Stat.  917;  26  U.S.C.  7805).) 

(Signed)    Sheldon  S.  Cohen, 
Commissioner  of  Internal  Revenue. 
Approved  :  November  7,  1967 

(Signed)   Stanley  S.  Sureet, 

Assistant  Secretary  of  the  Treasury. 

SECTION  1012.— BASIS  OF  PROPERTY— COST 

26  CFR  1.1012-1 :  Basis  of  property.  Rev.  Rul.  67-419 

(Also  Section  1236 ;  1.1236-1.) 

Section  1.1012-1  (c)  (7)  of  the  Income  Tax  Regulations  provides  a  special 
rule  for  the  identification  of  a  "book-entry  Treasury  security"'  (which  Is  a  "bond" 
under  section  1.1012-1  (c)  (6)  of  the  regulations)  directed  to  be  disposed  of 
by  the  owner  who  holds  securities  of  precisely  the  same  description  which  were 
acquired  on  different  dates  or  at  different  prices.  This  special  rule  permits  the 
"serially-numbered  advice  of  transaction"  prescribed  by  the  Fiscal  Service  of 
the  Department  of  the  Treasury  and  furnished  by  a  "Reserve  Bank"  (as  those 
terms  are  defined  in  section  1.1012-1  (c)  (7)  of  the  regulations)  to  satisfy  the 
requirements  of  section  1.1012-1  (c)  (3)  (i)  (b)  of  the  regulations  for  a  written 
confirmation  if  made  pursuant  to  a  written  instruction  by  the  seller  or  trans- 
feror. In  such  case,  if  the  written  instruction  identifies  the  book-entry  Treasury 
security  to  be  sold  either  by  purchase  date  and  cost,  or  by  reference  to  the 
.serially-numbered  advice  of  transaction  relating  to  the  acquisition,  and  a  copy 
thereof  is  associated  with  the  serially-numbered  advice  of  transaction  received 
from  the  Reserve  Bank  upon  disposition,  the  identification  requirement  of  section 
1.1012-1  (c)  (3)  (i)  of  the  regulations  shall  be  considered  satisfied.  Compare 
Rev.  Rul.  61-97,  C.B.  1961-1,  394,  which  provides  a  rule  of  identification  in  the 
circumstances  described  therein.  Where  the  identification  requirements  of  sec- 
tion 1.1012-1  (c)  (3)  (i)  of  the  regulations  are  satisfied  in  the  manner  provided 
for  above,  the  rule  stated  in  the  first  sentence  of  section  1.1012-1  (c)  (1)  of  the 
regulations  will  not  be  applied. 

For  the  purpose  of  determining  when  a  security  is  clearly  identified  in  the 
records  of  a  dealer  in  securities  as  a  security  held  for  investment  within  the 
meaning  of  section  1236  of  the  Internal  Revenue  Code  of  1954,  section  1.1236-1 
(d)  (1)  of  the  regulations  provides  that  an  investment  security  is  clearly  identi- 
fied where  there  is  an  accounting  separation  of  the  security  from  other  securi- 
ties, as  by  making  appropriate  entries  in  the  dealer's  books  of  account  to 
distinguish  it  from  inventories  and  to  designate  it  as  an  investment,  and  by  (i) 
indicating  with  such  entries  the  individual  serial  number  of,  or  other  character- 
istic symbol  imprinted  upon,  the  individual  security,  or  (ii)  adopting  any  other 
method  of  identification  satisfactory  to  the  Commissioner. 

Using  the  definitions  found  in  section  1.1012-1  (c)  (7)  of  the  regulations 
wherever  applicable  here,  the  identification  of  a  particular  book-entry  Treasury 
security  in  the  dealer's  books  of  account  by  reference  to  the  serially-numbered 
advice  of  transaction  furnished  by  the  Reserve  Bank  upon  the  acquisition  of 
such  security  is  a  method  of  identification  satisfactory  to  the  Commissioner 
under  section  1.1236-1  (d)  (1)  (ii)  of  the  regulations. 


Exhibit   4. — Second   Supplement,   February  29,   1968,   of  Department   Circular 
No.  653,  offering  of  United  States  savings  bonds,  Series  E 

Treasury  Department, 
Washington,  February  29, 1968. 

Table  52,^  showing  the  investment  yields  to  maturity  for  Series  E  Savings 
Bonds  with  issue  dates  from  June  1  through  November  1,  1960,  which  is  a  part 
of  Department  Circular  No.  653,  Seventh  Revision,  dated  March  18,  1966,^  as 


^  See  exhibit  5. 

-  See  1966  annual  report,  page  253. 
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amended  (31  CFR,  Part  316),  is  hereby  supplemented  by  addition  of  the  re- 
demption values  and  investment  yields  for  the  extended  maturity  period,  as 
set  forth  below. 

JoHx  K.  Carlock, 
Fiscal  Assistant  Secretary  of  the  Treasury. 


Exhibit  5. — Fourth  amendment,  June  19,  1968,  to  Department  Circular  No.  653, 
Seventh  Revision,  offering  of  United  States  savings  bonds.  Series  E 

Treasury  Departxlkxt, 
Washington,  June  1!),  196S. 

Treasury  Department  Circular  No.  G.j3,  Seventh  Revision,  dated  March  18, 
1906,  as  revised  and  amended  (31  CFR  Part  31(>),  is  hereby  further  amended 
and  revised  as  f  oIIoavs  : 

Sec.  316.1.  Offering  of  bonds. — The  Secretary  of  the  Treasury  hereby  offers  for 
sale  to  the  people  of  the  United  States,  United  States  Savings  Bonds  of  Series 
E,  hereinafter  generally  referred  to  as  "Series  E  bonds"  or  "bonds."  This  offering, 
which  shall  be  effective  June  1,  196.S,  will  continue  until  terminated  by  the  Sec- 
retary of  the  Treasury. 

Sec.  316.2.  Description  of  bonds.  *  *  * 

(b)  Denominations  and  prices. — Series  E  bonds  are  issued  on  a  di.scount  basis. 
The  denominations  and  purchase  prices  are : 

Purcha.tr 
Denomination  price 

$25 $18.  75 

50 37.  50 

75 56.  25 

100 75.  00 

200 150.  00 

500 375.  00 

1,000    7.50.  00 

10,000 7,  500.  00 

100,000  '    75,  000.  00 

(e)  Investment  yield  (interest). — The  investment  yield  (interest)  on  a  Series 
E  bond  with  issue  date  (if  .lune  1,  I'.KiS,  or  thereafter,  will  l>e  approximately 
4.25  percent  per  annum  compounded  semiannually,  if  the  bond  is  held  to  ma- 
turity" but  the  yield  will  be  less  if  the  bond  is  redeemed  prior  to  maturity.  The 
interest  will  be  paid  as  a  part  of  the  redemption  value.  For  the  lirst  six  months 
from  issue  date  the  bond  will  be  redeemable  only  at  purchase  price.  Thereafter, 
its  redemption  value  will  increase  at  the  beginning  of  each  successive  half-year 
period.  See  table  1. 

(f )  Stock  for  bonds  issued  on  and  after  June  1,  1968. — Series  E  liond  stock 
in  use  prior  to  June  1,  1968,  will  be  used  for  bonds  issued  hereunder  until  such 
time  as  new  stock  is  printed  and  supplied  to  issuing  agents.  THE  NEW  IN- 
VESTMENT YIELD  AND  REDEMPTION  \'ADUES  SHALL  APPLY  TO  SUCH 
BONDS  AS  FULLY  AS  IF  EXPRESSLY  SET  FORTH  IN  THE  TEXT.  They 
will  be  redeemed  by  all  paying  agents  at  the  redemption  values  in  Table  1.  Ac- 
cordingly, it  is  not  necessary  for  owners  to  exchange  bonds  on  old  stock  when 
the  new  stock  is  available  but  they  may  do  .'^o  if  they  wish  by  presenting  bonds 
issued  on  and  after  June  1.  1968,  on  old  stock  to  any  Federal  Reserve  Bank 
or  Branch,  or  to  the  Treasurer  of  the  United  States,  Securities  Division,  Wash- 
ington, D.C.  20220. 

Sec.  316.8.  Extended  terms  and  improved  yields  on  outstanding  bonds. 


'  The  .$100,000  denomination  is  available  only  for  purchase  b.v  trustees  of  employees' 
savings  and  savings  and  vacation  plans  (see  Sec.  316.5(c)  of  Department  Circular  No.  653, 
Seventh  Revision). 

2  Under  authority  of  Section  25,  73  Stat.  621  (31  U.S.C.  757c-l),  the  President  of  the 
United  States  on  May  31,  li)6S,  concluded  that  with  respect  to  Series  E  bonds  it  was 
necessary  in  the  national  interest  to  exceed  the  maximum  interest  rate  and  investment 
yield  prescribed  by  Section  22  of  the  Second  Liberty  Bond  Act,  as  amended  (31  U.S.C.  757c). 
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(b)  Improved  yields.^— The  investment  yield  on  outstanding  bonds  is  increased 
by  Vio  of  1  percent  per  annum  compounded  semiannually  but  only  if  the  bonds 
are  held  to  the  next  maturity  date  and  there  is  an  intervening  or  final  six-month 
interest  accrual  period.  In  addition,  the  investment  yield  for  any  presently  author- 
ized subsequent  extension  period  will  be  4.25  percent  per  annum  compounded 
semiannually  provided  the  bonds  are  held  to  the  maturity  date  for  that  period. 
Interim  redemption  values  remain  unchanged  and  the  increases,  which  will 
be  computed  from  the  first  six-month  interest  accrual  period  starting  on  or  after 
the  following  dates,  is  conditioned  on  retention  of  the  bonds  to  next  maturity 
and,  as  appropriate,  to  the  end  of  the  authorized  subsequent  extension  period : 

(1)  March  1,  1968. — For  bonds  with  issue  dates  of  June  1,  1959,  through 
November  1, 1060. 

(2)  May  1,  1968. — For  bonds  with  issue  dates  of  February  1,  1957,  through 
May  1, 1959. 

(3)  June  1,  1968. — For  bonds  with  issue  dates  of  May  1,  1941,  through  Janu- 
ary 1, 1957,  and  December  1,  1960,  through  May  1, 1968. 

The  Secretary  of  the  Treasury  may  at  any  time  prior  to  their  maturity 
prescribe  a  different  yield  for  the  extended  maturity  period  for  bonds  for  which 
no  tables  of  redemption  values  and  investment  yields  have  been  previously  pro- 
vided for  such  i)eriod.  The  tables,  which  are  a  part  of  this  circular,  will  be 
published  periodically  for  the  extended  maturity  for  bonds  bearing  issue  dates 
of  June  1, 1961,  or  thereaf  ter." 

JoHN  K.  Carlock, 
Fiscal  Assistant  Secretary  of  the  Treasury. 


TABLES  OF  REDEMPTION  VALUES  AND  INVESTMENT  YIELDS  FOR  UNITED  STATES  SAVINGS  BONDS 

OF  SERIES  E 

Each  table  shows:  (1)  tho  rofloniption  value  for  each  successive  half-year  term  of  holdin;:;  durinK  the  current  ma- 
turity period  and  the  authorized  redemption  values  during  any  subsequent  maturity  period,  on  bonds  bearing  issue  dates 
covered  by  the  table;  (2)  for  each  maturity  periofl  shown,  the  approximate  investment  yield  on  the  redempt,ion  v.alue  at 
the  beginning  of  such  maturity  period  to  the  beginning  of  each  half-year  period  thereafter;  and  (3)  the  approximate 
investment  yield  on  the  current  redemption  value  from  tho  beginning  of  each  half-year  period  to  next  maturity.  Yields 
are  expressed  in  terms  of  rate  percent  per  annum,  compounded  semiannually. 

TABLE  1 

BONDS  BEARING  ISSUE  DATES  BEGINNING  JUNE  1,   19G8 


Issue  price 

$18.  75 

$37.  50 

$56.  25 

$75.  00 

$150.  00 

$375.  00 

$750.  00 

$7,  500 

Approximate  invest- 

Denomination  

25.00 

50.00 

75.00 

100.  00 

200.  00 

500.  00 

1,  000.  00 

10.  000 

ment  yield 

(2)  On 
purchase 
price  from 

(3)  On  cur- 
rent re- 
demption 
value  from 

rcriod  after  issue  dale 

(1)  Rcdcn 

ptioii  value 

during  cacl 

half-year  p 

riod  (values 

increase  on 

first  day  of  pen 

od  sliown) 

to  begin- 
ning of 
each 

half-year 
period 

beginning 
of  each 
half-year 
period  to 
maturity 

PerctTii 

Pemni 

First  Yi  year 

$18.  75 

$37.  50 

$56.  25 

$7.5.  00 

$150.  00 

$375.  00 

$750.  00 

$7,  500 

0.00 

4.25 

18.  96 

37.  92 

56.88 

75.  84 

151.  68 

379.  20 

758.  40 

7,584 

2.24 

4.  40 

1  to  1'^  vears 

19.  32 

38.  64 

57.  96 

77.28 

154.56 

386.  40 

772.  80 

7,  728 

3.02 

4.  45 

1!^  to  2  vears,.. 

19.70 

39.40 

59.  10 

78.80 

157.  60 

394.  00 

788.  00 

7,  880 

3.32 

4.50 

2to2;iye.ars 

20.  10 

40.20 

60.  30 

80  40 

160.  80 

402.  00 

804.  00 

8,  040 

3.51 

4.54 

'2]i  to  3  years 

20.52 

41.  04 

61.  ,56 

82.  08 

164.  16 

410.  40 

820.  80 

8,  208 

3.64 

4.  .58 

3  to  3'^  years 

20.96 

41.92 

62.88 

83.84 

167.  68 

419.  20 

838.  40 

8,384 

3.75 

4.62 

'i)i  to  4  years 

21.  42 

42,  84 

64.26 

8,").  68 

171.  36 

428.  40 

856.  80 

8,  568 

3.84 

4.  65 

4  to  4'^  years 

21.89 
22.37 

43.  78 

44.  74 

6.5.  67 
67.  1 1 

87.  56 
.89.  48 

175.  12 
178.  96 

437.  80 
447.  40 

875.  60 
894.  SO 

8,756 
.8,  948 

3.91 
3.96 

4  70 

i',i  to  .5  years 

4.76 

5  to  ,5'^  years 

22.86 

in.  72 

68.  5.S 

91.  44 

182.  88 

457.  20 

914.  40 

9,  144 

4.00 

4.85 

b'i  to  6  years 

23.  36 

40.  72 

70  OS 

93.  44 

186.  88 

467.  20 

934.  40 

9,  344 

4.04 

5.01 

(J  to  (i'<  years..      . 

23.  88 

47.  7li 

71.  64 

9.5.  52 

191.  04 

477.  60 

955.  20 

9,552 

4.07 

5.29 

O'l  to  7  years 

24.  42 

4S.  S4 

73.  26 

97.08 

195.  36 

488.  40 

976.  SO 

9,768 

4.  11 

6.06 

MATURITY  VALUE 

(7  years  from 

issue  date) 

25.16 

50.32 

75.48 

100.  64 

201.  28 

503.  20 

1,  006.  40 

10,  064 

4.25 

^  See  Sec.  316.8(b)  and  footnote  8  of  Department  Circular  No.  653,  Seventh  Revision,  as 
amended,  for  earlier  yields. 

2  In  effect  since  Feb.  23,  1967. 
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TABLE  2 
BONDS  BEARING  ISSUE  DATE  OF  MAY  1,  1941 


Issue  price 

Denomination - 


$18.  75 
25.00 


$37.  50 
50.00 


$73.  00 


$375.  00 
500.  00 


$750.  00 
1,  000.  00 


SECOND  EXTENDED  M.\TVRITY  I'ERIOD 


Approximate  ijiTestment  yield 


(2)  On  the  ro- 
dointttion  vuluc 
M  sun  ot  llie 
•coild  rxti'nd"'<l 


(3)  On  current  re- 
demption value 
from  beginning 
111  liiill-ye 


maturity  period  period  to  second 
to  tile  begnniing  extended 

or  eacli  liulf-year  maturity 

period  tliereafler 


First  Vi  vcar '(5/1/61) 

J'jto  1  vear -_. -..(11/1/61) 

1  to  l,';\-eai-s (5/1/62) 

lU  to  2  years (11/1/62) 

2  to  2,'i  ycani (5/1/03) 

2%  to  3  years (11/1/63) 

3  to  ',i'/i  years (")/l/64) 

35^  to  4  years (11/1/64) 

4  to  4H  yeai-s (5/1/65) 

4!:  to  5  years (11/1/65) 

5  to5H  vcars (5/1/66) 

:-,',i  to  6  years (11/1/06) 

6  to  6):  "years .(5/1/67) 

(>M  to  7  years. .(11/1/67) 

7  to  7^2  years (5/1/6S) 

7'A  to  8  years (11/1/6S) 

S  to  8!:  years (5/1/69) 

8J'2to9years (11/1/69) 

0  to  9!^  years (5/1/70) 

11';  to  lOyi-ars (11/1/70) 

SECOND  EXTENDED  MATURITY 

VALUE  (20  years  from  original 
maturity  date)' (5/1/71) 


$33.  63 

$67.  26 

$134.  52 

34.26 

6S.  52 

137.04 

34.  90 

69.  SO 

139.00 

35.56 

71.  12 

142.  24 

36.  22 

72.  44 

144.  88 

3().  91) 

73.  SO 

147.  60 

37.60 

7.5.  20 

1.50.  40 

3S.  30 

76.60 

153.  20 

39.  02 

7S.  04 

156.  OS 

39.  75 

79.50 

159.00 

40.  50 

81.  00 

162.  00 

41.  26 

S2.  52 

16,5.  04 

42.  06 

84.  12 

168.  24 

42.  90 

85.  SO 

171.60 

43.  76 

87.  52 

17.5.  04 

44.66 

89.32 

178.  64 

45.60 

91.  20 

182.  40 

46.57 

93.  14 

186.28 

47.58 

9.5.  16 

190.  32 

4S.  64 

97.  28 

194.  56 

49.86 

99.72 

199.  44 

$672. 
685. 
09S. 


810. 
825. 
841. 
85S. 
875. 
893. 
912. 
931. 
951. 
972. 


SI, 


34.5. 

370. 
,  396. 
,  422. 
,  44.S. 
,476. 

504. 

532. 

560. 

590. 

620. 

650. 

G82. 

716. 

750. 

786. 

824. 

862. 

903. 

945. 


Percent 
0.00 
3.75 
3.74 
3.76 
3.74 
3.  75 
3.75 
3.75 
3.75 
3.75 
3.  75 
3.  75 
3.76 
3.78 
3.  80 
3.82 
3.84 
3.87 
3.89 
3.92 


Percent 
23. 
=  3. 
»3. 
=  3. 
'3. 
»3. 
»3. 
«3. 
=  3. 
»3. 
'4. 
M. 
M. 
'4. 


1,  994.  40 


>  Month,  day.  and  vear  oit  which  issues  of  May  1,  1941,  enter  eacli  period. 

>  Yield  from  beginning  of  each  half-year  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  December  1, 19iW.  revision. 
3  Yield  from  beginning  of  each  half-year  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  June  J,  1968,  revision. 

*  30  years  from  issue  date.  Second  extended  maturity  value  improved  by  the  revision  of  Jui\c  I,  1968. 

*  Yield  on  purdiasc  price  from  issue  date  to  second  extended  maturity  date  is  3.29  percent. 

TABLE  3 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1   THROUGH  NOVEMBER  1,  1941 


Issue  price 

Denomination. 


$18.  75 
25.00 


$37. 50 
50.00 


$75.  00 
100.  00 


$375.  00 
500.  00 


$750. 00 
1,000.00 


Approximate  investment  yield 


SECO.ND  EXTENDED  MATVHITV  PERIOD 


(3)  On  current  re- 
demption valuo 
from  beginning 


(2)  On  the  re- 
demption value 

at  start  of  the    ,   .,v>,>,  »,(.,.»,,» 
second  extended    of  each  half-ye— 
maturity  period  '  period  to  second 
to  the  begiiming  ]        extended 
of  each  half-year  !        maturity 
period  thereafter  ! 


First  H  year ...'(6/1/61) 

;ito  1  year (12/1/61) 

1  to  VA  ve.ars (6/1/62) 

Jlito  2  years (12/1/62) 

2  to  2J$  years (6/1/1)3) 

2;  ^  to  3  years (12/1  /63) 

3  to  ■i'A  years (6/1/64) 

3;^  to  4  years (12/1/64) 

4  to  Hi  years (6/1/65) 

4'A  to  5  years (12/1/65) 

5  to  o'A  years (6/1/66) 

5;$  to  6  years (12/1/06) 

6  to  OH  years (6/1/67) 

6'Aio  7  years (12/1/67) 

7  to  7)^  years .(6/1/68) 

7!<  to  8  years ..(12/1/68) 

8  to  8!^  years (6/1/09) 

8!^  to  9  years (12/1/69) 

9  to  9'^  years. (0/1/70) 

!)'^  to  l(i  vc.-irs  .  .  __  (12  1/70) 

SECOND  E.XTENDED  MATl  KITV 

VALUE   (20  years  from   original 
maturity  date)*.. (6/1/71) 


iMonili 

lYIel.l  I 

3  Yi.'l^l  I 


$33.  73 

$67.  46 

$134.  92 

34.36 

68.  72 

137.  44 

35.  01 

70.  02 

140.  04 

3.5.  66 

71.32 

142.  64 

36.33 

72.06 

145.  32 

37.01 

74.02 

148.  04 

37.71 

75.42 

150.  84 

38.  41 

76.82 

153.  64 

39.  13 

78.26 

156.52 

39.  87 

79.  74 

159.48 

40.63 

81.26 

162.  52 

41.41 

82.  82 

16.5.  64 

42.22 

84.44 

168.  88 

43.  06 

86.  12 

172.  24 

43.95 

87.  90 

175.  80 

44.86 

89.  72 

179.  44 

45.80 

91.60 

183.  20 

46.80 

03.  60 

187.  20 

47.81 

<»5.  02 

191.  24 

48.  88 

97.  76 

195.  52 

50.13 

100.  26 

200.  52 

$674.  60 
087.  20 
700.  20 
713.  20 
720.  00 
740.  20 
754.  20 
708.  20 
782.  60 
797.  40 
812.60 
828.  20 
844.  40 
801.  20 
879.  00 
897.  20 
910.  00 
930.  00 
956.  20 
977.  60 


1,  002.  60 


'$1,349.20 
1,  374.  40 
1,  400.  40 
1,420.  40 
1,  453.  20 
1,  480.  40 
1,  508.  40 
1,  530.  40 
1,  50.5.  20 
1,  594.  .80 
1,  62,5.  20 
1,  656.  40 
1,  688.  80 
1,722.40 
1,7.58.00 
1,794.  40 
1,832.  00 
1,  872.  00 
1,912.  40 
1,  955.  20 


2,  005.  20 


Percent 
0.00 
3.74 
3.76 
3.  74 
3.  74 
3.75 
3.75 
3.  75 
,3.75 
3.  75 
3.70 
3.76 
3.78 
3.79 
3.82 
3.84 
3.  86 
3.89 
3.91 
3.94 


Percent 
=  3.75 
=  3.75 
2  3.  75 
=  3.  75 
23.75 
=  3.75 
23.75 
2  3.  75 
2  3.  75 
2  4.  15 
'  4.  19 
'  4.  22 
2  4.  26 
2  4.  30 
4.43 
4.  49 

4.  57 
4.64 
4.80 

5.  U 


:ue  monliis  add  tlie  appropriate  numljer  of  months, 
■iided  maturity  value  prior  lo  the  Decemlwr  I,  1%5, 
led  matui'ity  value  prior  lo  the  June  1,  1968,  revision. 
'  1,  1968. 


EXHIBITS 
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TABLE  4 
BONUS  BEARING  ISSUE  DATES  FKOM  DECEMBER  I,   1941,   THROUGH  APRIL  1,  1942 


Issue  price 

Denomination- 


First  H  year '(12/1/61) 

'/.  to  1  year (0/1/02) 

1  to  IH  years (12/1/02) 

V/ito  2  years (0/l/0:i) 

2  to  2J^  years (12/1/G3) 

2'/i  to  3  years (0/1/84) 

3  to  S'A  years (12/1/04) 

'i'/i  to  4  years (0/1/05) 

4  to  4H  years (12/1/05) 

4J^  to  5  years (6/1/60) 

5  to  5J$  years (12/1/60) 

5'/2  to  6  years (0/1/07) 

6  to  G'A  years (12/1/07) 

G'A  to  7  years (6/1/68) 

7  to  TA  years (12/1/68) 

TA  to  8  years (6/1/09) 

8  to  8H  years (12/1/69) 

8J^  to  9  years (6/1/70) 

9  to  9J<  years (12/1/70) 

9;<  to  10  years (0/1/71) 

SECOND  EXTENDED  MATURITY 

VALUE  (20  years  from  original 
maturity  date)^ (12/1/71) 


$18.75 
25.00 


$37.  50 
50.00 


$75.  00 
100.  00 


$375.  00 
500.  00 


$750.  00 
1,  000.  00 


SECOND  EXTENDED  MATURITY  PERIOD 


$33.  83 

$07.  GO 

$1.35.  32 

34.  40 

OS.  92 

137.  84 

35.  11 

70.  22 

140.  44 

35.  77 

71.  54 

143.  08 

30.44 

72.88 

145.  76 

37.  12 

74.24 

148.  48 

37.  82 

75.64 

151.28 

38.  53 

77.06 

1.54.  12 

39.  25 

78.  50 

157.  00 

40.00 

80.00 

160.  00 

40.77 

81.54 

103.  08 

41.50 

83.12 

100.  24 

42.39 

84.78 

169.  56 

43.  25 

86.  50 

173.  00 

44.  14 

88.28 

176.  56 

45.07 

90.  14 

180.  28 

40.03 

92.  06 

184.  12 

47.  02 

94.04 

188.  08 

48.05 

90.  10 

192.  20 

49.  12 

98.  24 

196.  48 

50.40 

100.  80 

201.  60 

$676.  GO 
089.  20 
702.  20 
715.  40 
728.  80 
742.  40 
756.  40 
770.  60 
785.  00 
800.  00 
815.  40 
831.  20 
847.  80 
865.  00 
882.  80 
901.  40 
920.  60 
940.  40 
961.  00 
982.  40 


1,  008.  00 


$1,  3.53.  20 
1,  378.  40 
1,  404.  40 
1,  430.  80 
1,  457.  00 
1,  484.  80 
1,  512.  SO 
1,  .541.  20 
1,  570.  00 
1,  000.  00 
1,  630.  SO 
1,  002.  40 
1,  095.  00 
1,  730.  00 
1,  705.  60 
1,  802.  80 
1,  841.  20 
1,  880.  SO 
1,  922.  00 
1,  964.  SO 


2,  016.  00 


Approximate  investment  yield 


(J)  On  llie  re- 
demption value 

at  start  of  the 
second  extended 
maturity  period 
to  tlie  beginning 
of  eaeli  lialf-year 
period  tliereafler 


PeTcent 
0.00 
3.72 
3.  75 
3.  75 
3.75 
3.  75 
3.  75 
3.  75 
3.  75 
3.76 
3.77 
3.78 
3.79 
3.82 
3.  84 
3.86 
3.  89 
3.91 
3.94 
3.96 


(3)  On  eurrent  re- 
demption value 
from  beginning 
of  eacli  half-year 
period  to  second 

extended 

jiiaturity 


Percent 

23.  75 

23.75 

«3.  75 

s  3.  75 

"3.75 

23.75 

23.75 

23.75 

=  4.  15 

'4.  18 

'4.21 

»4.  25 

'4.28 

4.  42 

4.47 

4.52 

4.59 

4.08 

4.83 

5.21 


niontlis  add  tlie  appropriate  number  of  montiis. 
nded  maturity  value  prior  to  the  Decembnr  1,  1"" 
second  extended  maturity  value  prior  to  the  June  1, 1'JIJS,  re 
of  June  1,  I'JGS. 
date  to  second  extended  n'laturily  date  is  3.32  percent. 


1  Month,  day,  and  year  on  whicli  issues  of  December  1, 1941,  enter  each  period.  For  subsetiuent 
=  Yield  from  begimiinB  of  each  liaU-year  period  to  second  extended  maturity  at  second 
3  Yield  front  beRininng  of  each  half-year  period  to 

<  30  years  from  issue  dote.  Sc 

6  Yield  on  purchase  price  fro 


TABLE  5 

BONDS  BEARING  ISSUE  DATE  OF  MAY  I,  1942 


Issue  price 

Denomination. 


$18.  75 
25.00 


$37.  50 
50.00 


$75.  00 
100.  00 


$375.  00 
500.  00 


$750.  00 
1,  000. 00 


Approximate  investment  yield 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the  re- 
demption value 

at  start  of  the 
second  extended 
maturity  period 
to  the  beginning 
of  eaelt  half-year 
period  thereafter 


(3)  On  current  re- 
demptioii  value 
from  beginning 
of  each  half-year 
period  to  second 


First  Yi  year '(5/1/62) 

li  to  1  year (11/1/62) 

1  to  IJ^ years (5/1/03) 

VA  to  2  years (11/1/63) 

2  to  2;'2  years (.5/1/04) 

2A  to  3  years (11/1/04) 

3  to  3'/2  years (5/1/05) 

VA  to  4  years (11/1/65) 

4  to  4!1  years (5/1/00) 

4'Ato  5  years (11/1/00) 

5  to  5li  years (5/1/67) 

5A  to  6  years (11/1/67) 

6  to  6Jo  years (5/1/68) 

6A  to  7  years (11/1/68) 

7  to  7}^  years (5/1/69) 

7A  to  8  years (11/1/69) 

8  to  8)4  years (5/1/70) 

8^2  to  9  years (11/1/70) 

9  to  9;2  years (5/1/71) 

9'/.  to  10  years (11/1/71) 

SECOND  EXTENDED  MATURITY 

VALUE  (20  years  from  original 
maturity  date) ' _ . . (5/1/72) 


$34.  09 

$68.  18 

$136.  36 

34.73 

09.46 

138.  92 

35.38 

70.76 

141.  52 

36.04 

72.08 

144.  16 

36.72 

73.  44 

146.  88 

37.  41 

74.82 

149.  64 

38.  11 

70.22 

152.  44 

38.82 

77,04 

155.  28 

39.  55 

79.  10 

158.  20 

40.30 

80.00 

161.  20 

41.08 

82.  16 

164.  32 

41.  88 

83.76 

167.  52 

42.71 

85.42 

170.  84 

43.  58 

87.  16 

174.  32 

44.49 

88.98 

177.  96 

45.41 

90.  82 

181.  64 

40.  38 

92.76 

18.5.  52 

47.38 

94.  76 

189.  52 

48  42 

96.  84 

193.  68 

49.  5(1 

99.00 

198.  00 

50.79 

101.  58 

203. 16 

$081.  SO 
094.  60 
707.  00 
720.  80 
734.  40 
748.  20 
762.  20 
776.  40 
791.  00 
806.  00 
821.  60 
837.  60 
854.  20 
871.  60 
889.  80 
908.  20 
927.  60 
947.  60 
968.  40 
990.  00 


1,015.80 


$1,  363.  60 


1,415.  20 
1,  441.  60 
1,  468.  80 
1,  496.  40 
1,  524.  40 
1,  552.  80 
1,  582.  00 
1,612.  00 
1,  64.3.  20 
1,  67.5.  20 
1,  708.  40 
1,  743.  20 
1,  779.  60 
1,  816.  40 
1,  855.  20 
1,  895.  20 
1,  936.  80 
1,  980.  00 


2,031.60 


JPerceiit 
0.00 
3.75 
3.75 
3.74 
3.75 
3.75 
.3.75 
3.  75 
3.  75 
3.75 
3.77 
3.78 
3.79 
3.81 
3.84 
3.86 
3.89 
3.91 
3.94 
3.96 


Percent 

23.75 
23.75 
23.75 
23.  75 
»3.  75 
23.75 
23.75 
23.75 
'4.  15 
'4.  18 
'4.  22 
'4.  25 
M.  29 
4.42 
4.46 
4.53 

4.  59 
4.09 
4.84 

5.  21 


1  Month,  day,  and  year  on  which  issues  of  May  1,  1!I42.  enter  each  period. 

■  Yield  from  beginning  of  eacll  half-year  period  to  second  extended  maturity  at  second  e 

3  Yield  from  beginning  of  each  half-year  period  to  seconil  exti-nded  maturity  at  second  c 

*  30  years  from  issue  date.  Second  extended  nuitui  ity  value  improved  bv  the  revision  ol 

•  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.3o  perct 
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TABLE  6 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1912 


Issue  price $18.75 

Denomination 25.  00 


$37.  50 
5U.  00 


$75.  00 
100.  00 


$375.  00 
500.  00 


$750.  00 
1,  000.  00 


Approximate  invest  mpnt  yield 


First  M  year '(6/1/62) 

Mto  1  vcar (12/1/62) 

1  to  V/i  years (6/ 1/63) 

VA  to  2  vears (12/1/63) 

2  to  •!'/>  years (6/1/64) 

2%  to  3  years -  -  -  ( 12/ 1/64) 

3to  3'i  years (6/1/65) 

3)4  to  4  vears (12/1/65) 

4  to4}2  years.- --(6/1/66) 

4K  to  5  "years (12/1/66) 

5  to  5'/2  years -.,(6/1/67) 

514  to  6  years -(12/1/67) 

6  to  ei-i  vears (6/1/68) 

e'lto  7  "years (12/1/68) 

7  to  7^rvears (6/1/69) 

7^  to  8  years (12/1/69) 

,S  to  S>.',  vears,. (6/1/70) 

S'^  to  <l  'v,.:,rs_ (12/1/70) 

'.M,i'J^.  vr:,.s (6/1/71) 

11'     to   HI  xrars (12/1/71) 

SK(  O.M)  EXTENDED  MATURITY 

VALUE  (20  years  from  original 
maluril)  dale)' (6/1/72) 


SECOND  EXTENDED  MATLllITY  PERIOD 


(2)  On  the  re-      (3)  On  current  re- 
demption viilue     drmption  value 

at  start  ol  the    ;  from  bcRlnnlng 
second  extended  .  of  each  half-year 
maturity  period  '•  period  to  second 
to  the  beginning  I        extended 
of  each  half-year  maturity 

period  thereafter 


$31.  17 

$68.  34 

$136.  68 

31.  81 

69.  62 

139.  24 

35.46 

70.  92 

141.  84 

36.  13 

72.  26 

144.  .i2 

36.  81 

7.3.  62 

147.  24  ! 

37.  50 

75.  00 

150.  00 

38.  20 

76.40 

152.  80 

38.  92 

77.84 

155  68 

39.  65 

79.  30 

158.  60 

40.41 

80.  82 

161.  64 

41.21 

82.  42 

164.  84 

42.  02 

84.  04 

168.  08 

42.  86 

85.  72 

171.44 

43.  74 

87.48 

174.  96 

44.  65 

89.  30 

178.  60 

45.  59 

91.  IS 

182.  36 

4a  57 

93.  14 

186.  28 

47.58 

95.  16 

190.  32 

48.  63 

97.  26 

194.  52  1 

49.71 

99.  42 

198.  84 

51.02 

102.  04 

204.  08 

$68.3.  40 
696.  20 
709.  20 
722.  60 
736.  20 
750.  00 
764.  00 
778.  40 
793.  00 
808.  20 
824.  20 
840.  40 
857.  20 
874.  80 
893.  00 
911.  SO 
931.  40 
951.  60 
972.  60 
994.  20 


I,  020.  40 


;i,  306.  80 
1,  392.  40 
1,418.  40 
1,  445.  20 
1,  472.  40 
1,  500.  00 
1,  528  00 
1,  556.  80 
1,  586.  00 
1,  616.  40 
1,  648.  40 
1,  680.  80 
1,  714.  40 
1,  749.  60 
1,  786.  00 
1,  823.  60 
1,  862  80 
1,  903.  20 
1,  945  20 
1,  988.  40 


2,  040.  80 


3.74 
3.  75 
.3.  76 
3.75 
.3.  75 
3.  75 
3.  75 
3.76 
3.78 
3.  80 
3.  81 
3.  83 
3.86 
3.  88 
3.91 
3.  93 
3.96 
3.99 


Percent 

2  3.  75 
«  3.75 
'  3.75 
=  3.  75 
'  3.75 

2  3.75 
»  3.75 
'4.  15 
>4  18 

3  4.21 
»  4.24 
3  4.27 

4.  40 
4.45 
4.  50 
4.  55 
4.  62 
4.71 
4.  86 
5.27 


'  Month,  clay,  and  vcai  on  wliicli  issues  of  June  1.  1942,  enter  each  period.  For  subsequent  ii 
■  Yield  Ironi  beginiiine  of  each  half-year  period  to  second  extended  maturity  at  second  extci 
3  Yield  from  beKiiniing  of  each  half-year  period  to  second  extended  nniturity  at  second  exle 
*  30  years  from  issue  date.  Second  extended  maturity  value  improved  by  llie  revision  of  Jui 
'  Yield  on  purchase  price  from  Issue  date  to  second  extended  maturity  date  is  3.36  perccjit. 


ne  months  add  the  appropriate  nutni^er  of  months. 

leri  maturity  value  prior  to  the  Decemlier  I.  I'.lliS.  revision. 

lied  nniturity  value  prior  to  the  June  1,  1%8,  revision. 

■  1.  v.m. 


TABLE  7 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  I.  1942,  THROUGH  MAY  1,  1943 


Issue  price 

Denomination- 


$18.75 
25.00 


$37.  50 
50.00 


$75.  00 
100.  00 


$375.  00 
500. 00 


$750.  00 
1,  000.  00 


Approximate  investment  yield 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the  re- 
demption value 

at  start  of  the 
second  extended 
maturity  period 
to  the  beginning 
of  each  half-year 
period  thereafter 


(3)  On  current  re- 
demption value 
from  beginning 
of  each  half-year 
period  to  second 


First '/2  year '(12/1/62) 

^A  to  1  year-- (6/1/6.3) 

1  to  1!{  years (12/1/63) 

IH  to  2  vears (6/1/64) 

2  to  2|'2  years - -.(12/1/64) 

2'/.  to  3  years (6/1/65) 

3  to  3^2  years (12/1/65) 

-.i'A  to  4  years... (6/1/66) 

4  to  4;'2  years (12/1/66) 

4li  to  5  years (6/1/67) 

5  to  5!'2  vears (12/1/67) 

.5H  to  6  years (6/1/68) 

6  to  6'A  years (12/1/68) 

6H  to  7  vears (6/1/69) 

7  to  7',^  years (12/1/69) 

7'A  to  8  years... (6/1/70) 

8  to  8M  years ..(12/1/70) 

8H  to  9  years (6/1/71) 

9  to  9)2  years (12/1/71) 

9'-2  years  to  111  vears (6/1/72) 

SECOND  EXTENDED  MATURITY 

VALUE  (20  years  from  original 
maturity  date)'... (12/1/72) 


$34.  26 

34.  90 

35.  56 
36.22 

36.  90 
37.59 

38.  30 

39.  03 
39.77 

40.  54 

41.  .34 

42.  18 

43.  04 

43.  93 

44.  85 

45.  79 
40.78 
47.79 
48.  84 
4'J.  94 


$68.  52 
69.80 

71.  12 

72.  44 
73.80 

75.  18 

76.  60 
78.  06 
79.54 

81.  08 

82.  68 
84.  36 

86.  08 

87.  86 
89.  70 
91.  58 
93.  56 
95.58 
97.68 
99.  88 


$1.37.  04 
139.  60 
142.  24 
144.  88 
147.  60 
150.  36 
153.  20 
156.  12 
159.  08 
162.  16 
165.  36 
168.  72 
172.  16 
175.72 
179.  40 
183.  16 
187.  12 
191.  16 
195.  36 
199.  76 


51.30   102.60   205.20   1,026.00   2,052.00 


$685;  20 
698.  00 
711.  20 
724.40 
738.  00 
751.  80 
766.  00 
780.  60 
795.  40 
810.  80 
820.  80 
843.  6f) 
860.  80 
878.  60 
897.  00 
91.5.  80 
93,').  60 
955.  80 
976.  80 
998.  80 


'$1,  370.  40 
1,  396.  00 
1,  422.  40 
1,  448.  80 
1,  476.  00 
1,  503.  60 
1,  532.  00 
1,  561.  20 
1,  590.  80 
1,  621.  60 
1,  653.  60 
1,  687.  20 
1,  721.  60 
1,  757.  20 
I,  794.  00 
1,  831.  60 
1,  871.  20 
1,911.60 
1,  953.  60 
1,  997.  60 


Percent 
0.00 
3.74 
3.76 
3.74 
3.75 
3.75 
3.75 
3.76 
3.76 
3.78 
3.79 
3.82 
3.  84 
3.  86 
.3.  89 
3.91 
3.93 
.3.  95 
3.  98 
4.01 


Percent 

»3.  75 

» a.  75 

»3.  75 

»3.  75 

»3.  75 

»  3.  75 

'4.  15 

M.  18 

'  4.  21 

»4.  24 

M.  27 

4.40 

4.44 

4.48 

4.53 

4.00 

4.  67 

4.78 

4.97 

5.45 


I  Month,  da 
"  Yield  fron 
'  Yield  fron 


I  »hl.-li  Issni'sof  11. 


nter  each  period.  For  subsetinent  issue  months  add  the  appropriate  number  of  months, 
-nded  maturity  at  second  extended  maturity  value  prior  to  the  Di'c.'mber  1.  VltHi,  revision. 
iiled  nniturity  at  second  extended  maturity  value  prior  to  the  June  1,  I'liw  ri'Vision. 
pr..vid  hv  the  revWon  of  June  1,  lil68. 
iialurity  date  is  3.38  percent. 
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TABLE  8 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1943 


Issue  price $18.  75 

Denomination 25. 00 


$37.  50 
50.00 


$75.  00 
100.00 


$375. 00 
500.  00 


$750.  00 
I,  000.  00 


Approximate  investment  yield 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the  re- 
demption value 

at  start  ot  the 
seeond  extended 
maturity  period 
to  tlli'  beginning 
of  each  half-year 
period  thereafter 


First  M  year '(6/1/63) 

K  to  1  year (12/1/63) 

1  to  U5  years (6/1/64) 

1';;  to  2  years (12/1/64) 

2  to  2'i  years (6/1/65) 

•i)i  to  3  years (12/1/65) 

3  to  ■AM  years ..(6/1/66) 

■A)i  to  4  years (12/1/66) 

4  to  4H  years.. (6/1/67) 

4!'2  to  5  years (12/1/67) 

5  to  5H  years (6/1/68) 

oM  to  6  years (12/1/6.8) 

6  to  6!1.  years... (6/1/69) 

6':'.  to  7  years (12/1/69) 

7  to  7';  "years-. (6/1/70) 

7'.  to  S  years (12/1/70) 

S  to  8'(;  years ...(6/1/71) 

S;.i  to  9  years .(12/1/71) 

9  to  9H  years (6/1/72) 

9!2  to  10  years (12/1/72) 

SECOND  EXTENDED  MATURITY 

VALUE  (20  years  from  original 
maturity  date)* (6/1/73) 


$34.  34 
34.98 

35.  64 

36.  31 
36.99 
37.68 
38.40 
39.  13 
39.89 
40.68 
41.49 

42.  33 

43.  20 

44.  09 

45.  02 
45.97 
46.98 
47.  99 

49.  06 

50.  15 


$68.  68 
69.  96 

71.  28 

72.  62 

73.  98 
75.36 
76.  80 

78.  26 

79.  78 
81.36 
82.  98 
84.  66 
86.40 
88.  18 
90.04 
91.94 
9.3.  96 
95.  98 
98.  12 

100.  30 


$137.  36 
1.39.  92 
142.  56 
145.  24 
147.  96 
1.50.  72 
153.  60 
156.  52 
159.  56 
162.  72 
165.  96 
169.  32 
172.  80 
176.  36 
180.  08 
183.  88 
187.  92 
191.96 
196.  24 
200.  60 


$686.  80 

699. 

60 

712. 

HO 

726. 

20 

739. 

80 

75.3. 

60 

768. 

00 

782. 

60 

797. 

80 

813 

60 

829. 

SO 

846 

60 

864 

00 

881 

80 

900 

40 

919 

40 

939 

60 

959 

,so 

981 

20 

1,003 

00. 

1,030 

80 

$1,  373.  60 
1,  .399.  20 
1,  425.  60 
1,  452.  40 
1,  479.  60 
1,  507.  20 
1,  536.  00 
1,  56.5.  20 
1,  595.  60 
1,  627.  20 
1,  6.59.  60 
1,  69.3.  20 
1,728.  00 
1,  763.  60 
1,  800.  SO 
1,  838.  81) 
1,  879.  20 
1,  919.  GO 

1,  962.  40 

2,  006.  00 


2,061.60 


Percent 
0.  00 
3.  73 
3.  75 
3.  75 
3.75 
3.  75 
3,  76 
3.  77 
3.  78 
3.80 
.3.  82 
3.84 
3.  86 
3.88 
3.  91 
3.93 
3.96 
3.98 
4.00 
4.03 


(3)  On  current  re- 
demption value 
from  beginning 
of  each  half-year 
period  to  second 


Percent 
2  3.  75 
23.75 
23.75 
23.75 
23.75 
'4.  15 
M.  18 
»  4.  20 
34.  23 
34.  25 
4.  39 
4.42 

4.  46 
4.51 
4.56 
4.63 
4.69 
4.81 
4.99 

5.  54 


1  Month,  day,  and  year  on  which  issues  of  June  1,  l'J43,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  numl)Pr  of  months 
-  Yield  from  beginning  of  each  half-year  period  to  second  extended  maturity  at  second  extended  maturity  value  piior  to  the  December  1,  1966, 
3  V  ii'ld  from  beginning  of  each  half-year  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  June  1,  I'JtjS,  revision 
*  311  years  from  issue  date.  Second  extended  maturity  value  improved  by  the  revision  of  June  1, 1968. 
fl  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.40  percent. 


TABLE  9 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1943.  THROUGH  MAY  1,  1944 


Issue  price 

Denomination. 


$18. 75 
25.00 


$37.  50 
50.00 


$75. 00 
100. 00 


$375.  00 
500.  00 


$750.  00 
1,  000.  00 


SECOND  EXTENDED  MATURITY  PERIOD 


Approximate  investment  yield 


(2)  On  the  re- 
demption value 

at  start  of  the 
second  extended 
maturity  period 
to  the  beginning 
of  each  half-year 
period  thereafter 


(3)  On  current  re- 
demption value 
from  beginning 
of  each  half-year 
period  to  second 


Firsts  year '(12/1/63) 

I2  to  1  year (6/1/64) 

1  to  1!.{  years (12/1/64) 

I'/zto  2  "years (6/1/65) 

2  to  2K  years (12/1/6.")) 

■2%  to  3  years (6/1/66) 

3to3J'2  years (12/1/66) 

3/2  to  4  years (6/1/67) 

4  to  4!'2  years (12/1/67) 

4J'2to  5  years (6/1/6S) 

5  to5Viyears ..(12/1/6,8) 

SKto  6  years (6/1/69) 

0  to  &}i  years (12/1/69) 

6K2  to  7  yeai-s (6/1/70) 

7  to7;'2  years (12/1/70) 

7K  to  8  years (6/1/71) 

.S  to  8;':  years (12/1/71) 

8J'2  to  9  years (6/1/72) 

9  to  9!;  years (12/1/72) 

9J^  to  10  years ..(6/1/73) 

SECOND  EXTENDED 

MATURITY  VALUE 

(20  years  from  original 

maturity  date)' (12/1/73) 


'  Month,  day.  and  ^ 
3  Yield  from  beginning  01  e;icl) 
'  Yield  from  beginning  of  i-'acli 
*  30  years  from  issue  date.  S,.co 
'  Yield  on  purchase  price  from 


liiel] 


$34.  43 
35.  OS 
35.  73 
36.40 
37.  09 

37.  79 

38.  51 

39.  25 
40.03 
40.83 

41.  65 

42.  50 
43.37 

44.  27 

45.  22 

46.  18 

47.  18 

48.  22 

49.  28 

50.  38 


70.  16 

71.  46 

72.  SO 

74.  18 

75.  58 
77.02 
78.  50 
SO.  06 
81.  66 
83.  30 
85.  00 
S6.  74 
88.  54 
90.  44 
92.  36 
94.36 
96.  44 
9.S.  56 

100.  76 


$137.  72 
140.  32 
142.  92 
14.5.  60 
148.  36 
151.  16 
1.54.  04 
1.57.  00 
160.  12 
163.  32 
166.  6(1 
170.  00 
173.  48 
177.  08 
180.  88 
184.  72 
18,S.  72 
192.  88 
197.  12 
201.  52 


$6S.S.  60 
701.  60 
714.  60 
72,S.  00 
741.  ,80 
755.  80 
770.  20 
7S5.  00 
800.  60 
816.  60 
S33.  00 
S50.  00 
S67.  40 
S85.  40 
904.  40 
923.  60 
943.  60 
964.  40 
985.  60 

1,  007.  60 


$1,  377.  20 
1,  403.  20 
1,  429.  20 
1,  456.  00 
1,  483.  60 
1,511.  60 
1,  540.  40 
1,  570.  00 
1,  601.  20 
1,  633.  20 
1,  666.  00 
1,  700.  00 
1,  734.  ,S0 
1,  770.  ,S0 
1,  SOS.  80 
1,  847.  20 
1,  887.  20 
1,  928.  80 

1,  971.  20 

2,  01.5.  20 


Percent 

0.  00 
3.78 
3.74 
3.  74 
3.76 
3.  76 
3.77 
3.78 
3.  SO 
3.  82 
3.  S4 
3.87 
3.  88 
3.90 
3.  93 
3.95 

3.  98 
4.00 
4.02 

4.  05 


1,  035.  80      2,  071.  60 


Percent 

2  3.75 

2  3.75 

23.75 

2  3.  75 

»  4.  15 

24.  17 

2  4.20 

2  4.23 

2  4.  25 

4.37 

4.41 

4.  44 

4.49 

4.53 

4.57 

4.64 

4.72 

4.82 

5.03 

6.60 


ter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months, 
led  maturity  at  second  extended  maturity  value  prior  to  the  i)ccember  1, 1965,  revision. 
led  maturity  at  seeond  extended  maturity  value  prior  to  tlie  June  1,  1968,  revision, 
iioved  by  the  revision  of  June  1, 1968. 
uturity  dat  J  is  3.42  percent. 
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TABLE  10 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1944 


S7.  50 

$18.75 

$37.  50 

$75.  00 

$375.  00 

$750.  00 

Approximate 
yie 

10.00 

25.00 

50.00 

100.  00 

500.  00 

1,  000.  00 

d 

(1)  Redcniptioii  values  during  each  half-year  period 

C!)  On  the 

extended 

(values 

i.creasc  on 

nst  day  of 

period  shown) 

re.leniption 
value  ut  .tlart 
of  the  second 

(3)  On  cur- 

Period  after  firet 

lion  value 

maturity  (U'Riiining  20 

extended  ma- 

from beRin- 

years  alter  Issue  date) 

turity  period 

idng  of  each 

SECO.MD  EXTENDED  M.\TURITY  PEniOL 

to  the  begin- 

half-year 

ning  of  each 

l>eriod  to  s<'C- 

half-year 

ond  extended 

period  tiiere- 
allcr 

maturity 

Percent 

Percent 

First  Yi  year 

-'(6/1/64) 

$13.  80 

S34.  51 

$69.  02 

$138.  04 

$690.  20 

$1,380.40 

0.00 

«3.  75 

a  to  1  year 

1  to  IJ2  years 

.(12/1/64) 

14.  06 

3.5.  16 

70.  32 

140.  64 

703.  20 

1,  406.  40 

3.77 

>3.  75 

..(0/1/65) 

14.33 

35.  82 

71.64 

143.  28 

716.40 

1,432.80 

3.76 

'3.75 

IJs  to  2  vears 

.(12/1/65) 

14.  00 

36.49 

72.  98 

14.5.  96 

729.  80 

1,  4.59.  60 

3.75 

'  4.  15 

2  to  2J2  vears 

..(6/1/60) 

14.87 

37.  IS 

74.36 

148.72 

743,  60 

1,  487.  20 

3.76 

'  4.  17 

2}4  to  3  years 

.(12/1/60) 

15.  16 

37.  89 

75.78 

151.  56 

7.57.  80 

1,  515.  CO 

.3.77 

»  4.  20 

3  to  S'/i  years 

--(6/1/67) 

1,5.  45 

3S.  62 

77.  24 

1.54.  4H 

772.  40 

1,  ,544.  80 

3.70 

»  4.  22 

'■i'A  to  4  years 

.(12/1/67) 

15.  75 

39.37 

78.74 

157.  48 

787.  40 

1,  574,  80 

3.80 

M.  25 

..(0/1 /OS) 

16.00 
16.38 

40.  16 
40.90 

80.32 
81.  92 

160.  64 
163.  84 

803.  20 
819.  20 

1,  606.  40 
1,  638.  40 

3.83 
3.84 

4.37 

4J2  to  5  years 

.(12/1/08) 

4.40 

5  to  5)2  years 

--(0/1/69) 

16.72 

41.79 

83.58 

167.  16 

83.5.  SO 

1,  671.  60 

3.  87 

4.44 

554  to  G  years 

-(12/1/69) 

17.06 

42.65 

85.  30 

170.  60 

853.  00 

1,  706.  00 

3.  S9 

4.48 

6  to  d'/i  years 

-.(0/1/70) 

17.42 

43.54 

87.  08 

174.  16 

870.  80 

1,  741.  60 

.3.  91 

4.51 

6J2  to  7  years 

.(12/1/70) 

17.  7,S 

44.46 

88.  92 

177.  84 

889.  20 

1,  77,8.  40 

3.94 

4.55 

7  to  7j2  years 

-.(6/1/71) 

18.  16 

45.40 

90.80 

181.  60 

90S.  00 

1,  816.  00 

3.96 

4.61 

7J2  to  8  vears 

-(12/1/71) 

18.55 

46.37 

92.  74 

185.  48 

927.  40 

1,  854.  SO 

3.98 

4.68 

8  to  S'/i  years 

..(6/1/72) 

18.95 

47.37 

94.74 

189.  48 

947.  40 

1,  894.  80 

4.00 

4.77 

8J'2  to  9  years.... 

.(12/1/72) 

19.37 

48.42 

96.84 

19.3.  68 

968.  40 

1,  936.  80 

4.02 

4.  8S 

9  to  9!:  years 

..(0/1/73) 

19.80 

49.  49 

98.98 

197.  96 

9S9.  80 

1,  979.  60 

4.05 

5.  11 

<J],i  to  10  years... 

-(12/1/73) 

20.  24 

50.60 

101.  20 

202.  40 

1,012.00 

2,  024.  00 

4.07 

5.73 

SECOND  EXTENDED 

MATURITY 

VALUE 

(20  years  fro 

m  original 

maturity  dale 

'-(6/1/74) 

20.82 

52.05 

104. 10 

208.  20 

1,041.00 

2,  082.  00 

M.  15 

'  Monlh,  (lay,  ainl  your  on  which  issues  of  June  1. 1'I44,  enter  each  period.  For  subsequent  issue  inoiiths  add  tlic  appropriate  number  of  months, 
3  Yield  from  l)et;iiininR  of  each  Inilf-year  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  l>cceniber  I.  1%5, 

*  Yiel<l  from  luijinniiiK  of  encli  lialf-year  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  June  1, 1'JCH,  revision. 

*  30  years  from  issue  date.  Second  extended  maturity  value  improved  by  tlie  revision  of  June  1,  I'JOS. 

*  Yield  on  purcliase  price  froni  issue  dale  lo  second  extended  maturity  date  is  3.43  percent. 


TABLE  11 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1944,  THROUGH  MAY  1,  1945 


$7.50 

$18.75 

$37. 50 

$75.  00 

$375.  00 

$750.  00 

Approximate  in 

vestment  yield 

10.00 

25.00 

50.00 

100.  00 

500. 00 

1,000.00 

(I)  Rederr 
(values 

ption  values 

during  each 
first  day  of  p 

half-year  perio 
eriod  shown) 

1 

(2)  On  the  re- 
demption value 

(3)  On  current 
redemption  valuo 
from  beginning 

at  start  of  the 
second  extended 

of  each  half-year 

maturity  period 

periwi  to  second 

SECOND 

EXTEND 

ED  MATU 

?ITY  PERIO 

D 

to  the  beginning 
of  each  halt-year 
period  thereafter 

extended 
maturity 

Percent 

Percent 

First  %  year "(12/1/04) 

$13.  84 

$34.  59 

$69.  18 

$138.  36 

$691.  80 

$1,383.60 

0.00 

»3.75 

H  to  1  year.. (6/1/65) 

1  to  IH  years (12/1/65) 

14.  10 

35.24 

70.48 

140.  96 

704.  80 

1,409.00 

3.76 

»3.  75 

14.36 

35.90 

71.80 

143.  60 

718.00 

1,  430.  00 

3.75 

»4.  15 

IK  to  2  years (6/1/66) 

14.63 

36.58 

73.  16 

146.  32 

731.  60 

1,  463.  20 

3.76 

'4.  17 

2  to  2 J'2  years (12/1/66) 

14.91 

37.28 

74.56 

149.  12 

745.  60 

1,491.20 

3.78 

'4.  19 

i'/i  to  3  years.. (6/1/67) 

15.20 

38.00 

76.00 

152.  00 

760.  00 

1,520.00 

3.80 

»4.  21 

3  to  3K  years (12/1/67) 

15.50 

38.74 

77.48 

154.  96 

774.  SO 

1,  549.  60 

3.81 

'4.24 

3J^  to  4  years (6/1/6S) 

15.80 

39.50 

79.00 

158.00 

790.  00 

.1,  .580.  00 

3.83 

4.36 

4  to  4M  years. (12/1/68) 

16.  12 

40.29 

80.58 

161.  18 

SOS.  SO 

1,611.60 

3.85 

4.39 

i'A  to  5  years (0/1/69) 

16.44 

41.  10 

82.  20 

164.  40 

S22.  00 

1,644.00 

3.87 

4.43 

5  to  5!^  years (12/1/69) 

16.  78 

41.  95 

83.  90 

167.  SO 

839.  00 

1,678.00 

3.90 

4.46 

5J.<to6years (6/1/70) 

17.  12 

42.81 

85.  62 

171.24 

8,56.  20 

1,  712.  40 

3.91 

4.49 

6to6}<year.s (12/1/70) 

17.  48 

43.71 

87.42 

174.  84 

S74.  20 

1,748.40 

3.94 

4.53 

6JUo7years (6/1/71) 

17.85 

44.63 

89.26 

178.  52 

892.  60 

1,  785.  20 

3.96 

4.  5S 

7  to  7)$  years (12/1/71) 

18.  23 

45.58 

91.  16 

182.  32 

911.60 

1,823.20 

3.98 

4.63 

7}'2to8years (6/1/72) 

18.63 

46.57 

93.  14 

186.  28 

931.  40 

1,  862.  80 

4.00 

4.69 

8  to  S'A  years (12/1/72) 

19.03 

47.57 

95.  14 

190.  28 

951.  40 

1,902.80 

4.02 

4.79 

8>Uo9years (6/1/73) 

19.45 

48.63 

97.  26 

194.  52 

972.  60 

1,  945.  20 

4.  05 

4.90 

9  to9}^ye.ar3 (12/1/73) 

19.  88 

49.  6'J 

99.  38 

198.  76 

993.  80 

1,  987.  60 

4.07 

5.  17 

9H  to  10  years (6/1/74) 

20.  32 

50.81 

101.62 

203.  24 

1,016.20 

2,  032.  40 

4.09 

5.83 

SECOND  EXTENDED  MA- 

TUUITY  VALUE  (20 

years  from  original  ma- 

turity dale)'. .(12/1/74) 

20.92 

52.29 

104.  58 

209. 16 

1, 045.  80 

2. 091.  60 

5  4.18 

*  Month,  day,  and  y 
2  Yield  from  lieginnitiR  of  eacli 
>  Yield  from  bcKinninR  of  each 

*  30  years  from  issue  date.  Secu 

*  Yield  on  purchase  price  from 


hlfh 


Tiber  1,  l'M4,  enter  each  period.  For  subsequent  issue  month.s  add  the  appropriate  number  of  months. 
.   '-cond  extended  maturity  ut  second  extended  maturity  value  prior  to  the  December  1, 1905,  revision, 
■■  s.'coud  extended  maturity  at  second  extended  maturity  value  prior  to  the  June  I,  l'J68,  revision. 
my  value  improved  by  the  revision  of  June  1, 1968. 
lid  extended  maturity  date  Is  3.45  percent. 
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TABLE  12 
BONDS  BEARING  ISSUES  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1945 


Issue  price 

Denomination. 


$7.50 
10.00 


$18.75  $37.50 
25.00   50.00 


$75.00  $150.00 
100.00   200.00 


$375.  00 
500.  00 


$750.  00 
1,  000.  00 


years  after  issue  date) 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 
value  at  start 
o(  the  second 
extended  ma- 
turity period 
to  the  begin- 
ning  of  each 

half-year 
period  there- 
after 


ning  of  each 

llalf-year 
period  to  sec- 


First  M  year '(6/1/65) 

'A  to  1  year (12/1/65) 

1  to  IK  years (6/1/66) 

VAto  2  years (12/1/66) 

2  to  2H  years (6/1/67) 

2H  to  3  years (12/1/67) 

3  to  S'A  years (6/1/68) 

SJ'i  to  4  years (12/1/68) 

4  to  -iH  vears (6/1/69) 

4)i  to  5  years (12/1/69) 

5  to  5'^  years (6/1/70) 

5'2  to  6  years (12/1/70) 

6  to  6U  years (6/1/71) 

6!'2to7years (12/1/71) 

7  to  7H  years (6/1/72) 

"Hto  8  years (12/1/72) 

8  to  8;'2  years (6/1/73) 

Sl'i  to  9  "years (12/1/73) 

9  to  9J'2  years (6/1/74) 

9'Ato  10  years (12/1/74) 

SECOND  EXTENDED 

MATURITY 
VALUE  (20  years 
from  original  ma- 
turity date)'-. .(6/1/75) 


$13.  87 
14.  13 
14.  40 
14,  68 

14.  96 
1.5.  25 

15.  55 
1.5.  86 

16.  IS 
16.  51 

16.  85 
17.20 
17.56 

17.  93 
18  31 

18.  71 

19.  12 
19.  54 
19.  97 
20.42 


$34.  68 

$69. 

36 

$138.  72 

$277.  44 

35.  33 

70. 

66 

141. 

32 

282.  64 

36.  00 

72. 

00 

144. 

00 

288.  00 

36.  69 

73. 

38 

146. 

76 

293  52 

37.40 

74. 

80 

149. 

60 

299.  20 

38.  12 

76. 

24 

1 52. 

48 

304.  96 

38  87 

77. 

74 

1,55. 

48 

310.  96 

39.  65 

79. 

30 

1.58. 

60 

317.  20 

40.45 

80. 

90 

161. 

80 

323.  60 

41.27 

82. 

54 

165. 

08 

330  16 

42.  12 

84. 

24 

168. 

48 

336.  96 

42.  99 

85. 

98 

171. 

96 

34.3.  92 

43  89 

87. 

78 

175. 

56 

351.  12 

44.82 

89. 

64 

179. 

28 

358.  56 

45.  78 

91. 

5fi 

183 

12 

366.  24 

46.  77 

93. 

54 

187. 

08 

374.  16 

47.  79 

95. 

58 

191. 

16 

382.  32 

48.84 

97. 

68 

195. 

36 

390  72 

49.92 

99. 

84 

199, 

68 

399.  36 

51.  04 

102. 

08 

204. 

16 

408.  32 

52.55 

105 

10 

210. 

20 

420.  40 

$693.  60 
706.  60 
720.  00 
733  80 
748.  00 
762.  40 
777.  40 
793  00 
809.  00 
825.  40 
842.  40 
859.  SO 
877.  80 
896.  40 
915.  60 
935.  40 
955.  80 
976.  80 
998.  40 
1,  020.  80 


1,  051.  00 


$1,  387,  20 
1,  413  20 
1,  440,  00 
1,  467,  60 
1,  496.  00 
1,  524.  80 
1,  554.  80 
1,  581).  00 
1,  618.  00 
1,  650.  80 
1,  684.  80 
1,  719.  60 
1,  755.  60 
1,  792.  SO 
1,  831.  20 
1,  870  80 
1,911.  60 
1,  953.  60 
1,  996.  80 
2,041.  60 


2, 102.  00 


Percent 
0.00 
3.75 
3.77 
3.79 
3  81 
3.  82 
3.84 


3  88 
3  90 
3  93 
3  94 

3.  96 
3.99 

4.  01 
4.  03 
4.  05 
4.  07 
4.  09 
4.  11 


Percent 

2  3.75 
M.  15 
>  4.  17 
'4.  19 
S4.21 

3  4,23 
4.  35 
4.38 
4,41 
4.44 
4,47 
4.  51 
4.  55 
4.60 
4.65 
4,72 
4.80 
4,94 
5,20 
5,92 


»  Month,  day,  and  year  on  which  Issues  of  .Tune  1, 1945,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

!  Yield  from  beginning  of  eacli  half-year  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  December  1,  1965,  revision. 

3  Yield  from  Ijeginning  of  each  half-year  period  to  second  ''Xtended  maturity  at  second  extended  maturity  value  prior  to  the  June  1,  1968,  revision. 

*  30  years  from  issue  date.  Second  extended  maturity  value  improved  by  tlie  revision  of  June  1,  1968. 

-  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.46  percent. 


TABLE  13 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1945,  THROUGH  MAY  1,  1946 


Issue  price $7.50 

Denomination 10.00 


$18.75 
25.00 


$37.  50 
50.00 


$75.00    $150.00 
100.00      200.00 


$375.  00 
500.  00 


$750.  00 
1,  000.  00 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


SECOND  EXTENDED  MATURITY'  rERIOD 


(2)  On  the 
redemption 
value  at  start 
of  the  second 
extended  ma- 
turity period 
to  the  begin- 
ning of  each 

half-year 
period  there- 


(3)  On  cur- 
rent redemp- 

from  begin- 
ning of  each 

half-year 
period  to  sec- 
ond extended 


Firsts  year '(12/1/6.5) 

Hto  1  year (6/1/66) 

1  to  iK  years (12/1/66) 

VA  to  2  vears (6/1/67) 

2  to  2;.'2  years (12/1/67) 

2/2  to  3  years (6/1/68) 

3  to  3/2  years (12/1/68) 

3>Uo  4  years (6/1/69) 

4  to  i\<t  years (12/1/69) 

4Mto  5  years (6/1/70) 

5  to  5;'2  years (12/1/70) 

5Kto  6  years (6/1/71) 

6  to  6^  years (12/1/71) 

6}'2  to  7  years (6/1/72) 

7  to  7H  years (12/1/72) 

7><  to  8  years (6/1/73) 

8  to  8'/2  years (12/1/73) 

8!<  to  9  years (6/1/74) 

9  to  9!$  years (12/1/74) 

9Mto  10  years (6/1/75) 

SECOND  EXTENDED 

MATURITY 
VALUE  (20  years 
from  original  ma- 
turity date)'... (12/1/75) 


$13  91 

$34.  77 

$69.  54 

$139. 

08 

$278.  16 

14.20 

35.  49 

70.  98 

141, 

96 

283  92 

14.49 

36.  23 

72.46 

144. 

92 

289.  84 

14.79 

30.98 

73  96 

147. 

92 

295.  84 

15.  10 

37.75 

75.50 

151. 

00 

302.  00 

15.  41 

38.  53 

77,06 

1.54, 

12 

308,  24 

15.73 

39.  33 

78,  66 

1.57. 

32 

314.  64 

16.06 

40.  15 

80.  30 

160. 

60 

321.  20 

16.39 

40.  98 

81,96 

163. 

92 

327.  84 

16.73 

41.  83 

83  66 

167. 

32 

334.  64 

17.08 

42.70 

85,40 

170. 

SO 

341,  60 

17,43 

43.  58 

87,  16 

174. 

32 

348.  64 

17,80 

44.49 

88.98 

177. 

96 

355,  92 

18.  16 

45.  41 

90,  82 

181. 

64 

363  28 

18.  54 

40.  35 

92,  70 

1 85. 

40 

370  80 

ia92 

47.  31 

94,  62 

189. 

24 

378.  48 

19.  32 

48.  30 

96,  60 

193 

20 

380.  40 

19.  72 

49.  30 

98,  60 

197. 

20 

394.  40 

20.  13 

50.  32 

100,  64 

201. 

28 

402.  50 

20.  55 

51.  37 

102,  74 

205. 

48 

410.  96 

21.13 

52.82 

105.64 

211. 

28 

422. 56 

$695. 

40 

709. 

,so 

724. 

60 

739. 

(;o 

755 

00 

770. 

60 

7S6. 

60 

803 

00 

819. 

60 

836. 

60 

854. 

00 

871. 

60 

889. 

80 

908. 

20 

927. 

00 

946. 

20 

966. 

Oil 

986. 

00 

1,  006. 

40 

1,  027. 

40 

1,  056. 

40 

$1,  390,  80 
1,  419,  60 
1,  449,  20 
1,  479.  20 
1,  510.  00 
1,  ,541.  20 
1,  573  20 
1,  606.  00 
1,  639.  20 
1,  673  20 
1,  708.  00 
1,  743  20 
1,  779.  60 
1,  816.  40 
1,  854.  00 
1,  892.  40 
1,  932.  00 

1,  972.  00 

2,  012.  80 
2,  054.  80 


2,112.80 


4.  15 
4.  15 


Percent 

2  4.  15 

=  4.  15 

24.  15 

»4.  15 

24  15 

4.25 

4,26 

4.26 

4.28 

4,29 

4,  30 

4.  32 

4.  34 

4,  37 

4.40 

4.46 

4.  52 

4.  65 
4  91 

5.  65 


>  Month,  day,  and  year  on  which  Issues  of  December  1, 1945,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
3  Yield  from  beginning  of  each  half-year  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  June  1, 1968,  revisioa. 
'30  years  from  issue  date.  Second  extended  maturity  value  improved  by  the  revision  of  June  1,  1968. 
*  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.48  percent. 
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TABLE  14 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,   1946 


Issue  price $7.50    $18.75 

Denomination.. 10.00  I  25.00 


!$37.  50 
I  50.00 


$75.00  ,$150.00 
100.00   200.00 


$375.  00 
500.  00 


$750.  00 
I,  000.  00 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


SECOND  E.XTE.NDED  MATURITY  PERIOD 


(2)  On  the 
redemption 
value  at  start 
of  tlic  second 
extended  ma- 
turity period 
to  llie  Wgin- 
nlng  of  eacli 

half-year 
period  tliere- 


tion  value 
from  begin- 
ning of  each 

half-year 
period  to  sec- 
ond extended 
maturity 


First  'A  ycir "(6/1/66) 

',Uo  1  year (12/1/66) 

1  to  i;4  years (6/1/67) 

VA  to  2  years (12/1/67) 

2  to  2\i  years (6/1/68) 

2).ito3years (12/1/G8) 

3  to  3;<  years (6/1/G!)) 

3'A  to  4  years (12/1/69) 

4  to  4,'/2  years (6/1/70) 

Hi  to  5  years (12/1/70) 

5  to  5!'2  ve-trs (6/1/71) 

5)4  to  6  years (12/1/71) 

6  to  6}':  years (6/1/72) 

6J:  to  7  years (12/1/72) 

7  to  TA  years -(6/1/73) 

'A  to  8  years (12/1/73) 

8  to  S'i  years (6/1/74) 

8;.':  to  9  years (12/1/74) 

9  to  9"2  years (6/1/75) 

9'3  to  10  years (12/1/75) 

SECOND  EXTENDED 

MATURITY 
VALUE  (20  years 
from  original  ma- 
turity date)'...  (6/ 1/76) 


$13.  97 
14.26 
14.55 

14.  86 

15.  16 
15.  48 

15.  SO 

16.  13 
16.  46 

16.  SO 

17.  15 
17.51 

17.  87 

18.  24 

18.  62 

19.  01 
19.  40 

19.  80 
20.22 

20.  64 


$34.  92 
35.64 
36.38 

37.  14 
37.91 

38.  70 

39.  50 

40.  32 

41.  16 

42.  01 
42.  88 
43.77 

44.  68 

45.  61 

46.  55 

47.  52 

48.  50 

49.  51 

50.  54 
51.59 


$69.  84 
71.28 
72.76 
74  28 
75.  82 
77.  40 
79.  00 
SO  64 
82.  32 

84.  02 

85.  70 
87.  54 
89.  36 
91.  22 
93.  10 
9.5.  04 
97.00 
99.  02 

101.  08 
103.  18 


$139.  68 
142.  56 
145.  52 
148.  50 
151.  64 
154.  80 
158.  00 
161.28 
1 64.  64 
1G8.  04 
171.  52 
175.  08 
178.  72 
182.  44 
186.  20 
190.  08 
194.  00 
198.  04 
202.  16 
206.  36 


$279.  36 
285.  12 
291.  04 
297.  12 
303.  28 
309.  60 
316.  00 
322.  56 
329.  28 
336.  08 
343.  04 
350.  16 
357.  44 
364.  88 
372.  40 
380.  16 
388.  00 
396.  08 
404.  32 
412.  72 


$698.  40 
712.  80 
727.  60 
742.  80 
758.  20 
774  00 
790.  00 
800.  40 
823.  20 
840.  20 
857.  60 
875.  40 
893.  60 
912.  20 
931.  00 
950.  40 
970.  00 
990.  20 
1,  010.  80 
1,  031.  SO 


,  396.  80 
,  425.  60 
,  455.  20 
,  485.  60 
,  516.  40 
,  £48.  00 
,  580.  00 
,612.  80 
,  640.  40 
,  680.  40 
,  715.  20 
,  750.  80 
,  787.  20 
,  824.  40 
,  862.  00 
,  900.  80 
,  940.  00 
,  980.  40 
;,  021.  60 
I,  063.  60 


2, 123.  20 


Ptrcent 

0.00 
4.  12 
4.  14 
4.  15 
4.  15 
4.  15 
4  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 


M.  15 
'4.  15 
=  4.  15 
M.  15 
4.  25 
4.26 
4.27 
4.28 
4.28 
4.  30 
4.  31 
4.  33 
4.  35 
4.  38 
4.  42 
4.  48 
4.  56 
4.  70 
4  96 
5.78 


I  Month,  day,  and  year  on  which  issues  of  June  1, 1946,  enter  each  period.  For  subsequent  Issue  months  add  the  appropriate  number  of  mont 
s  Yield  from  begiiniine  of  eacii  lialf-ycar  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  June  1,  1968,  rcvb 
3  30  years  from  issue  date.  Second  extended  maturity  value  improved  by  the  revision  of  Juno  1, 1968. 
*  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.50  percent. 

TABLE  15 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  I,  1946,  THROUGH  MAY  I,  1947 


Issue  price 

Denomination. 


$7.50 
10.00 


$18.75  $37.50 
25.00   50.00 


$75.  00 
100.  00 


$150.00 
200.  00 


$375.  00 
500.  00 


$750.  00 
1,000.00 


1)  Redemjition  values  during  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


Period  after  first  extended 
maturity  (beginning  20 
years  after  issue  date) 


(2)  On  the 
redemption 
value  at  star 


SECO.MD  E.\TE.NIDED  M.VTURITY  PERIOD 


(3)  On  cur- 
rent redemp- 
tion value 

from  begin- 


First!^  year '(12/1/66) 

H  to  1  year (6/1/67) 

1  to  VA  years (12/1/67) 

1^2  to  2  years (6/1/68) 

2  to  2;<  years (12/1/68) 

2><  to  3  years (6/1/69) 

3  to  3/2  years (12/1/69) 

3/2  to  4  years (6/1/70) 

4  to  4H  years (12/1/70) 

AA  to  5  years (6/1/71) 

6  to  5;2yc.-irs (12/1/71) 

5;.2  to  6  years (6/1/72) 

6  to  6)2  years (12/1/72) 

6J^  to  7  years (6/1/73) 

7  to  7}2  years (12/1/73) 

7J1  toSyenrs (6/1/74) 

8  to  S};;  years (12/1/74) 

8)4  to  9  years (6/1/75) 

9  to  ^}i  years (12/1/75) 

9!'2  to  10  yeans (6/1/76) 

SECOND  EXTENDED 

MATCIUITY  VALUE 

(20  years  Tram  original 

maturity 

date)' (12/1/76) 


■  Month,  dav 
s  Yield  from 
3  30  years  fn  I 
<  Yield  on  1)1 


;i4.  03 
14.32 
14.  02 

14.  92 

15.  23 

15.  55 
15.87 

16.  20 
16.  54 
16.88 
17.23 
17.59 
17.95 
18.33 
18.71 
19.  10 
19.49 

19.  90 

20,  31 
20.73 


$35.  08 

3,5. 

SI 

36. 

55 

37. 

31 

38. 

OS 

38. 

87 

39. 

68 

40. 

50 

41. 

34 

42. 

20 

43. 

OS 

43 

97 

44 

88 

45 

82 

46 

77 

47 

74 

48 

73 

49 

74 

.5(1 

77 

51 

82 

53 

35 

$70.  16 
71.  62 

73.  10 

74.  62 

76.  16 

77.  74 
79.  36 

81.  00 

82.  68 
84.  40 
86.  16 
87.94 
89.  76 
91.  64 
93.  54 
95.  48 
97.  46 
99.  48 

101.  54 
103.  64 


$140.32 
143.  24 
14(i.  20 
149.  24 
1,52.  32 
155.  48 
158.  72 
162.  00 
165.  36 
108.  80 
172.  32 
175.  88 
179.  52 
183.  28 
187.  08 
190.  96 
194.  92 
198.  96 
203.  08 
207.  28 


$280.  64 
286.  48 
292.  40 
298.  48 
304.  64 
310.  96 
317.  44 
324.  00 
330.  72 
337.  GO 
344.  64 
351.  76 
359.  04 
366.  50 
374.  16 
381.  92 
389.  84 
397.  92 
406.  16 
414.  56 


$701.  60 
716.  20 
731.00 
746.  20 
761.  GO 
777.  40 
793.  GO 
810.  00 
826.  80 
844.  00 
861.  60 
879.  40 
897.  60 
916.  40 
935.  40 
954.  80 
974.  60 
994.  80 
1,015.40 
1,  036.  40 


1,067.00 


$1,403.20 
1.432.40 
1,462.00 
1,492.  40 
1,523.  20 
1.554.80 
1,  587.  20 
1,  620.  00 
1,  G53.  60 
1,  088.  00 
1,  723.  20 
1,  758  80 
1,  795.  20 
1,  832.  80 
1,870.80 
1,  909.  60 

1,  949.  20 
1.989.60 

2,  030.  80 
2,  072.  80 


2,134.00 


Percent 
0.00 
4.  10 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 


cmni 
M.  15 
'  4.  15 
M.  15 
4.25 
4.26 
4.27 
4.27 
4.  28 
4.  30 
4.31 
4.  32 
4.34 
4.37 
4.  39 
4.41 
4.  49 
4.58 
4.73 
5.02 
5.91 


I  ill  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
n  aurlty  at  second  extended  maturity  value  prior  to  the  June  1,  1968,  revision. 
<l  by  the  revision  of  June  1,  196S. 
ity  date  is  3.52  percent. 
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TABLE  16 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1947 


Issue  price 

Denomination. 


$7.50    $18.75    $37.50 
10.00      25.00      50.00 


$75.00    $150.00       $375.00  $750.00         Approximate  iiivostn 

100.00  I   200.00  I     500.00      1,000.00  y>«l'l 


Period  after  first  extended 
maturity  (Ijegimiiiig  20 
years  after  issue  date) 


SECOND  EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 
value  at  start 
of  tlie  second 
extended  ma- 
turity period 
to  tlie  begin- 
ning of  eacll 

halt-year 
period  there- 


Fii-st  y.  year '(6/1/67) 

'A  to  1  vear (12/1/67) 

1  to  Hi  years (6/1/68) 

11'.  to  2  years (12/1/6S) 

2  to  2''.  years (6/1/69) 

2!'.  to  -.i  years (12/1/69) 

;j  to  :i'-.  years (6/  /70) 

:'.','•  to  4  years (12/1/70) 

4  to  4';  years (6/1/71) 

4'/'  to  .')  years (12/1/71) 

5  to  fi'i  years (6/1/72) 

.-)!'.  to  G  years (12/1/72) 

G  to  G'.  years (6/1/73) 

G|'.  to  7  years (12/1/73) 

7  to  7|4  years (6/1/74) 

TA  to  S  years (12/1/74) 

,S  to  SU  years (6/1/75) 

H'A  to  9  years (12/1/75) 

9  to  9!2  years (6/1/76) 

9'.'.  to  10  years (12/1/76) 

SECOND  EXTENDED 

MATURITY  VALUE 
(20  years  from  original 
maturity  date)  '.(6/1/77) 


14.  09 

$35.  23 

$70.  46  ' 

14.  3S 

35.  96 

71.  92 

14.  GS 

36.  71 

73.  42 

14.  99 

37.  47 

74.  94 

15.  30 

38.  25 

76.  50 

15.  G2 

39.  04 

78.  08 

15.  94 

39.  85 

79.  70 

16.27 

40.  68 

81.  36 

16.  61 

41.  52 

83.  04 

16.  95 

42.  38 

84.  76 

17.30 

43.26 

86.  52 

17.  66 

44.  16 

88.  32 

18.03 

4.5.  08 

90.  16 

IS.  40 

46.01 

92.  02 

18.  79 

46.97 

93.94 

19.  18 

47.94 

95.  88 

19.  58 

48.  94 

97.  88 

19.  98 

49.  95 

99.  90 

20.40 

50.  99 

101.98 

20.82 

52.05 

104.  10 

21.44 

53.61 

107.  22 

'$140.  92 
143.  84 
146.  84 

149.  88 
153.  00 
156.  16 
159.  40 
162.  72 
166.  08 
169.  52 
173.  04 
176.  64 

150.  32 
184.  04 
187.  88 
191.  76 
195.  76 
199.  80 
203.  96 
208.  20 


5281.  84 
287.  68 
293.  68 
299.  76 
306.  00 
312.  32 
318.  80 
325.  44 
332.  16 
339.  04 
34G.  08 
353.  28 
360.  64 
368.  08 
37.5.  76 
383.  52 
391.  52 
399.  60 
407.  92 
416.  40 


$704.  60 
719.  20 
734.  20 
749.  40 
765.  00 
780.  80 
797.  00 
813.  60 
830.  40 
847.  60 
86.5.  20 
883.  20 
901.  60 
920.  20 
939.  40 
958.  80 
978.  80 
999.  00 
1,  019.  80 
1,  041.  00 


1,  072.  20 


,  409.  20 
,  43S.  40 
,  4U8.  40 
,  49S.  SO 
,  530.  00 
,501.  GO 
,  594.  00 
,  627.  20 
,  GGO.  80 
,  695.  20 
,  730.  40 
,  766.  40 
,  803.  20 
,  840.  40 
,  878.  SO 
,  917.  60 
,  957.  GO 
,  998.  00 
;,  039.  GO 
;,  082.  00 


0.  00 
4.  14 


4.  15 
4.  15 
■1.  15 


2,144.40 


lion  value 
from  begin- 
ning of  each 

half-year 
period  to  sec- 
ond extended 
maturity 


4.  27 
4.  28 


4.  29 
4.  31 
4.  32 
4.34 
4.  36 
4.  38 
4.  42 
4.  46 


'  Month,  day,  and  year  on  which  issues  of  June  1, 1947,  enter  each  period.  For  subsequent  issue  months  add  tlie  appropriate  number  of  months. 
3  Yield  from  beginning  of  each  half-year  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  June  1,  1968,  revision. 
3  30  years  from  issue  date.  Second  extended  maturity  value  improved  by  the  revision  of  June  I,  1968. 
*  Yield  on  purchase  price  from  issue  date  to  second  extended  maturity  date  is  3.53  percent. 


TABLE  17 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1947,  THROUGH  MAY  1,  1948 


Issue  price $7.50 

Denomination 10.00 


$18.75    $37.50 
25.00  I   50.00 


$75.00    $150.00 
100.00      200.00 


$375.  00 
500.  00 


$750. 00        Appic 
1,000.00 


SECOND  EXTENDED  MATURITY  PERIOD 


Finst  ;«  year '(12/1/67)  $14.  IG 

.'•■to  1  year (6/1/68)  14.  4i 

1  to  l.'i  years (12/1/G8)  14.  75 

!'jto2yeiirs (6/1/69)  i    1.5.06 

2to2;(.  years (12/1/69)  15.37 

2'i.  to3years (G/1/70)  |   15.  GO 

3  to  3'4  years (12/1/70)  |   IG.  01 

3'ito4years (G/1/71)  j   16.34 

4  (o  4!$  years (12/1/71)  i    IG.  G8 

4.14  to  5  years (G/1/72)  '   17.03 

5lo5'4years (12/1/72)  |    17.38 

5'j  to  G  "ye.irs (6/1/73)  17.  74 

6  to  6!i  years (12/1/73)  18.  11 

6 'i  to  7  years (6/1/74)  18.49 

7  to  7'-.  "years (12/1/74)  ;   18.87 

714  to  8  years (6/1/75)  '   19.26 

8  to  8,'  2  years (12/1/75)  1 9.  G6 

8'.  to  9  years (6/1/76)  20.  07 

9  10  9';  ye;ir.s (12/1/7G)  20.  49 

9',  1(1  l(i  ycMTs (G/1/77)  20.  91 

SECOND  E.XTENDED 

MATURITY  VALUE  j 

(20  years  from  original  1 

maturity  ' 

date)'... (12/1/77)  j   21.55 


$35. 

39 

3G. 

12 

3G. 

87 

38. 

42 

39. 

22 

40. 

03 

40. 

86 

41. 

71 

42. 

58 

43. 

46 

44. 

36 

4.5. 

28 

46. 

22 

47. 

18 

48. 

16 

49. 

16 

50. 

18 

28 

53. 

87 

$70.  78 
72.24 
73.  74 

75.  28 

76.  84 
78.  44 

80.  00 

81.  72 
83.  42 

85.  16 

86.  92 
88.  72 
90.  56 
92.  44 
94.  36 
9(i.  32 
98.  32 

100.  36 


$141.56 

$283.  12 

144.  48 

288.  90 

147.  48 

294.  96 

150.  56 

301.  12 

153.  68 

307.  36 

156.  88 

313.  76 

160. 12 

320.  24 

163.  44 

326.  88 

160.  84 

333.  68 

170.  32 

340.  64 

173.  84 

347.  68 

177.  44 

354.  88 

181.  12 

362.  24 

184.  88 

309.  76 

188.  72 

377.  44 

192.  64 

385.  28 

196.  64 

393.  28 

200.  72 

401.  44 

204.  88 

409.  76 

209.  12 

418.24 

1 

215.48 

430.  96 

$707.  80 
722.  40 
737.  40 
752.  80 
768.  40 
784.  40 
800.  GO 
817.  20 
834.  20 
851.  GO 
869.  20 
887.  20 
905.  00 
924.  40 
943.  60 
963.  20 
983.  20 

,  003.  60 

1,  024.  40 

045.  60 


1,  077.  40 


$1,  415.  GO 
1,  444.  80 
1,  474.  80 
1,  505.  60 
1,536.  80 
1,  568.  80 
1,  GOl.  20 
1,  634.  40 
1,  668.  40 
1.  703.  20 
1,  738.  40 

j  1,  774.  40 
1,811.  20 
1,  848  80 
1,  887.  20 
1,  920.  40 

1,  9(>6.  40 

2,  007.  20 
2,  048.  80 
2,  091.  20 


2,154.80 


ning  of 

■urli 

pn  ioU  to  sec- 

halt-yc 

ar 

ond  extended 

period  there- 
after 

maturity 

Pera  iit 

I'm,  III 

0. 

00 

2  4.  15 

4. 

13 

4.  25 

4. 

14 

4.  26 

4. 

15 

4.  26 

4. 

15 

4.  27 

4. 

15 

4.  28 

4. 

15 

4.29 

4. 

15 

4.  30 

4. 

15 

4.  31 

4. 

15 

4.32 

4. 

15 

4.  34 

4. 

15 

4.  3G 

4. 

15 

4.  39 

4. 

15 

4.  42 

4. 

15 

4.  47 

4. 

15 

4.  53 

4. 

15 

4.  63 

4. 

15 

4.  79 

4. 

15 

5.  11 

4. 

15 

6.08 

*4. 

25 

1  Month,  day,  and  year  on  which  issues  of  Deconiber  1,  1947,  Piitpr  eacli  period.  For  subsequent  issue  months  add  the  appropriate  number  of 

2  Yield  from  bfginninp  of  each  lialf-yt*ar  period  to  second  extended  maturity  at  second  extended  maturity  value  prior  to  the  June  1,  1968, 

3  30  years  from  issu*'  datr.  Second  extended  maturity  value  improved  by  tlie  revision  of  June  I,  19G8. 
*  Yield  on  purchase  priCL-  from  issue  date  to  second  extended  maturity  date  Is  3.55  percent. 
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TABLE  18 

BONDS  BEARING  ISSIK  DATES  FROM  Jl'NE  1   THROUGH  NOVEMBER  I.  1918 


Issue  price 

Denomination. 


$7.50    $18.75    $37.50 
10.00  I  25.00.1  50.00 


S75. 00    $150.00      S375. 00        $750.00 
100.00  1  200.00  I     500.00      1,000.00 


inte  investment 
yield 


FIRST  EXTENDED  MATVRITV  PERIOD 


(2)  On  tlic  re- 

dcinplion 
ralue  at  start 

of  eacli 
exlendeJ  ma- 
turity period 
to  tlic  Wfcin- 
ninp  of  eacli 
imif-year 
period 
thereafter 


(3)  On  car- 
rent  redemp- 
tion value 
from  l)egin- 
ningofeach 

half-year 

period  (a)  to 

first  extended 

maturity 


First  li  vcar '(fi/1/58) 

H  to  1  year ..(12/1/58) 

1  to  I'.iveiiis (6/1/59) 

VA  to  2  years (12/1/59) 

2  to  2;i  years (6/1/60) 

2',i  to  3  years (12/1/0(1) 

3  to  3H  years (6/1/61) 

3J^to  4  years (12/1/61) 

4  to  i'A  ve.ars. (G/1/62) 

AYi  to  5  years (12/1/62) 

5  to  SjTyears (6/1/63) 

5}i  to  6  years (12/1/63) 

6  to  6H  years. (6/1/64) 

6H  to  7  years (12/1/64) 

7  to  7H  years (0/1/05) 

7}^  to  8  years (12/1/65) 

8  to  8J^  years (6/1/66) 

8H  to  9  years (12/1/66) 

9  to  9J^  years (6/1/67) 

9Kto  10  years (12/1/67) 

FIRST  EXTENDED  MA- 
TURITY VALUE  (10 
years  from  original  ma- 
turity date)'..  .(6/1/68) 


$10.  00 

.$25.  00 

.S50.  00 

$100.  00 

S200.  00 

10.  15 

25.  37 

50 

75 

101.  50 

203.  00 

10.  30 

2.5.  75 

51 

50 

103.  00 

206.  00 

10.  40 

20.  14 

52 

•2S. 

104  50 

209.  12 

10.61 

20.  52 

53 

04 

100.  OS 

212.  16 

10.77 

20.  93 

53 

,S(i 

107.  72 

215.  44 

10.94 

27.36 

54 

72 

109.  44 

218.  88 

11.  12 

27.80 

5.5. 

60 

111.  20 

222.  40 

11.30 

28.24 

56 

48 

112.96 

225.  92 

11.  48 

28.69 

57. 

38 

114.  76 

229.  52 

1 1.  OS 

29.  21 

5S. 

42 

110.84 

233.  68 

11.89 

29.73 

59 

40 

118.92 

237.  84 

12.  10 

30.  26 

00. 

52 

121.04 

242.  08 

12.  32 

30.81 

61. 

62 

123.  24 

246.  48 

12.55 

31.37 

02. 

74 

125.  48 

250.  96 

12.77 

31.93 

03. 

86 

127.  72 

255.  44 

13.01 

32.  52 

0,5. 

04 

130.  08 

260.  16 

13.  28 

33.20 

06. 

40 

132.  SO 

265.  60 

13.57 

33.93 

07. 

8{> 

135.  72 

271.  44 

13.88 

34.70 

69. 

40 

138.  80 

277.  60 

14.22 

35.55 

71 

10 

142.  20 

284.  40 

S500.  00 
507.  50 
51.5.  00 
522.  80 
530.  40 
538.  00 
547.  20 
550.  00 
504.  80 
573.  80 
584.  20 
594.  60 
605.  20 
010.  20 
027.  40 
638.  60 
050.  40 
004.  00 
678.  60 
694.00 


SI,  000.  00 
1,015.00 
1,  030.  00 
1,  045.  00 
1,  000.  80 
1,  077.  20 
1,  094  40 
1,  112.  00 
1,  129.  00 
1,  147.  CO 
1,  108.  40 
1,  189.  20 
1,210.  40 
1,  232.  40 
1,  254.  80 
1,  277.  20 
1,300.80 
1,  32S.  00 
1,  357.  20 
1,  388.  00 


1,422.00 


SECOND  EXTENDED  MATURITY  PERIOD 


Firsts  year .(0/1/08) 

li  to  1  year (12/1/08) 

1  to  IH  years (6/1/69) 

IK  to  2  years (12/1/09) 

2  to  2K  years (6/1/70) 

2}^  to  3  years (12/1/70) 

3  to  3'A  years (6/1/71) 

3JUo  4  years (12/1/71) 

4  to  4J^  years (0/1/72) 

4'Aio  5  years (12/1/72) 

5  to  5).^  years (6/1/73) 

5'A  to  0  vears (12/1/73) 

6  to  6V2  years (6/1/74) 

OH  to  7  years (12/1/74) 

7  to  7 A  years (6/1/75) 

7'A  to  8  yeai-s (12/1/75) 

8  to  S;^  years (0/1/76) 

S}^  to  9  years (12/1/76) 

9  to  9J$  years (6/1/77) 

9!^  to  10ye,ai-s (12/1/77) 

SECOND  EXTENDED 

MATURITY  VALUE 
(20  years  from  original 
maturity  date)'. (6/1/78) 


$14  22 
14.  52 

14.  82 

15.  12 
1.5.  44 
15.70 

16.  OS 

16.  42 
16.76 

17.  11 
17.46 

17.  82 

18.  20 
IS.  .57 

18.  90 

19.  35 
19.75 

20.  16 

20.  58 

21.  01 


$35.  55 

36.  29 

37.  04 
37.  81 
38.59 

39.  39 

40.  21 

41.  05 

41.  90 

42.  77 
43.65 
44  56 
45.  49 
46.43 
47.39 

48.  38 

49.  38 

50.  40 

51.  45 


$71.  10 
72.  5S 

74.  OS 

75.  62 
77.  18 
78.78 
SO.  42 
82.  10 
83.80 
85.  54 
87.  30 

89.  12 

90.  OS 
92.  SO 
94  78 
96.76 
98.  76 

100.80 
l(r_'.  90 
105.  04 


$142.  20 
14.5.  16 
148.  10 
151.  24 
154  30 
157.  .50 
100.  84 
164  20 
107.  00 
171.  OS 
174  60 
178.  24 
181.  96 
18.5.  72 
189.  56 
193.  52 
197.  52 
201.  00 
20.5.  SO 
210.  08 


>2S4.  40 
290.  32 
296.  32 
302.  48 
308.  72 
31,5.  12 
321.  68 
328.  40 
335.  20 
342.  16 
349.  20 

356.  48 
363.  92 
371.  44 
379.  12 

357.  04 
.395.  04 
40.3.  20 
411.  00 
420.  10 


$711.00 
725.  80 
740.  80 
750.  20 
771.  80 
787.  SO 
804.  20 
821.  00 
83.8.  00 
855.  40 
873.  00 
891.  20 
909.  SO 
928.  00 
947.  80 
907.  00 
987.  00 
1,  008.  00 
1,029.00 
1,  050.  40 


I,  082.  60 


$1,  422.  00 
1,451.60 
1,4S1.  00 
1,512.  40 
1,  543.  (JO 
1,  575.  60 
1,008.  40 
1,642.  00 
1,676.  00 
1,710.  SO 
1,740.  00 

1,  782.  40 
1,819.  00 
1,857.20 
1,895.  00 
1,93.5.20 
1,975.  20 
2,010.  00 

2,  0.5.8.  00 
2,  100.  SO 


2, 165.  20 


Percent 
0.00 
3.00 
2.98 

2.  99 
2.97 
3.00 
3.03 
3.06 
3.07 
3.08 
.3.  14 

3.  18 
3.21 
3.24 
3.  27 
3.29 
3.31 
3.37 
3.42 
3.  48 


0.00 
4.  10 
4.  15 
4  15 
4  15 
4  15 
4.  15 
4.  15 
4.  15 
4.  15 
4  15 
4  15 
4.  15 
4  15 
4.  15 
4.  15 
4.  15 
4.  15 


Percent 
=  3.00 
.00 
'  3.  50 
'  3.  53 
'  3.  57 
I  3.  00 
'  3.  03 
'  3.  66 
'  3.  70 
'  3.  75 
I  3.  70 
'3.79 
'3.81 
'3.84 
'  3.  87 
'  4.34 
4.  50 
'  4.  01 
I  4.  72 
'4.90 


(b)  to  second 
extended 
maturity 


4.25 
4.25 


4.  30 
4.31 
4.  33 
4.  35 
4.37 
4.  .39 
4.  43 
4.  48 
4.  54 
4.  05 


>  Montli.  day.  and  year  on  wliicli  issues  of  June  1, 1948,  ciilcr  each  period.  For  subsequent  issue  niontlis  add  llie  appropriate  number  of  months. 

2  Yield  from  l)iriiiiiinf;  of  each  half-year  period  to  first  extended  maturity  at  first  extended  maturity  value  prior  to  the  June  1,  1959,  revision. 

3  Yield  from  bv^intiiiii;  of  eacli  half-year  period  to  first  extended  maturity  at  first  extended  m.iturity  value  prior  to  the  l)ccenjt)cr  1,  1965,  revision. 

*  Yifld  from  bt-ginitinp  of  each  half-year  period  to  first  extended  maturity  at  first  extended  maturity  value  prior  to  the  June  1,  1968,  revision. 
3  20  years  from  issue  date. 

*  Yield  on  purcliasc  price  from  issue  date  to  first  extended  maturity  date  Is  3.22  percent:  second  extended  maturity  date  is  3..^7  percent. 
1 30  years  from  issue  date.  Second  extended  maturity  value  improved  by  the  revision  of  June  1, 1968. 


EXHIBITS 
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TABLE  19 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1.  1948.  THROUGH  MAY  1,  1949 


Issue  price. -. $7.50    $18.75    $37.50 

Denomination __    10.00  I  25.00      50.00 


$75.00    $150.00 
100.00      200.00 


$375.  00 
500.  00 


$750.  00 
1,  000.  00 


FIRST  EXTENDED  MATURITY  PERIOD 


(2)  On  the  re- 
demption 
value  at  start 

of  each 
extended  ma- 
turity period 
to  the  begin- 
ning of  each 
half-year 

period 
thereafter 


(3)  On  cur- 
rent redemp- 
tion value 
from  begin- 
ning of  eacli 

half-year 
period  (a)  to 
first  extended 
maturity 


First  ii  year '(12/1/58) 

'A  to  1  year (6/1/5!)) 

1  to  lj{ years (12/1/5'J) 

1!<  to  2  vc.ars (6/1/60) 

2  to  2M  years (12/1/60) 

2\i  to  3  years (6/1/61) 

3  to  3;$  years (12/1/61) 

'S'A  to  4ycars (6/1/62) 

4  to  4>^  years (12/1/62) 

4M  to  5  years (6/1/63) 

5  to  5H  years (12/1/63) 

5'A  to  6  years (6/1/64) 

6  to  6M  years (12/1/64) 

eii  to  7  years (6/1/65) 

7  to  7J$  years (12/1/65) 

T/i  to  Syears. (6/1/66) 

8  to  S;^  years (12/1/66) 

S'Aio  y  years (6/1/67) 

'J  to  'JA  years (12/1/67) 

<)'A  to  10  years (6/1/68) 

FIRST  EXTENDED 

MATURITY  VALUE 
(10  years  from 
original  maturity 
date)^ ---(12/1/68) 


$10.  00 
10.  15 
10.  30 
10.  40 
10.  01 
10.  7S 

10.  90 

11.  13 
II.  31 
11.  50 
11.  70 

11.  92 

12.  13 
12.  35 
12.  57 

12.  SO 
13.05 

13.  33 
13.  63 
13.  94 


$25.  00  $50.  00 


I  25.  37 

I  25.  76 

26.  14 

26.  53 

26.  96 

27.  39 

27.  S3 

28.  2S 

28.  74 

29.  26 
29.  79 
30.33 
30.87 

31.  43 

32.  01 
32.63 
33.33 
34.07 
34.85 


14.29      35.72      71.44      142. 


50.  75 

51.  52 

52.  28 

53.  00 

53.  92 

54.  78 

55.  66 
50.  56 
57.48 

58.  52 

59.  58 

60.  66 
61.74 
62.86 
64.  02 
65.26 
66.66 

68.  14 

69.  70 


$100.  00 

1  101.  50 

:  103.  04 

■  104.  56 

100.  12 

107.  84 

1  109.  56 

I  111.  32 

i  113.  12 

114.  96 

'  117.  04 

119.  16 

121.32 

123.  48 

125.  72 

128.  04 

130.  52 

133.  32 

136.  28 

139.  40 


$200.  00 
203.  00 
206.  08 
209. 12 
212.  24 
215.  68 
219.  12 
222.  64 
226.  24 
229.  92 
234!  OS 
238.  32 
242.  64 
246.  96 
251.  44 
256.  08 
261.  04 
266.  64 
272.  56 
278.  SO 


$500.  00 
507.  50 
515.  20 
522.  80 
530.  60 
539.  20 
547.  80 
556.  60 
565.  00 
574.  SO 
585.  20 
595.  80 
606.  60 
617.40 
628.  60 
G40.  20 
652.  60 
666.  60 
681.  40 
697.  00 


285.76   714.40   1.428.80 


000.  00 
015.  00 
030.  40 
045.  60 
061.  20 
078.  40 
095.  60 
113.20 
131.  20 
149.  60 
170.  40 
191.60 
213.  20 
234.  80 
257.  20 
280.  40 
305.  20 
333.  20 
362.  80 
394.  00 


SECOND  EXTENDED  MATURITY  PERIOD' 


First  !<  year (12/1/68) 

iito  1  year (0/1/69) 

1  to  1J<  years (12/1/69) 

lA  to  2  years (6/1/70) 

2  to  2K  years (12/1/70) 

2J<  to  3  years (6/1/71) 

3  to  3J«  years (12/1/71) 

3 JUo  4  years (6/1/72) 

4  to  4H  years (12/1/72) 

45$  to  5  years (6/1/73) 

5  to  5;$  years (12/1/73) 

SK  to  6  years (6/1/74) 

6  to  6;<  years (12/1/74) 

G'A  to  7  years (6/1/75) 

7  to  7;$  years (12/1/75) 

7J$  to  Syears (6/1/76) 

8  to  8K  years (12/1/76) 

S!«  to  9  years (6/1/77) 

9  to  9J«  years (12/1/77) 

9;-;  to  10  years (0/1/78) 

SECOND  E.XTENDED 

MATURITY  VALUE 

(20  years  from  original 

maturity 

date)'' (12/1/78) 


1$H.  29 
1  14.  58 

14.  89 
15.20 

I  15.  51 

15.  S3 

16.  16 
16.  50 

16.  S4 

17.  19 
17.  54 

17.  91 

18.  28 
IS.  66 

19.  05 
19.  44 

19.  85 

20.  26 

20.  68 

21.  11 


$35.  72 

36.  46 
37.22 

37.  99 

38.  78 
39.58 
40.  40 
41.24 
42.  10 

42.  97 

43.  86 

44.  77 

45.  70 
40.65 

47.  62 

48.  61 

49.  62 
50.65 
51.  70 


$71.  44 

'  72.  92 

74.44 

75.  98 

77.  56 

79.  16 

80.  80 
82.  48 
84.  20 
85.94 
87.  72 

I  89.  54 
91.  40 
I  93.  30 
95.  24 
I  97.  22 
I  99.  24 
101.  30 
103.  40 
105.  54 


$142.  88 
145.  84 
148.  88 
151.  96 
155.  12 
158.  32 
161.  60 
164.  96 
168.  40 
171.88 
175.  44 
179.  OS 
182.  SO 
186.  60 
190.  48 
194.  44 
198.  48 
202.  60 
206.  80 
211.08 


21.76   54.  39  1  108. 78  217.  56  435.12  1.087.80  2.175.60 


$285.  76 
291.  68 
297.  76 
303.  92 
310.  24 
316.  64 
323.  20 
329.  92 
336.  80 
343.  76 
350.  88 
358.  16 
365.  60 
373.  20 
380.  96 
388.  S8 
396.  96 
405.  20 
413.60 
422.  16 


$714. 

729. 

744. 

759. 

775. 

791. 

808. 

824. 

842. 

859. 

877. 

895. 

914. 

933. 

952. 

972. 

992. 
1,013. 
1,  034. 
1,  055. 


40 

$1, 

20 

40 

SO 

60 

60 

00 

SO 

00 

40 

20 

40 

00 

00 

40 

20 

40 

00 

2, 

00 

2, 

40 
80 

2, 
? 

428.  80 
458.  40 
488.  SO 
519.  60 
551.  20 
583.  20 
616.  00 
649.  60 
684.  00 
718.  SO 
754.  40 
790.  80 
828.  00 
866.  00 
904.  80 
944.  40 
984.  80 
026.  00 
068.  00 
110.80 


Percent 
0.00 
3.  00 
3.02 
2.  99 

2.  99 
3,04 
3.07 

3.  09 
3.  11 
3.  12 
3.  17 
3.21 
3.25 
3.27 
3.30 
3.32 
3.  36 
3.41 
3.47 
3.53 


0.00 
4.  14 
4.  16 
i.  15 
4.  15 
4.  15 
4,  15 
4.  15 
4,  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 


M.  25 


Percent 
23.00 
'3.50 
23.53 
»3.  56 
'3.59 
'3.62 
'3.65 
'3.68 
'3.72 
'3.76 
'3.78 
'3.79 
'3.82 
'3.85 
<4.  29 
«4.  41 
<  4.55 
<4.  63 
»  4.73 
4.  9!> 


4.25 
4.25 
4.26 
4.27 
4.27 
4.28 
4.29 
4.30 
4.31 
4.33 
4.35 
4.37 
4.40 
4.43 
4.48 
4.54 
4.64 

4.  81 

5.  14 
6.14 


•  Month,  day,  and  year  on  which  issues  of  December  1, 1048,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 


2  Yield  from  beginning  of  each  half-ye 

3  Y'ield  from  beginning  of  each  half-> 
<  Yield  Ivom  beginnmc  of  ..;u-li  li,ill-\ 
SiOyearsIromissma  i!.  1  ,  ;  .  .1,.; 
"Yield  on  pnrchn-'  1  ,-  ii  .  1,  1  1- 
'  Redemption  vain-     :i,  ,  i 

Improved  to  provide  au  mv,   1  :]!i m  \  ,1  1 
B30  years  from  issut:  Uatt;, 


:  period  to  first  extended  maturity  at  fust  extended  maturity  value  prior  to  the  June  1,  195'J,  revision, 
:  period  to  lirst  extended  maturity  at  fust  extended  maturity  value  prior  to  the  December  1, 1965,  revision. 
:  period  to  lirst  extended  maturity  at  fust  extended  maturity  value  prior  to  the  June  1, 1968,  revision, 
^1  miitiiiiiy  v.ilue  improved  by  the  revision  of  June  1, 1968. 

■  ■  u>  111  -I  I  \ii  iKliil  maturity  date  is  3.25  percent;  to  second  extended  maturity  date  is  3.58  percent. 

■  ii'lr.l  in, li  lint  y  period  raised  to  reflect  improvement  at  fust  extended  maturity.  Second  extended  maturity  valUQ 
[  jpiHuMuiuii-ly  4,25  percent  from  first  extended  maturity. 
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TABLE  20 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1949 


Issue  price $7.50    $18.75    $37.50 

Denomination 10.00     25.00     50.00 


$75.00    $150.00      375.00        $750.00 
100.00      200.00      500.00      1,000.00 


E.XTENDEl)  .MATURITY  PERIOD 


(2)  On  the 

redemption 

value  lit  start 

of  the  extended 

inaturity 
period  to  tlie 
beginning  ot 
each  half-year 
period  there- 
after 


(3)  On  current 
redemption 
value  from 
beKinninK  of 
each  half-year 
period  to 
extended 
maturity 


First  Hyear '(6/1/59) 

H  to  1  year (12/1/59) 

1  to  i;i  years (6/1/60) 

I'A  to  2  years (12/1/60) 

2  to  2J^  years (6/1/61) 

■2li  to  3  years (12/1/61) 

:i  to  3h  years (6/1/62) 

'■i'A  to  4ye.'irs (12/1/62) 

4  to  4J'2  years (6/1/63) 

i'A  to  5  years (12/1/63) 

5  to  5><  ye.irs (6/1/64) 

5'A  to  6  years (12/1/64) 

6  to  G'/i  years (6/1/65) 

i>'A  to  7  years (12/1/65) 

7  to  ~li  years ..(6/1/66) 

7)2  to  8  years (12/1/66) 

8  to  8'A  years (6/1/67) 

8K  to  9  years (12/1/67) 

!)  to  iVA  years (6/1/68) 

'J'A  to  10"  years (12'1/fiS) 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' (6/1/69) 


$10.  00 

$25.  00 

$50. 

00 

$100.  00 

$200.  00 

$500.  00 

10.  18 

25.  44 

50, 

88 

101. 

76 

203.  52 

508.  80 

10.  36 

25.  89 

51. 

78 

103 

56 

207.  12 

517  80 

10.  54 

26.  35 

52 

70 

105 

40 

210.80 

,527.  00 

10.  73 

26.  83 

53. 

66 

107 

32 

214  (i4 

536.  60  1 

10.92 

27.  31 

54 

62 

109 

24 

218.  48 

.546.  20 

11.  12 

27.  81 

55. 

62 

III. 

24 

222,  48 

556.  20 

11.  33 

28.32 

56. 

64 

113 

28 

226.  56 

566,  40 

11.54 

28.84 

57 

68 

115. 

36 

230.  72 

576,  80 

1 1.  75 

29.38 

5X. 

76 

117 

52 

235.  04 

587.  60 

11.97 

29.93 

59, 

86 

119. 

72 

239.  44 

598  60 

12.20 

30.  49 

60, 

98 

121, 

96 

243.  92 

609.  80 

12.43 

31.  07 

62, 

14 

124 

28 

248,  56 

621,  40 

12.66 

31.66 

63, 

32 

1 26 

64 

253,  28 

633.  20 

12.91 

32.27 

64, 

54 

129 

08 

258.  16 

645.  40 

13.  17 

32.  93 

65 

86 

131 

72 

263,  44 

658.  60  [ 

13.45 

33.  62 

67 

24 

134 

48 

268.  96 

672.  40 

13.  74 

34  34 

(is 

6H 

137 

36 

274  72 

686,  80 

14  04 

35.  10 

70 

20 

140 

40 

280,  80 

702,  00 

14.36 

35.91 

71. 

82 

143 

64 

287.  28 

718.  20 

14.72 

36.80 

73 

60 

147 

20 

294.  40 

736.  00 

$1,000.  00 
1,017.  60 
1,  035.  60 
1,  054  00 
1,073.  20 
1,  092,  40 
1,  112,  40 
1,  132,80 
1,  153,  60 
1,  175,  20 
1,  197.  20 
1,  219.  60 
1,  242.  80 
1,  266.  40 
1 ,  290.  80 
1,317.20 
1,  344.  80  i 
1,373.60 
1,  404.  00 
1,  436.  40 


1,  472.  00 


Percent 
0.00 
3.52 
3.  53 
3.54 
3.  56 
3.57 
3.58 
3.59 
3.60 
3.  62 
3.63 
3.64 
3.66 
3.67 
3,68 
.3.  71 
3,74 
3,  77 
3,  81 
3,  85 


Percent 
«3.  75 
»  3.  76 
•  .3.  77 
«  3.  79 
«3.  80 
»3.  81 
"  3.  82 
«3.  83 
»3.  85 
•3.86 
»  3.  87 
«3.  88 
»  3.  89 
'4.31 
M.  39 
>  4.45 
'  4.  51 
»  4.  59 
4,  79 
4,  96 


;sae  month.s  add  the  appropri.Ue  nutnl>er  of  months. 
,  value  prior  to  the  December  1,  1965,  i 
value  prior  to  the  June  1, 1908,  revision. 


TABLE  21 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1949,  THROUGH  MAY  1,  1950 


$7.50 

$18.75 

$37.  50 

$75.  00 

1=^150.00 

$375.  00 

$750.  00 
1,000.00 

10.00 

25.00 

50.00 

100.  00 

200.  00 

500.  00 

yi 

Id 

(1)  I 

tedemptioi 

values  duri 

ig  each  half- 

year  period 

(2)  On  the 

( 

alues  incre 

ase  on  first  d 

ay  of  period 

shown) 

redemption 
value  at  SI  art 
oftheexleli.le.l 

(3)  On  current 

Period  after  original  maturltv  (bepiti- 

value  from 

ning  10  years  otter  issue  dale) 

period  toih.. 

iH-giniiiriB  of 
eaeh  half-year 

E.XTEN 

iED  M.\T 

;rity  PE 

RIOD 

each  half-year 
period  there- 
after 

period  10 
extenrleri 
maturity 

Percent 

Percent 

Firsts  year '(12/1/59) 

$10.03 

$25.  08 

$.50.  16 

$100.32 

$200,  64 

$.501.  00 

$1,003.20 

0.00 

'  3.  75 

'A  to  1  year .(0/1/60) 

1  to  IJ5  years (12/1/00) 

10.21 

2.5.  52 

51.  04 

102.08 

204,  16 

510.40 

1,020.  , SO 

3.  51 

=  3.  76 

1 0.  39 

2.5.  97 

51.  94 

103.  88 

207.  76 

519,  40 

1,03.8.80 

3.  52 

=  3.77 

1  ]i  to  2  year.s 1  (i,  1  /(;  1) 

III.  5,S 

26.  44 

52.  88 

10.5.76 

211.  .52 

52.S.  80 

1,0.57.1)0 

3.  55 

2  3.  78 

2  to  'Z'.i  years (1 2/ 1  /i;  1 ) 

11).  76 

26.  91 

53.  82 

107.  64 

21.5.  2S 

53.S,  20 

1,076.  40 

3.  55 

s  .3.  80 

2'';  to  3  years ((i/l/(i2) 

10.  96 

27.40 

54.  80 

109.60 

219.  20 

54,S,  00 

1,  096,  00 

3,  57 

=  3.  SI 

3  lo  3':  years (12/1 '02) 

II.  16 

27.  90 

55.  80 

1 1 1.  (iO 

223.  20 

55,S.  00 

1,  110,  00 

3.  58 

s  3.  S2 

:',':  to  4  years lO'  l/o:;) 

1  1 .  36 

28.  41 

56.  82 

113.64 

227.  2S 

r,6X.  20 

1,  136,  40 

3,  .59 

'  3.  83 

4  to  4',^  years (l2/l/n:i) 

1  1,  57 

28.  93 

57.  86 

11.5.72 

231.  44 

578.  60 

1,  1.57,20 

3.60 

2  3.  85 

i'A  lo  5  years (6/1/64) 

11.79 

29.  47 

58.  94 

1 1 7.  88 

235.  76 

589.  40 

1,  17S.  .SO 

3.  62 

>  3.  86 

5  to  5Ji  years (12/1/64) 

12.  01 

30.  02 

60.  04 

120.08 

240.  16 

600.  40 

1,200.  SO 

3.  63 

s  3.  87 

5K.  to6ye.ars (6/1/65) 

12.  24 

30.  59 

61,  IS 

122.36 

244.  72 

611.  80 

1,223.60 

3.64 

»  3.  S8 

6  lo  O'i  years. (12/1/65) 

12.  46 

31.  16 

62,  32 

124  64 

249.  28 

623.  20 

1,246,  40 

3.  65 

"  4.  30 

0',  lo  7  years (6/1/66) 

12.  71 

31.  77 

63,  54 

127.  08 

2.54.  16 

635,  40 

1,270,  SO 

3.67 

»  4  35 

7  lo  7!^  years (12/1/66) 

12.96 

32.  40 

64.  SO 

129.60 

259.  20 

648.  00 

1,296,  00 

3.  69 

'4.42 

7';  lo  8. years (6/1/67) 

13.  22 

33.  06 

66.  12 

1.32,  24 

264,  48 

601.  20 

1,322.  40 

3.  72 

'  4.  49 

8  lo  s<i  years (12/1/67) 

13.  50 

33.  76 

67.  52 

13.5.  04 

270.  08 

67.5.  20 

1,3.50,40 

3.75 

'  4  55 

81;  to  !l  years (6/1/68) 

1,3.  80 

34,  50 

69.  00 

138.  00 

276,  00 

690.  00 

1 ,  3S0.  00 

3.79 

4.72 

9  lo'.);^  years (12/1/68) 

14.  11 

3,5.  27 

70.  54 

141.08 

282.  16 

70,5.  40 

1,410.80 

.3.82 

4.85 

9'-.  lo  10  year.'^ .(6/1/09) 

14.44 

36.  10 

72.  20 

144.  40 

28S.  80 

722.  00 

1,444  00 

3.87 

4.99 

EXTENDKI)  MATURITY 

VAI.uk  (10  years  from 

original  maturity 

date)< (12/1/69) 

14.80 

37.00 

74.00 

148.00 

296. 00 

740.  00 

1,  480.  00 

53.93 

it'ut  issue  months  :ul(l  Ihc  appropriate  number  of  months, 
value  prior  to  tlie  l)i'ceinl)er  I.  1965,  revision, 
value  prior  to  the  June  1, 11)68,  revision. 


EXHIBITS 
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TABLE  22 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1950 


Issue  price _ $18.75 

Denomination 25.  00 


$37.  50 
50.00 


$75.00  ,$150.00  $375.00 
100.00  I  200.00   500.00 


$750.  00 
1,  000.  00 


E.XTENDED  MATURITY  PERIOD 


Qpmpiion  roacmpiion 
value  at  start  1  value  from 
of  the  extended  beginning  of 

maturity  pe-  _eacli  lialf-year 
riod  to  tile  be- 
ginning of  each 

half-year  pe- 
riod thereafter 


irst  li  year '  (6/1/60) 

to  1  year (12/1/60) 

to  lis  years (6/1/61) 

'i  to  2  years (12/1/61) 

to  2>^  years (6/1/62) 

'i  to  ;)  years... (12/1/62) 

to  314  years (6/1/63) 

'i  to  4  years (12/1/63) 

to  i'i  ye.ars (6/1/64) 

'i  to  5  years _._  (12/1/64) 

to  5<A  years _  (6/1/65) 

'i  to  6  years (12/1/65) 

to  G'A  vears (6/1/66) 

|{.  to  7  years (12/1/06) 

to  TJ^ye.irs (6/1/67) 

'i  to  S  years (12/1/67) 

l(j  X'i  years (6/1/68) 

'i  to  9  years... (12/1/68) 

to  y'2  years (6/1/69) 

';  to  10  vears (12/1/69) 

.\TENDED  MATURITY  VALUIC 
(10  years  from  ori  inal  maturity 
date)' (6/1/70) 


$25.  15 

25.  59 

26.  05 

26.  51 
26.99 

27.  48 

27.  98 

28.  49 

29.  01 
29.  55 
30  10 
30  67 
31.  26 

31.  88 

32.  53 

33.  20 

33.  92 

34.  67 
3.5.  44 
36.  26 


$50.  30 

51.  18 

52.  10 

53.  02 

53.  98 

54.  96 

55.  96 
50.  98 

58.  02 

59.  10 

60.  20 

61.  34 
02.  52 
63.76 

65.  06 

66.  40 

67.  84 

69.  34 

70.  88 
72.52 


$100  60 
102.  36 
104.  20 

106.  04 

107.  96 
109.  92 
111.  92 
113.96 
116.04 
118.  20 
120.  40 
122.  68 
125.  04 
127.  52 
130.  12 
132.  80 
135.  68 
138.  68 
141.  76 
145.  04 


$201.  20 

204.  72 
208.  40 
212.  08 
215.  92 
219.  84 
22.3.  84 
227.  92 
232.  08 
236.  40 
240.  80 
245.  36 
250.  08 
255.  04 
260.  24 

205.  60 
271.  36 
277.  36 
283.  52 
290.  08 


$503.  00 
511.  SO 
521.  00 
530.  20 
539.  80 
549.  60 
559.  60 
569.  SO 
580  20 
591.  00 
602.  00 
613.  40 
62.5.  20 
637.  60 
650  60 
664.  00 
678.  40 
693.  40 
708.  80 
725.  20 


$1,  006.  00 
1,  023.  60 
1,  042.  00 
1,  060.  40 
1,  079.  60 
1,  099.  20 
1,  119.  20 
1,  139.  60 
1,  160.  40 
1,  182.  00 
1,  204.  00 
1,  226.  80 
1,  250  40 
1,  275.  20 
1,  301.  20 
1,  328.  00 
1,  356.  80 
1,  386.  SO 
1,  417.  60 
1,  450.  40 


1,488.00 


Percent 
0.  00 
3.50 
3.  55 
3.  54 
3.56 
3.58 
3.  59 
3.  59 
3.60 
8.62 
3.63 
3.64 
3.66 
3.68 
3.71 
3.74 
3.77 
3.  81 
3.  85 
3.  89 


Percent 
-3.75 
2  3.  76 
«  3.77 
2  3.  79 
2  3.  SO 
2  3.  81 
2  3.  82 
2  3.84 
2  3.85 
2  3.  86 
!  3.  88 
5  4.  29 
»  4.34 
'  4.  40 
'  4.  45 
'  4.  51 
4.  07 


1  Month,  day,  and  year  on  which  tssues  of  June  1, 1950,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

2  Yield  from  beginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  tiie  December  1, 1965, ; 

3  Yield  from  beginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  June  1,  19G8, 
*  20  years  from  issue  date.  Extended  maturity  value  improved  by  tlie  revision  of  June  1, 1968. 
5  Y'ield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.46  percent. 


TABLE  23 

BONDS  BEARING  ISSUE  DATES  FROM   DECEMBER  1,  1950,  THROUGH  MAY  1,  1951 


Issue  price 

Denomination. 


$18.75 
25.00 


$37.  50 
50.00 


$75.00    $150.00    $375.00 
100.  00      200.  00      500.  00 


$750.  00 
1,  000.  00 


First  ij  year '(12/1/60) 

M  to  1  vear (6/1/61) 

1  to  IH  years (12/1/61) 

iii  to  2  years (6/1/62) 

2  to  2Ji  years (12/1/62) 

2ii  to  3  years (6/1/63) 

3  to  3K  years. (12/1/63) 

3;^  to  4  years (6/1/64) 

4  to  4H  years (12/1/64) 

V/i  to  5  years (6/1/65) 

5  to5J^  years (12/1/65) 

5}ito  6  years (6/1/66) 

6  to  G'/i  years (12/1/66) 

ejUo  7  years (6/1/07) 

7  to  7}4  years (12/1/67) 

7H  to  8  years (6/1/68) 

8  to  8H  years (12/1/68) 

S\i  to  9  ye.ars (6/1/69) 

9  to  9;'2  years (12/1/69) 

9li  to  10  ye.ars (6/1/70) 

EXTENDED  MATURITY  VALUE 

(10  years  from  original 
maturity  date)' (12/1/70) 


3  Yield  from  beeinn 

'  20  years  from  issue  ._ 

*  yield  on  purcliase  price  from 


hich  is5 
h  haU-\ 
■h  li;iir-\ 


E.XTENDED  MATURITY  PERIOD 


value  at  start 
of  the  extended 
maturity  pe- 
riod to  tile  be- 
ginning of  each 
half-year  pe- 
riod thereafter 


2.5.  22 

$50.  44 

$100.  88 

$201.  76 

$504. 

40  $1 

2,5.  66 

51,  32 

102.  64 

20,5.  28 

51,3. 

20 

26.  12 

52.  24 

104.  48 

208.  96 

522, 

40 

26.58 

53,  10 

106.  32 

212.  64 

.531. 

60 

27.06 

.54.  12 

108.  24 

216.  48 

,541. 

20 

27.  55 

5,5.  10 

110.  20 

220.  40 

.551, 

00 

28.  05 

56.  10 

112.20 

224.  40 

.561. 

00 

28.57 

,57.  14 

114.28 

228.  56 

,571. 

40 

29.  09 

.58.  18 

116.36 

232.  72 

,581 

80 

29.  63 

59.  26 

118.  ,52 

237.  04 

592 

60 

30.  19 

60.  38 

120.  76 

241.  52 

603 

,S0 

30.77 

61.  .54 

123.  08 

246.  16 

615 

40 

31.37 

62.  74 

125.  48 

250.  96 

627 

40 

32.00 

64.  00 

128.  00 

256.  00 

640 

00 

32.65 

6.5.  30 

130.  60 

261.  20 

653 

00 

33.35 

66.  70 

133.  40 

266.  80 

667 

00 

34.06 

68.  12 

136.  24 

272.  48 

681 

20 

34.82 

69.64 

139.  28 

278.  56 

696 

40 

35.61 

71,22 

142.  44 

284.  88 

712 

20 

36.43 

72.86 

145.  72 

291.  44 

728 

60 

37.40 

74.80 

149.  60 

299.  20 

748 

00 

1 

008.  80 
026.  40 
044.  80 
063.  20 
082.  40 
102.  00 
122.  00 
142.  80 
163.  60 
1S.5.  20 
207.  60 
230.  80 
254.  80 
280.  00 
306.  00 
334.  00 
362.  40 
392.  80 
424.  40 
457.  20 


Percent 
0.00 
3.  49 


3.53 
3.55 
,3.  57 
3.58 
3,  60 
3,60 
3.61 
3.63 
3.65 
3.67 
3,70 
3.72 
3.76 
3,79 
3.83 
3.87 
3.  91 


value  from 

beginning  of 

each  half-year 

period  to 


Percent 
2  3.  75 
2  3.76 
23.77 
2  3.  79 
2  3.  80 
2  3.  81 
2  3.83 
2  3.83 
2  ,3.  85 

2  3.  86 
M.  27 
M.  32 

3  4.38 
»4.  43 
»4.  49 

4.64 
4.73 
4.82 
4.97 
5.33 


issue  months  add  the  appropriate  number  nf  months, 
'  prior  to  the  December  1,  1905,  revision, 
0  prior  to  the  June  1,  19C8,  revision. 
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TABLE  24 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1951 


Issue  price 

Denomination. 


$37.50      S75. 00    $130.00    $375.00  ,     $750.00 
50.  00      100.  00  !  200.  00      500. 00  |  1,  000.  00 


EXTE.VDED  MATDRITY  PERIOD 


(2)  On  the  re-  (3)  On  current 
'     d*mplion         red«mption 

value  at  start  I  vjluf  from 
oftliueiIeiided|  beeliinini;  ot 
:  malurily  pe-    each  half-y*-3r 

riod  10  the  be-  |  period  to 
'Einningofeach.  extended 
t  half-year  pe-        maturity 

riod  thereafter 


First  H  vear '(6/1/61) 

lito  1  year ...(12/1/61) 

1  to  VA  years (6;1'62) 

IJ^  to  2  years (12/1/62) 

2  to  2";  years (6/1/63) 

2}^  to  3  years (12/1/63) 

3  to  3):  years.. (6/1/64) 

3;<  to  4  years (12/1/64) 

4  to  4H  years (6/1/65) 

4H  to  5  years (12/l/6o) 

5  to  5J<  years (6/1/66) 

5;<  to  6  years (12/1/66) 

6  to6}^  years (6/1/67) 

6'Ato  7  years (12/1/67) 

7  to  ";<  years (6/1 '6s) 

7!<  to  8  years (12/l/6!>) 

8  to  S'A  years (6/1/69) 

8H  to9  years... ...(12/1/69) 

9  to9;<  years (6/1  70) 

9'/!  to  10  years (12  1/70) 

E.\TENDED  MATURITY  VALUE 

(10  years  rrom  original  ma- 
turity date)' (6/1/71) 


I  S50.  60 
I  51.  50 

52.  40 

53.  34 

54.  30 

55.  2.S 

56.  28 
57.32 

58.  38 

59.  46 

60.  58 
61.74 
62.08 

64.  26 

65.  60 
67.  00 
68.46 
69.98 
71.  58 
73.24 


$101. 
103. 
104. 
106. 
108. 
110. 
112. 
114. 
116. 

I  lis. 

!  121. 
123. 
125. 
128. 
131. 
134. 
136. 
139. 
143. 
146. 


8202. 
I  206. 
'  209. 
,  213. 
I  217. 
I  221. 
I  225. 

229. 
I  2.^3! 
I  237. 
;  242. 
I  246. 
I  251. 
I  257. 

262. 
I  268. 

273. 

279. 

286. 

292. 


40  S506. 

00  1  515. 

60  524. 

36  I  533. 

20  i  54.3. 

12  I  .552. 

12  I  562. 


00  SI, 

00  !  1, 

00  1, 

40  1, 


28 


573.  20  1 

583.  SO  I  1 

594.  60  1 

60.-,.  80  1 

617.  40  1 

629.  80  1 

642.  60  1 

056.  00  1 

67f).  00  1 

6S4.  60  I  1 

099.  80  I  1 


012.  00 
030.  00 

048.  00 
066.  80 
0>j6.  00 
10.5.  6() 
12.5.  60 
146.  40 
167.  00 
1S9.  20 
211.  60 
234.  80 
259.  60 
2,s.5.  20 
312.  00 
340.  00 
369.  20 
399.  60 
431.  60 
464.80 


PaaiU 
0.00 
3.56 
3.  .53 
3.  55 
3.56 
3.  57 
3.  58 
3.59 


3.  68 
3.  71 
3.74 
3.  78 
3.81 
.3.  85 
3.  89 
3.93 


300.80  7S2.00  |  1,504.00 


Ptrenl 

»  3.  75 

«3.  76 

»3.  77 

»3.  78 

'3.80 

»3.  81 

'  3.  82 

»3.  83 

»3.  84 

'4.26 

>4.  31 

>4.  36 

»4.  40 

>  4.  45 

4.60 

4.67 

4.75 

4.85 

4.99 

5.35 


1  Month,  day,  nnd  year  on  which  issues  of  June  1. 1951.  enter  each  perio*!.  For  subsenuent  issue  months  add  the  appropriate  number  of  months. 
J  YifM  from  Itt-giniiing  of  each  iialf-yciir  p<'rio<l  loexten(i«*d  maturity  at  exicndetl  maturity  value  prior  to  the  December  1, 1965,  revision. 
3  Yield  from  lieRinriiri)!  of  each  half-year  period  to  extended  tnaturity  at  extended  maturity  value  prior  to  the  Jtuie  1, 196S,  revision. 
•  20  years  from  issue  date.  Extenderl  inalurily  value  improved  by  the  revision  of  June  1, 1968. 
>  Yield  on  purchase  price  frotn  issue  date  to  extended  maturity  date  is  3.51  percent. 


TABLE  25 
BONDS  BEARING  ISSUE  D.ATES  FROM  DECEMBER  1,  1951,  THROUGH  APRIL  1,  1952 


Issue  price 

Denomination. 


$75.00    $150.  00    $375.  00  I     $750.00 
100.00      200.00  I  500.00  I  1,000.00 


EXTENDED  MATCKITY  PERIOD 


I  (2)  On  the  re-  (3)  On  current 

I     demplion     -    redemption 
„  value  at  start '    value  from 

jof  the  extended    beeinning  of 

I  maturity  pe- 
riod to  the  be- 
ginning of  each 
half-year  ims- 
riod  thereafter 


First  M  year. '(12/1/61) 

J4to  1  year (6/1/62) 

1  to  VA  years (12/1/62) 

lJ4to2years ..(6/1/63) 

2  to  2'^  years (12/1/63) 

2J5  to  3  years (6/1/64) 

3  to  3;<  years (12/1/64) 

Z\i  to  4  years (6/1/65) 

4  to  4J<  years (12/1/65) 

4Kto5  years ..(6/1/66) 

5to5J<ycar3 (12/1/66) 

b)i  to  6  years (6/1/67) 

6  to  6H  years (12/1/67) 

6)4  to  7  years (6/1/68) 

7  to  VA  years (12/1/08) 

VA  to  8  years (6/1/69) 

8to8)<years ..(12/1/69) 

8)4  to  9  years-... ...(6/1/70) 

9  to  VA  years (12/1/70) 

9)2  to  10  years (6/1/71) 

EXTENDED  MATURITY  VALUE 

(10  years  from  original 
maturity  date)' (12/1/71) 


S25.  37 

S50.  74 

SlOl.  48 

S202.  96 

S507.  40 

25.82 

51.64 

103.  28 

206.  56 

516.  40 

26.27 

52.54 

105.  08 

210.  16 

525.  40 

26.74 

53.48 

106.96 

213.  92 

534.80 

27.22 

54.44 

lOS.  88 

217.  76 

544.40 

27.72 

55.44 

110.88 

221.  76 

554.  40 

28.22 

56.44 

112.88 

225.  76 

.564.  40 

28.74 

57.48 

114.96 

229.  92 

574.  80 

29.27 

58.54 

117.08 

234.  16 

585.  40 

29.82 

5'J.  64 

119.28 

238.  56 

596.  40 

30.  30 

60.78 

121.  56 

243.  12 

607.  80 

30.99 

61.98 

123.  96 

247.  92 

619.  80 

31.60 

63.20 

126.  40 

252.  80 

632.  00 

32.26 

64.52 

129.  04 

258.  OS 

645.  20 

32.94 

65.88 

131.  76 

26.3.  52 

658.  80 

33.64 

67.28 

134.56 

269.  12 

672.  80 

34.38 

68.76 

137.  52 

275.  04 

687.  60 

35.  16 

70.32 

140.  64 

281.  28 

703.  20 

35.96 

71.92 

143.  84 

287.  68 

719.  20 

36.80 

73.60 

147.  20 

294.40 

736.00 

37.80 

75.60 

151. 20 

302.40 

756.00 

014.80 
032.  80 
050.  80 
069.60 
088.  80 
108.  80 
128.  80 
149.  60 
170.  SO 
192.  80 
21.5.  60 
239.  60 
264.00 
290.  40 
317.  60 
345.  60 
375.  20 
406.  40 
438.  40 
472.00 


1. 512.  00 


Pacnt 
0.00 
3.55 
3.52 
3.54 
3.55 
3.58 
3.58 
3.60 
3.61 
3.62 
3.64 
3.67 
3.69 
3.73 
3.77 
3.80 
3.84 
3.88 
3.91 
3.95 


'Cent 
'3.75 
'3.76 
'3.78 
'3.79 
'3.80 
'3.81 
'3.82 
'3.84 
'4.25 
'4.29 
'4.34 
'4  39 
'4.44 
4.58 
4.64 
4.72 
4.80 
4.89 
5.05 
5.43 


i  Month,  day.  and  year  on  which  issues  of  December  1,  1951,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months, 
s  Yield  from  bepinning  of  each  hdlf-ve;ir  period  to  extended  maturity  at  exlendol  maturity  value  prior  to  the  December  1,  19t>5,  revisioa, 
»  Yield  from  beginning  of  each  half-Kar  period  to  extended  maturity  at  extended  matiirity  value  prior  to  the  June  1, 1968,  revision. 

*  20  years  from  issue  date.  Extended  maturity  value  improved  by  the  revision  of  June  1, 1968. 

*  Yield  on  purchase  price  from  Issue  date  to  extended  maturity  date  Is  3.M  percent. 
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TABLE  26 

BONDS  BEARING  ISSL'E  DATE  OF  MAY  1,  1952 


Issue  price 

Denomination. 


$18.75    $37.50 
25.00      50.00 


$75.  00 
100.  00 


$150.00 
200.  00 


$375.  00 
500.  00 


$750.  00 
1,  000. 00 


$7,  500 
10,  000 


Period  after  original  maturity  fbe- 
ginning  9  years  8  moQtbs  aUcr  issue 
date) 


First  li  yciir '(1/1/62) 

J^tolvear (7/1/62) 

1  to  IH  years (1/1/63) 

VA  to  2  years (7/1/63) 

2  to  2J^  years (1/1/64) 

2H  to  3  years (7/1/64) 

3  to  3K  years (1/1/65) 

Siito  4  years (7/1/65) 

4  to  45^ye.ars (1/1/66) 

4',i  to  5  years (7/I/6G) 

5  to  5J^  years (1/1/67) 

5)^  to  6  years (7/1/67) 

6  to  6M  years (1/1/6H) 

6'A  to  7  years (7/1/6S) 

7  to  7M  years (1/1/69) 

7'A  to  8  ye.trs (7/1/69) 

8  to  8J^  years (1/1/70) 

SA  to  9  years (7/1/70) 

9  to  9A  years (1/1/71) 

9>Uo  10"  years (7/1/71) 

EXTENDED 

MATURITY  VALUE 

(10  years  Trom  original 

maturity 

date)' ...(1/1/72) 


(2)  On  the 

redemption     f3)  On  current 
value  at  start  1  rcdempflo: 


EXTENDED  MATURITY  PERIOD 


ofthoextended 

maturity 

period  to  the 

DeRinninR  of 

each  half-year 

period 

thereafter 


$25.  27 

$50.  54 

$101.08 

$202.  16 

$505.  40 

25.71 

51.42 

102.  84 

205.  68 

514.  20 

26.  17 

52.  34 

104.  OS 

209.  36 

523.  40 

26.  64 

53.  28 

106.  56 

21,3.  12 

532.  80 

27.  12 

54.  24 

lOS.  48 

216.96 

542.  40 

27.61 

S."-).  22 

110.44 

22ft  88 

552.  20 

28.  11 

56.  22 

112.44 

224.  88 

562.  20 

28.  62 

57.24 

114.  48 

228.  96 

572.  40 

29.  15 

58.  30 

116.60 

233.  20 

583.  00 

29.  70 

59.  40 

118.  SO 

237.  60 

594.  00 

30.  27 

00.  54 

121.  0,S 

242.  10 

605.  40 

30.87 

61.  74 

123.  48 

246.  96 

617.  40 

31.48 

62.  96 

125.  92 

251.84 

629.  60 

32.  13 

64.26 

128.  52 

257.  04 

642.  60 

32.81 

65.  62 

131.24 

262.  48 

656.  20 

33.51 

67.02 

134.  04 

268.  08 

67ft  20 

34.  25 

68.  50 

137.  00 

274.  00 

685.  00 

35.02 

70.04 

140.  08 

280.  16 

70ft  40 

35.82 

71.04 

14.3.  28 

286.  50 

716.  40 

36.65 

73.30 

146.  60 

293.  20 

733.  00 

37.65 

75.30 

150.  60 

301.20 

753.  00 

$1,  Olft  80 
1,  028.  40 
1,  046.  80 
1,  OO.'i.  60 
1,  0S-[.  80 
1,  101.  40 
1,  124.  40 
1,  144.80 
1,  166.  00 
1,  I8S.  (10 
1,  21ft  80 
1,  234.  SO 
1,  259.  20 
1,  28.5.  20 
1,312.  40 
1,  340.  40 
1,  370.  00 
1,  40ft  80 
1,  432.  80 
1,  466.  00 


I,  506.  00 


$10, 108 
10,  284 
10,468 
10,656 
10,848 
11,044 
11,244 
11,448 
11,660 
11,8S0 
12,  108 

12,  348 
12,592 
12,852 

13,  124 
13,  404 

13,  700 

14,  008 
14,  328 
14,  060 


15, 060 


Percent 
0.00 
3.48 
3.53 
3.  .55 
3.56 
3.57 
3.58 
3.59 
3.60 
3.  62 
3.64 
3.67 
3.70 
3.73 
3.77 
3.80 
3.84 
3.88 
3.91 
3.95 


value  from 
bcglnnlnR  of 
each  half- 
year  period 


Percent 

23.75 

a  3.76 

2  3.77 

'3.79 

»3.  80 

=  3.81 

2  3.82 

2  3.  84 

M.  25 

'4.30 

34.34 

'4.38 

'4.44 

4.58 

4.64 

4.71 

4.79 

4.89 

5.05 

5.46 


'  Month,  day,  and  year  on  which  issues  of  May  1,  1952.  enter  each  period. 

'  Yield  from  lieginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  December  1, 1965.  revialou. 

*  Yield  from  beginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  June  1, 1968,  revisioa. 

'  19  years  and  8  montlis  from  issue  date.  Extended  maturity  value  improved  by  the  revision  of  June  1,  1908, 

>  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.5S  percent. 


TABLE  27 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1,  1952 


$18.75 

$37.  50 

$75. 00 

$150.  00 

$375.  00 

$750. 00 

$7,  500 

Approximal 

yi 

25.00 

50.00 

100.00 

200.  00 

500. 00 

1, 000. 00 

10,  000 

3ld 

0) 

Redemption  values  durin 
values  increase  on  first  d 

g  ^ach  half-y 

ear  period 

(2)Ontho 

1 

y  of  period  £ 

tiown) 

redemption 

(3)  On  current 

value  at  start 
oflheextended 

redempiioa 
value  from 

Period  after  original  maturity  (be- 

ginning 9  years  8  months  alter  Issue 

materity 

beginnhiK  ol 
«ach  half- 

date) 

period  to  the 
Deelnnlngof 
each  half-year 

EXTENDED  MATU 

UTY  PEr 

lOD 

year  period 

to  extended 

period 

maturity 

tbereaftec 

Pemnt 

rtrcenC 

First  J^ye.ir '(2/1/62) 

$25.  33 

$5ft  66 

$101.32 

$202,  64 

$506.  60 

$1,013.20 

$10, 132 

0.00 

»3.75 

Mto  lycar (8/1/62) 

1  to  1|{  years (2/1/63) 

25.  78 

51.  56 

103.  12 

206.  24 

515.  60 

1,031.20 

10,312 

3. 55 

2  3.76 

20.23 

52.  46 

104.  92 

209.  84 

524.  60 

1,049.20 

10,  492 

3.52 

»3.78 

VAto  2  years (8/1/6.3) 

26.  70 

53.40 

100.  80 

213.  60 

534.  00 

1,  Ofl.S.  00 

10,  680 

3.54 

»3.79 

2  to  2;^  years (2/1/64) 

27.  IS 

54.  36 

108.  72 

217.44 

543.  60 

1,087.20 

10,  872 

3.56 

»3.80 

2'A  to  3  years (8/1  /64) 

27.67 

5,5.  34 

lift  68 

221.36 

.553.  40 

1,  106.  80 

11,068 

3.57 

^3.81 

3  to  3 J^  years (2/1/65) 

28.  IS 

■56.  36 

112.72 

225.  44 

563.  60 

1,  127.  20 

11,272 

3.59 

»3.82 

3H  to  4  years (8/1/65) 

28.69 

57.  38 

114.76 

229.  52 

573.  80 

1,  147.  60 

11,476 

3.59 

»3.84 

4  to  i'A  years (2/1/66) 

29.  22 

58.44 

116.88 

23.3.  76 

584.  40 

1,  168.  80 

11,688 

3.60 

»4.25 

4'A  to  5  years (8/1/66) 

29.77 

59.54 

119.08 

238.  16 

595.  40 

1,  19ft  80 

11,908 

3.62 

'4.30 

5  to  5J^  years (2/1/67) 

30.  34 

00.  68 

121.  36 

242.  72 

006.  80 

1,  21.3.  60 

12,  136 

3.64 

»4.34 

5)ito6years (8/1/67) 

3ft  94 

61.  SS 

123.  76 

247.  52 

018.80 

1,  237.  60 

12,376 

3.67 

'4.39 

6  to  6K  years .(2/1/68) 

31.  56 

63.  12 

120.  24 

252.  48 

631.  20 

1,202.40 

12,624 

3.70 

'4.43 

6A  to  7  years (8/1 /6.S) 

32.  20 

64.40 

128.  SO 

257.  60 

644.  00 

1,288.  00 

12,  880 

3.73 

4.59 

7  to  7 J^  years (2/1/69) 

32.89 

65.  78 

131.  .56 

26.3.  12 

657.  SO 

1,31.5.00 

13,  156 

3.77 

4.64 

7 J^  to  8  years (8/1  /69) 

33.  59 

07.  18 

134.  36 

268.  72 

671.  SO 

1,343.00 

1,3,  436 

3.80 

4.71 

StoSJ'zycars (2/1/70) 

34.  33 

6.8.  66 

137.  32 

274.  64 

686.  60 

1,  373.  20 

13,732 

3.84 

4.79 

8)^  to  9  years (8/1/70) 

35.  10 

7ft  20 

1 4ft  40 

28ft  80 

702.  00 

1,  404.  00 

14,040 

3.87 

4.89 

9  to9)^ye.ars (2/1/71) 

35.  90 

71.80 

14,3,  60 

287.  20 

718.  00 

1,  436.  00 

14,  ,360 

3.91 

5.06 

S'Aio  10yp.nrs (S/1/71) 

36.  74 

73.  48 

146.96 

293.  92 

734.  80 

1,  409.  60 

14,696 

3.95 

5.44 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)'... (2/1/72) 

37.74 

75.48 

1,70.96 

301.92 

754.  80 

I,  509.  GO 

15,096 

M.03 

>  Month,  flay,  and  year  on  whicli  Issues  of  Juno  1, 1952,  enter  each  period.  For  subsetiuonl  Issue  months  add  tlie  appropriate  number  of  raoathS. 

2  Yield  from  l)eRiiiiiing  of  each  lialf-voar  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  December  1, 19(15,  revisioa, 

3  Yield  from  bepiiining  of  each  Iialf-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  Juucl,  IOCS,  rtivisioa. 

*  19  years  and  8  months  from  issue  date.  Extended  maturity  value  Imjirovcd  by  the  revision  ol  Juuc  1,  IOCS. 

*  Yield  on  purchase  price  from  Issue  dale  to  extended  maturity  date  is  3.59  percent. 
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TABLE  28 
BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1,  1952 


Issue  price 

Denomination... 


$18.75    $37.50 
25.00  j  50.00 


.$75.00    $150.00    $375.00        $750.00      $7,500 
100.00      200.00  i  500.00      1,000.00      10,000 


Period  after  original  maturity  (be- 
ginning y  years  8  months  after  issue 
date) 


First  }i  year.. H6/1/62) 

JJ  to  1  year. (12/1/62) 

1  to  IH  years. (0/1/63) 

VA  to  2  years (12/1/03) 

2  to  2i«  years (6/1/04) 

2}^  to  3  years (12/1/64) 

3  to  3'A  years. (6/1/65) 

S'A  to  4  years (12/1/65) 

4  to  4J$  years (6/1/66) 

4'A  to  5  years (12/1/66) 

5  to  5)  <  years (6/1/67) 

5H  to  6  years (12/1/67) 

6  to  6M  years (6/1/6S) 

6}^  to  7  years (12/1/68) 

7  to  7;<  years (6/1/69) 

7H  to  8  years (12/1/09) 

8  to  8H  years (0/1/70) 

S'Ato  9  years (12/1/70) 

9  to  9'A  years (6/1/71) 

9}^  to  10  years (12/1/71) 

EXTENDED  MATURITY 

VALUE  (10  years  from 
original  maturity 
date)' (6/1/72) 


value  at  start 

ofttie  extended 

maturity 


EXTENDED  MATURITY  PERIOD 


25.  33 

$50.  66 

$101.32 

25.  78 

51.  .56 

103.  12 

26.23 

52  46 

104.  92 

26.70 

53.  40 

106.  SO 

27.  IS 

54.  36 

108.  72 

27.  67 

5.5.  34 

110.68 

28.  18 

56.30 

112.72 

28.69 

57.38 

114.76 

29.  23 

58.  40 

116.92 

29.78 

59.  56 

119.  12 

30.30 

60.  72 

121.  44 

30.97 

61.94 

123.  88 

31.  60 

63.20 

126.  40 

32.  25 

64.50 

129.  00 

32  94 

65.  88 

131.  76 

33.65 

67.30 

134.  60 

34.  39 

68.  78 

137.  50 

35.  16 

70.32 

140.64 

35.  97 

71.94 

143.  88 

36.81 

73.  62 

147.  24 

37.83 

75.66 

151.32^ 

$202.  64 
200.  24 
209.  84 
213.  00 
217.  44 
221.  36 
22.5.  44 
229.  52 
233.  84 
238.  24 
242.  88 
247.  70 
252.  80 
258.  00 
203.  52 
269.  20 
27.5.  12 
281.  28 
287.  70 
294.  48 


5500.  60 
515.  60 
524.  60 
534.  00 
543.  60 
55.3.  40 
503.  60 
573.  80 
5S4.  00 
595.  00 
007.  20 
619.  40 
632.  00 
045.  00 
058.  80 
073.  00 
687.  80 
703.  20 
719.  40 
736.  20 


$1,01.3.20 
1,031.20 
1,  049.  20 
1,008.  00 
1,087.  20 
1,  106.  80 
1,  127.  20 
1,  147.60 
1,  169.  20 
1,  191.  20 
1,214.  40 
1,  238.  80 
1,  264.  00 
1,  290.  00 
1,  317.  60 
1,  340.  00 
1,  37.5.  60 
1,  400.  40 
1,  438.  80 
1,  472.  40 


1, 513.  20 


$10,  132 
10,  312 
10,  492 
10,  080 
10,  872 
11,068 
11,272 
11,476 
11,692 
11,912 
12,  144 
12,  388 
12,  640 

12,  900 

13,  176 
13,  460 

13,  756 

14,  064 
14,  388 
14,724 


15, 132 


Percent 
0.  00 
3.55 
3.52 
3.54 
3.56 
3.  .57 
3.59 
3.59 
3.01 
3.63 
3.66 
3.  69 
3.72 
3.75 
3.79 
3.82 
3.86 
3.90 
3.  93 
3.97 


(3)  On  current 
redemption 
value  from 

beglnninc  ot 
eaeli  li.ilf- 
year  period 
to  extended 
maturity 


PercetU 

'  3.  75 

»  3.  76 

2  3.78 

'  3.79 

2  3.80 

2  3.81 

2  3.  82 

>4.24 

»4.28 

»  4.  32 

'  4.37 

»  4.41 

4.55 

4.61 

4.67 

4.74 

4.82 

4.94 

5.  U 

5.54 


iMontli,  day.  and  year  on  wliicli  issues  of  Octoljer  1,  1952,  enter  eacli  perio<i.  For  subsequent  is.sue  niontlis  add  the  appropriate  number  of  n 

2  Yield  from  beginning  of  each  iialf-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  tlie  Dt-cembcr  1,  196.'),  revision. 

3  Yield  from  beginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  June  1, 1968,  revision. 

*  19  years  and  8  months  from  issue  date.  Extended  maturity  value  improved  by  the  revision  of  June  1,  1968. 

*  Yield  on  purciiase  priec  from  issue  dale  to  extended  maturity  date  is  3.60  percent. 


TABLE  29 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1.  1952,  THROUGH  MARCH  I,  1933 


$18.75 

$37.  50 

$75.  00 

$150.  00 

$375.  00 

$750.  00 

$7,  500 

Approxlmat 
yi 

25.00 

50.00 

100.00 

200.  00 

500.  00 

1,  000.  00 

10,  000 

Id 

(1) 

Redemptlor 

values  duri 

ig  each  half- 

i-ear  period 

(2)  On  the 

(values  incre 

ase  on  first  d 

ay  of  period 

shown) 

redemption 
value  at  start 
oftheextended 

(3)  On  current 
redemption 

value  from 

iiinning  9  years  8  montlis  after  issue 

maturity 

beginning  of 

date) 

period  to  the 
beginning  of 

each  half- 

EXTENT 

ED  MATl 

RiTY  pe: 

;IOD 

year  period 

each  half-year 

to  extended 

period 

maturity 

thereafter 

Percent 

Percent 

Pirst '/^  year. "(8/1/62) 

$25.  39 

$50.  78 

$101.  56 

.$203.  12 

$507.  80 

$1,  015.  60 

$10,  150 

0.00 

=  3.75 

J^to  lyear _.  (2/1/63) 

Ito  ll{ years (8/1/63) 

25.  84 

51.08 

103.  30 

200.  72 

510.  80 

1,  033.  00 

10,  336 

3.  54 

=  3.70 

20.  29 

52.  58 

105.  10 

210.  32 

525.  80 

1,  051.  60 

10,516 

3.51 

=  3.77 

IH  to  2  years (2/1/64) 

26.70 

53.52 

107.  04 

214.  08 

53,5  20 

1,  070  40 

10,  704 

3.  53 

=  3.79 

2  to  2'A  years (8/1/64) 

27.24 

54.48 

108  90 

217.  92 

544.  80 

1,  OSO.  00 

10,  896 

3.  55 

=  3.80 

2'Ato  3  years (2/1/65) 

27.  74 

55.48 

110.96 

221.  92 

554.  80 

1,  109.  00 

11,090 

.3.  57 

=  3.81 

3to3}iyears (8/1/65) 

28.24 

50.48 

1 12.  96 

225.  92 

504.  80 

1,  129.  00 

11,296 

3.  5S 

=  3.  82 

3J$to4years (2/1/66) 

28.76 

57.52 

115.04 

230.  OS 

575  20 

1,  1.50  40 

1 1,  .504 

3.  59 

'4.23 

4  to  4'A  years (8/1/60) 

29.  30 

58.60 

117.20 

231.  40 

oSO.  01) 

1,  172  00 

11,720 

.3.  01 

'  4.27 

4J<to  5  years (2/1/67) 

29.  85 

59.70 

1 19.  40 

238.  ,S0 

597.  00 

1,  194.  00 

1 1,  940 

3.  03 

'  4.  32 

5  to  aVi  years (8/1/67) 

30.43 

60  86 

121.  72 

24.1  44 

(iOS.  00 

1,217.20 

12,  172 

3.  05 

3  4.  30 

Si-'z  to  0  years (2/1/08) 

31.  04 

62.  08 

124.  16 

24S.  32 

620.  SO 

1,241.  00 

12,416 

3.09 

3  4.  40 

6  to  6;/2  years (8/1/68) 

31.67 

63.  34 

120  68 

253.  30 

033.  40 

1,  260.  80 

12,  66S 

3.72 

4.  55 

0}4to7years (2/1/09) 

32.  33 

64.  00 

129.  32 

258.  64 

040.  60 

I,  293.  20 

12,  932 

,3.  75 

4.60 

7  to  7'A  .years (8/1/09) 

33.  02 

60.  04 

132  OS 

264.  16 

600.  40 

1,  320.  80 

13,  208 

3.  79 

4.  06 

7W  to  8  years (2/1/70) 

33.  73 

67.  46 

134.  92 

209.  84 

074.  60 

1,  349.  20 

1.3,492 

3.  82 

4.  73 

StoSJliyears (8/1/70) 

34.47 

68.  94 

137.  88 

275.  70 

689.  40 

1,  378.  80 

13,  7SS 

3.  80 

4.81 

S'A  to  9  years (2/1/71) 

35.  24 

70.  48 

140.  96 

281.  92 

704.  SO 

1,  409.  60 

14,  090 

3.  89 

4.  93 

9to9)'2years- (8/1/71) 

30.00 

72.  12 

144.  24 

288.  4S 

721.20 

1,  442.  40 

14,  424 

3.  94 

.5  07 

OJ'zto  lOyears (2/1/72) 

30.  90 

73.80 

147.  60 

295.  20 

73S.  00 

1,  470.  00 

14,  700 

3.97 

5  47 

EXTENDED    MATURITY 

VALUE  (10  years  from 

original  maturity 

date)'. -(8/1/72) 

37.91 

75.82 

151.  64 

303.  28 

758.  20 

1,516.40 

1.5, 164 

M.05 

*  Month,  day,  and  year  on  wlilcli  Issues  ol  Docenibcr  1,  y^^2.  enter  each  period.  For  subsequent  Issue  niontlis  add  the  appropriate  number  o[  months. 

2  Yield  from  beginning  ot  eaeli  baU-yeur  period  to  fxlcnded  maturity  at  extended  maturity  vahiu  prior  to  ihf  Doccmher  1, 1065,  revision. 

3  Yield  (rom  beginning  ol  each  bait-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  June  1, 196S,  revision. 

*  I'J  years  and  8  months  from  issue  dale.  Extended  maturity  value  improved  by  the  revision  olJune  1, 1%8. 
'  Yield  o»  purchase  price  from  issue  date  to  extended  maturity  date  Is  3.61  percent. 


EXHIBITS 
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TABLE  30 
BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  MAY  I,  1953 


Issue  price 

$18.  75 

.$37. 50 

$75.00    $150.00 

$375.  00 

$750.  00 

$7,  500 

Approximate  investment 

25.00 

50.00 

100.00      200.00 

500.  00 

1,  000.  00 

10,000 

yle 

Id 

(1)  Redemption  values  during  eacli  half-year  period 

(2)  On  the 

(values  inerease  on  first  day  of  period  shown) 

redemption 

(3)  On  current 

value  at  start 
of  the  extended 

Period  after  original  maturity  (be- 

value from 

ginning  0  years  8  months  after  issue 

maturity 

beginning  of 

dale) 

period  to  the 
beginning  of 
each  half-year 

EXTENDED  MATURITY  PERIOD 

year  period 

to  extended 

period 

maturity 

thereafter 

PtTcent 

Perunl 

First  ]i  year '(12/1/62) 

$25.  39 

$50.  78 

$101.56 

$203.  12 

$507.  80 

$1,  01.5.  60 

$10,  156 

0.00 

2  3.75 

Yi  to  1  your (6/1/63) 

25.84 

51.68 

103.  36 

206.  72 

516.  80 

1,  033.  60 

10,  336 

3.54 

2  3.76 

1  to  1!;  years (12/1/63) 

26.29 

52.  58 

10.5.  16 

210.  .32 

525.  SO 

1,  051.  60 

10,  516 

3.51 

23.77 

IH  to  2  years (6/1/64) 

26.76 

53.  52 

107.  04 

214.08 

535.  20 

1,  071).  40 

10,  704 

3,53 

23.79 

2  to2;/2years (12/1/64) 

27.  24 

54.  48 

108.96 

217.  92 

544.  80 

1,  089.  60 

10,  896 

3.55 

23.  80 

2%  to  3  years (6/1/65) 

27.74 

55.48 

110,96 

221.  92 

554.  80 

1,  109.  60 

11,096 

.3.57 

2  3,81 

3  to3!S  years (12/1/65) 

28.  24 

56.48 

112.96 

225.  92 

564.  80 

1,  129.  60 

11,296 

3.58 

3  4.  22 

SJ'z  to  4  years (6/1/66) 

28.  77 

57.  54 

11.5.08 

230.  16 

575.  40 

1,  150.  80 

11,  .508 

3.60 

'4,26 

4  to4!'3years (12/1/66) 

29.31 

58.62 

117.  24 

234.  48 

586.  20 

1,  172.  40 

11,724 

3.62 

34,30 

4H  to  5  years (6/1/67) 

29.87 

59.74 

119.48 

238.  96 

597.  40 

1,  194.  80 

11,948 

3.64 

34,35 

5  to  5)^  years (12/1/67) 

30.46 

60.92 

121.84 

243.  68 

609.  20 

1,  218,  40 

12,  184 

3.67 

3  4,  39 

5K2  to  G  years (6/1/68) 

31.07 

62.  14 

124.  28 

248.  56 

621.  40 

1,  242.  SO 

12,  428 

3.70 

4,53 

6  to6'2  vears (12/1/68) 

31.  71 

63.42 

126.  84 

253.  68 

634.  20 

1,  268,  40 

12,  684 

3.74 

4,58 

6K  to  7  vears (6/1/69) 

32.38 

64.76 

129.  52 

259.  04 

647.  60 

1,  295,  20 

12,  952 

3.78 

4.63 

7  to  714  years (12/1/69) 

33.07 

66.  14 

132.  28 

264.  56 

661.  40 

1,  322.  80 

13,  228 

3,81 

4.70 

7;'2  to8  vears (6/1/70) 

33.79 

67.  58 

135.  16 

270.  32 

67.5.  80 

1,  351.  60 

13,516 

3.85 

4.76 

8  to  8!:  years (12/1/70) 

34.54 

69.08 

138.  16 

276.  32 

690.  80 

1,  3S1.  60 

13,816 

3,88 

4.84 

81^  to  9  years (8/1/71) 

35.31 

70.62 

141.24 

282.  48 

706.  20 

1,  412.  40 

14,  124 

3,92 

4.97 

9  to  9'^  vears (12/1/71) 

36.  13 

72.  26 

144.  52 

289.  04 

722.  60 

1,  445.  20 

14,  452 

3.96 

5,  14 

9!^.  lo  10"  years (6/1/72) 

36.  97 

73.94 

147.  88 

295.  76 

739.  40 

1,  478.  80 

14,  788 

3,99 

5,63 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' (12/1/72) 

38.01 

76.02 

152. 04 

304.  08 

760.  20 

1,  520.  40 

15,  204 

=  4.08 

1  Month,  dav,  and  vear  on  whifli  is 

MicsofAi.r 

1  1.  10:,^.  PiitiTcacli  prrioa.  For  sub 

equont  issue  months  add  tl 

e  appropriat 

B  number  of  months. 

■  Yield  from  beginning  of  each  hall 

MMf   IICTI". 

In  .■NiMi.Ird  inalilrilv  al  rMaihledl 

taturity  value  prior  to  the  1 

eceinber  1, 19B5,  revision. 

3  Yield  from  beginning  ofeacli  li all 

lM,Atr,i<|r,l  iiiaMiril\   al  rMnaledl 

Maturity  value  prior  to  tlie  . 

inc  1,  1968, 1 

jvision. 

*  ly  voars  and  8  niontiis  front  isiiii 

I.Llc     KMci 

lr,l  m  ilurilv  vahir  iinpnuaai  by  tV 

e  revision  of  June  1, 1998. 

*  Y'ield  on  purcliase  price  from  l:^^u 

'  JjlC  lo  L'X 

cudrd  nia 

urity  dale  is 

i.di  percent 

TABLE  31 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1,  1953 


Issue  price $18.75 

Denomination 25.00 


$37.  50 
50.00 


$75.  00 
100.  00 


$150.00  $375.00 
200.00   500.00 


$750.  00 
1,  000.  00 


$7,  500 
10,  000 


Period  after  original  maturity  (lie- 
ginning  9  years  8  months  after  issue 
date) 


First  Mye.ar '(2/1/63) 

]i  to  1  year (8/1/63) 

1  to  1!{  years (2/1/64) 

1 M  to  2  years (8/1/64) 

2  to  2}^  years (2/1/65) 

2!^to  3  years (8/1/65) 

3  to  Z\i  years (2/1/66) 

3!'2  to  4  years. (8/1/66) 

4  to  4;$  years (2/1/67) 

i\i  to  5  years (8/1/67) 

5  to  5;$yeiirs (2/1/68) 

5>Uo6yc.ars (8/1/68) 

6  to  6;{.  years (2/1/69) 

e;^  to  7  years (8/1/69) 

7  to  7)^  years (2/1/70) 

7;Uo  8  years (8/1/70) 

8  to  8;;;  ye.ars (2/1/71) 

8!iS  to  9  years (8/1/71) 

9  to  9!^  years (2/1/72) 

95^2  to  10  vears (S/1/72) 

EXTENDED  MATURITY 

VALUE  (10  years  from 
original  maturity 
date)' (2/1/73) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 

value  al  start 

oftheextended 
maturity 

period  to  the 
beginning  of 

paoh  halt-year 

thereafter 


$25,  45 

$50.  90 

25.90 

51,  SO 

26.  36 

52.72 

26.83 

53,  06 

27.31 

54,  62 

27,  SO 

55,60 

2S,  31 

56,  62 

28,84 

57,  6S 

29.38 

58.76 

29,  94 

59.  88 

30,53 

61.  06 

31,  15 

62.30 

31,78 

63.56 

32,46 

64.  92 

33.  14 

66.  2S 

33,  87 

07.74 

34,  62 

69.24 

3.5.  40 

70.  SO 

30,  21 

72,  42 

37,  05 

74.10 

38.10 

76.20 

$101,  80 
103,  60 
10.5,  44 
107.  32 
109.  24 
111.  20 
113.  24 
115.  36 
117,52 
119,  76 
122,  12 
124,  60 
127,  12 
129,  S4 
132,  .56 
1.3.5.  4S 
138,  48 
141,  GO 
144,  S4 
148,  20 


$203,  GO 
207,  20 
210,  SS 
214  64 
218,  48 
222,  40 
226,  48 
230,  72 
235,  04 
239,  52 
244,  24 
249,  20 
254,  24 
259,  6S 
265,  12 
270,  90 
276,  96 
2S3,  20 
2S9,  68 
290,  40 


5509.  00 
518,  00 
527.  20 
536.  60 
546.  20 

556.  00 
566.  20 
576.  80 

557.  60 
598.  80 
610.  60 
623.  00 
635.  60 
649.  20 
662.  80 
677.  40 
692.  40 
70S,  00 
724,  20 
741.  00 


61,  018.  00 
1,  036.  00 
1,  054.  40 
1,  073.  20 
1,  092,  40 
1,  112,00 
1,  132.  40 
1,  1.53.  60 
1,  175,  20 
1,  197,  60 
1,221,  20 
1,  246.  00 
1,  271,  20 
1,  29S,  40 
1,  325,  60 
1,  354,  SO 
1,  3S4,  SO 
1,416,  00 
1,  448,  40 
1,  482.  00 


1,524.00 


$10,180 
10,  360 
10,  544 
10,  7.32 
10,  924 
11,120 
11,324 
11,536 
11,752 
11,976 
12,212 
12,  460 
12,712 

12,  984 

13,  256 

13,  548 
13,848 

14,  160 
14,  4S4 
14,  S20 


PeTcent 
0,00 
3.54 
3,  54 
3.  55 
3,  56 
3.  56 
.3,  58 
.3,  60 
3,62 
.3,64 
3.67 
3.71 
3.74 
3.78 
3.81 
3.85 
3.88 
3,92 
3.96 
3,99 


=  Yield  from"  ht 


?ar  on  which  issues  of  ,lune  1,  1953,  enter  each  period.  For  subsequent  issue  months  add  tlie  appropriale  number  of  months. 
ng  of  cacli  half->'cai-  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  December  I,  1965,  revision. 
iig  of  each  half- \  car  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  June  1,  1968,  revision. 
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TABLE  32 
BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1.  1953 


$18.75 

$37. 50 

$75. 00 

$150.00 

$375.  00 

$750. 00 

$7, 500 

25.00 

50.00 

100. 00 

200. 00 

500. 00 

1, 000. 00 

10, 000 

yi 

Id 

(1)  Redemption  values  during  each  half-i 

ear  period 

(2)  On  the 

(values  increase  on  first  day  ot  period  shown) 

redemption 

(3)  On  current 

value  at  start 
oUheoxtcnded 

Period  ttflcr  origlntti  maturity  (be- 

value  from 

ginning  9  years  8  months  after  Issue 

maturity 

beginning  of 

date) 

period  to  the 
beclnnlngor 
eacli  half-year 

EXTENDED  MATURITY  PERIOD 

year  period 

to  extended 

period 

maturity 

thereafter 

Pmint 

Peretnt 

First  Hvear "(6/1/63) 

$25.  45 

S50.  90 

$101.80 

$203.  60 

$509.  00 

$1,018.00 

$10,  180 

0.00 

»3.  75 

iito  lyear (12/1/G3) 

1  to  I'/f  years. (G/I/64) 

25.90 

51.80 

103.  60 

207.  20 

518.  00 

1,  036.  00 

10,  360 

3.54 

»3.76 

26.36 

52.72 

105.  44 

210.88 

527.  20 

1,  054.  40 

10,  544 

3.54 

«3.  77 

IH  to  2  years (12/1/64) 

26.83 

53.66 

107  32 

214.64 

536.  60 

1,  073.  20 

10,  732 

3.55 

»3.  78 

2  to  2'A  years (6/1/65) 

27.31 

54.62 

109.  24 

218.48 

546.  20 

1,  092.  40 

10,  924 

3.56 

'3.80 

2J^  to  3  years (12/1/65) 

27.80 

55.60 

111.20 

222.  40 

556.  00 

1,  112.00 

11,  120 

3.56 

'4.21 

3  to  3}<  years (6/1/66) 

28.32 

56.64 

11.3.2s 

226.  56 

566.  40 

1,  132.  80 

11,328 

3.59 

M.  24 

SVi  to  4  years (12/1/66) 

28.85 

57.70 

115.40 

230.  80 

577.  00 

1,  154.  00 

11,540 

3.61 

'4.28 

4  to  4H  years -(6/1/67) 

29.40 

58.80 

117.60 

235.  20 

588.  00 

1,  176.  00 

11,760 

3.64 

'4.32 

4J'2to5years (12/1/67) 

29.96 

59.92 

119.84 

239.  68 

599.  20 

1,  198.  40 

11,984 

3.66 

'4.37 

5  to  5%  years (6/1/68) 

30.56 

61.12 

122.  24 

244.  48 

611.20 

1,  222.  40 

12,224 

3.69 

4.51 

SYi  to  6  years (12/1/68) 

31.  19 

62.38 

124.  76 

249.  52 

623.  SO 

1,  247.  60 

12,  476 

3.73 

4.55 

6  to  6}^  years (6/1/69) 

31.83 

63.66 

127.32 

254.64 

636.  60 

1,  273.  20 

12,  732 

3.76 

4.61 

6V2  to  7  years (12/1/69) 

32.51 

65.02 

130.  04 

260.  08 

650.  20 

1,  300.  40 

13,  004 

3.80 

4.65 

7  to  7/2  years (6/1/70) 

33.  19 

66.38 

132.  76 

265.  52 

663.  80 

1,  327.  60 

13,  276 

3.83 

4.73 

V,i  to  8  years (12/1/70) 

33.93 

67.86 

135.  72 

271.  44 

678.  60 

1,  357.  20 

13,572 

3.87 

4.79 

8  to  815  years (0/1/71) 

34.68 

69.36 

13S.  72 

277.  44 

693.  60 

1,  387.  20 

1.3,  872 

3.91 

4.88 

8K  to  9  years (12/1/71) 

35.47 

70.94 

141.  SS 

283.  76 

709.  40 

1,418.80 

14,  188 

3.94 

4.99 

9  to  912  years (6/1/72) 

36.  28 

72.  56 

145.  12 

290.  24 

725.  60 

1,451.20 

14,512 

3.98 

5.20 

9'-^  to  10' years (12/1/72) 

37.13 

74.26 

148.  52 

297.  04 

742.  60 

1,  485.  20 

14,  852 

4.02 

5.71 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' (6/1/73) 

38.19 

76.38 

152.  76 

305.  52 

763. 80 

1, 527. 60 

15, 276 

M.IO 

'  Month,  day,  and  year  on  which  issues  of  October  1. 1953,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

*  Yield  from  beginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  December  1, 1965,  revision. 
3  Yield  from  beginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  June  1, 1968,  revision. 

*  19  years  and  8  months  from  issue  date.  Extended  maturity  value  improved  by  the  revision  of  June  1, 19C8. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.65  percent. 


TABLE  33 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1953,  THROUGH  MARCH  1,  1954 


$18.75 

$37.  50 

$75.  00 

$150.00 

$375.  00 

$750.  00 

$7,  500 

Approxlmat 
yl 

25.00 

50.00 

100.  00 

200. 00 

500.  00 

1,  000. 00 

10,  000 

Id 

(1) 

!tedcmption 

values  durin 

g  each  half-y 

ear  period 

(2)  On  the 

( 

values  incrc 

sc  on  lirst  d 

y  of  period 

hown) 

redemption 
value  at  start 
oftheextended 

redemption 

Period  after  original  maturity  (be. 

value  from 

ginning  0  years  8  months  after  L^sue 

maturity 

begliuilngof 

period  to  the 
beginning  of 

each  half- 

EXTEND 

!D  MATU 

tITV  PER 

:0D 

year  period 

each  half-year 

to  extended 

period 

maturity 

thereafter 

Prr«nt 

Ptreenl 

First  %  year '(S/1/03) 

$2.i.  52 

$51.  04 

$102.  OS 

$204.  10 

$510.  40 

$1,  020.  SO 

$10,208 

0.00 

"  3.  75 

}^to  1  year (2/1/64) 

1  to  IJ^ years (.s/1/64) 

25.  97 

51.  04 

103.  SS 

207.  76 

519.  40 

1,  03S.  SO 

10,  3SS 

3.53 

•3.76 

26.  43 

52.  86 

10,-).  72 

211.44 

528.  60 

1,  057.  20 

10,  572 

3.  .53 

»3.  77 

1}^  to  2  years (2/1/6.0) 

20.  90 

53.  SO 

107.  00 

21.').  20 

53S.  on 

1,  076.  00 

10,  760 

3.54 

'3.79 

2  to  2}^  years .(S/l/G.")) 

27.  38 

54.  76 

109.  52 

219.04 

547.  CO 

1,  095.  20 

in,  952 

3.  55 

'3.80 

2J<  to  3  years (2/1/66) 

27.  8S 

5.5.  76 

1 1 1.  .52 

223.  04 

557.  60 

1,  11,5.20 

11,  152 

3.  57 

M.  21 

3to3;iyears (S/1/66) 

2S.  40 

56.  SO 

113.60 

227.  20 

568.  00 

1,  136.  00 

11,360 

3.60 

'  4.  25 

3'A  to  4  years (2/1/67) 

28.  93 

57.86 

11.-).  72 

231.  44 

578.  60 

1,  157.  20 

11,572 

3.62 

'4.29 

4  to  i'A  years (8/1/67) 

29.  48 

58.96 

117.92 

235.  84 

589.  60 

1,  179.  20 

11,792 

.3.64 

'  4.  33 

4ii  to  5  years (2/1/68) 

30.  05 

60.  10 

120.  20 

240.  40 

601.  00 

1,  202.  00 

12,  020 

3.66 

'4.37 

5  to  5!'2  years (8/1/68) 

30.  65 

61.30 

122.  00 

24.5.  20 

613.  00 

1,  226.  00 

12,  260 

3.70 

4.51 

5!^  to  6  years (2/1/69) 

31.27 

62.  54 

125.  OS 

250.  16 

625.  40 

1,  250.  SO 

12,  ,508 

3.73 

4.  50 

6to6)'2years (S/1/69) 

31.  92 

63.  84 

127.  68 

25.5.  36 

038.  40 

1,  276.  SO 

12,  768 

3.76 

4.61 

6^1  to  7  years (2/1/70) 

32.  60 

65.  20 

130.  40 

260.  80 

652.  00 

1,  304.  00 

13,  040 

3.80 

4.60 

7  to  7}^  years (S/1/70) 

33.  30 

66.60 

133.  20 

266.  40 

666.  00 

1,  332.  00 

13,  320 

3.84 

4.72 

7H  to  8  years (2/1/71) 

34.  02 

6S.  04 

136.08 

272.  16 

6S0.  40 

1,  360.  80 

13,  608 

3.87 

4.  80 

StoSKyears (8/1/71) 

31.  77 

69.54 

139.  08 

278.  16 

69,5.  40 

1,  390.  80 

13,908 

3.90 

4.  89 

8J^  to  9  years (2/1/72) 

35.  56 

71.  12 

142.  24 

284.  48 

711.20 

1,  422.  40 

14,  224 

3.94 

.5.  01 

9  to  9J^  years (8/1/72) 

36.  38 

72.  76 

145.  52 

291.04 

727.  60 

1,  4.55.  20 

14,  552 

.3.  98 

5.21 

9J4to  10  years (2/1/73) 

37.23 

74.46 

148.  92 

297.  84 

744.  60 

1,  489.  20 

14,  892 

4.02 

5.75 

EXTENDED  MATURITY 

VALUE  (10  years 

from  original  maturity 

date)' _..  (8/1/73) 

38.30 

76.60 

153.  20 

306.  40 

766.  00 

1,  532. 00 

15,320 

M.  10 

I  Month,  day,  and  year  on  which  Issues  of  December  1, 1953,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  ot  montlis. 
'  Yield  from  beginning  of  each  haU-yc.\r  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  December  1, 1%5,  revision. 
i  Yield  from  bt-KinninR  of  each  half-year  ^>criod  to  extended  maturity  al  cxlt-nded  maturity  value  prior  to  Ihu  June  1, 1963,  revision. 


EXHIBITS 
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TABLE  34 
BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  MAY  1,  1954 


$18.75 

$37.  50 

$75.  00 

$150.00 
200.  00 

$375.  00 
500.  00 

$750.  00 
1,  000.  00 

$7,  500 
10,  000 

e  Investment 
d 

25.00 

50.00 

100.  00 

yle 

(1)  Redemption 

values  during  each  half-year  period 

(2)  On  the 

(values  increase  on  first  d 

iy  of  period  shown) 

redemption 
value  at  start 

(3)  On  current 

period  after  original  maturltv  (be- 

ginning 9  years  8  months  after  issue 

EXTENDED  MATURITY  PERIOD 

beginning  of 
each  half-year 

year  period 

to  extended 

period 

maturity 

thereafter 

First  Vi  year i(12/I/63) 

$25.  52 

$51.  04 

$102.  OS 

$204.  16 

$510.  40 

$1,  020.  80 

$10,208 

0.00 

=  3.75 

Kto  lyear (6/1/64) 

1  to  lj{ years (12/1/64) 

25.  97 

51.94 

103.  88 

207.  76 

519.40 

1,  038.  80 

10,  388 

3.53 

'3.76 

26.43 

52.  86 

105.  72 

211.44 

528.  60 

1,  057.  20 

10,  572 

3.53 

=  3.77 

IH  to  2  years (6/1/65) 

26.90 

53.80 

107.  60 

215.  20 

538.  00 

1,  076.  00 

10,  760 

3.54 

=  3.79 

2  to  2K  years (12/1/65) 

27.  38 

54.76 

109.  52 

219.04 

547.  60 

1,  095.  20 

10,  952 

3.55 

M.  20 

2%  to  3  years (6/1/66) 

27.  89 

55.  78 

111.56 

223.  12 

557.  80 

1,  115.  60 

11,  156 

3.58 

'4.23 

3  to  3>^  years (12/1/66) 

28.41 

56.82 

113.  64 

227.  28 

568.  20 

1,  136.  40 

11,364 

3.61 

'4.27 

3K  to  4  years (6/1/67) 

28.94 

57.  88 

115.  76 

231.  52 

578.  80 

1,  157.  60 

11,576 

3.63 

M.  31 

4  to4J<years (12/1/67) 

29.50 

59.  00 

118.00 

236.  00 

590.  00 

1,  ISO.  00 

11,800 

3.66 

'4.35 

4%  to  5  years (6/1/6S) 

30.08 

60.  16 

120.  32 

240.  64 

601.  60 

1,  203.  20 

12,  032 

3.69 

4.48 

5  to  5H  years (12/1/68) 

30.  69 

61.38 

122.  76 

245.  52 

613.  SO 

1,  227.  60 

12,  276 

3.72 

4.53 

5J<to6years (6/1/69) 

31.31 

62.  62 

125.  24 

250.  48 

626.  20 

1,  252.  40 

12,  .524 

3.75 

4.58 

6  to  GVi  years (12/1/69) 

31.96 

63.92 

127.  84 

255.  68 

639.  20 

1,  278.  40 

12,  784 

3.79 

4.64 

6>'2  to  7  years (6/1/70) 

32.65 

65.30 

130.  60 

261.  20 

653.  00 

1,  306.  00 

13,  060 

3.83 

4.68 

7  to  7K  years (12/1/70) 

33.35 

66.70 

133.  40 

266.  80 

667.  00 

1,  334.  00 

13,  340 

3.86 

4.75 

7M  to  8  years (6/1/71) 

34.08 

68.  16 

136.  32 

272.  64 

681.  60 

1,  363.  20 

13,  632 

3.89 

4.  82 

8  to  8^':  years (12/1/71) 

34.84 

69.68 

139.  36 

278.  72 

696.  80 

1,  393.  60 

13,  936 

3.93 

4.91 

BYz  to  9  years (6/1/72) 

35.63 

71.26 

142.  52 

285.  04 

712.  60 

1,  425.  20 

14,  252 

3.96 

5.04 

9  to  9J<  years (12/1/72) 

36.  45 

72.90 

145.  80 

291.  60 

729.  00 

1,  458.  00 

14,  580 

4.00 

5.25 

9H  to  10  years (6/1/73) 

37.30 

74.60 

149.  20 

298.  40 

746.  00 

1,  492.  00 

14,  920 

4.04 

5.84 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' (12/1/73) 

38.39 

76.78 

153.  56 

307. 12 

767. 80 

1,  535.  60 

15,  356 

M.13 

»  Nfonlh.  day,  and  year  on  which  issues  of  April  1, 1954,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
-  Yield  from  beginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  Deconiber  1,  19G5,  r 
3  Yield  from  beginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  Juno  1, 1968,  re    ' 

*  19  years  and  8  months  from  issue  date.  Extended  maturity  value  improved  by  the  revision  of  June  1, 1968. 

•  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.68  percent. 


TABLE  35 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEAIBER  1,  1954 


Issue  price $18.  75 

Denomination 25.  00 


Period  after  original  maturity  (be- 
ginning 9  years  8  months  after  issue 
date) 


$37.  50 
50.00 


$75.00  $150.00  $375.00   $750.00   $7,500 
100.00  I  200.00  I  500.00   1,000.00   10,000 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 
redemption 
value  at  start 
of  the  extended 

maturity 

period  to  the 

beginning  of 

each  half-year 

period 

thereafter 


(3)  On  current 
redemption 
value  from 

beginning  of 
each  half- 
year  period 
to  extended 
maturity 


First  }^  year '(2/1/64) 

M  to  1  year (8/1/64) 

1  to  lj{vears (2/1/65) 

IH  to  2  years -(S/1/65) 

2  to  2}^  years (2/1/66) 

2'A  to  3  years (8/1/66) 

3  to  3M  years (2/1/67) 

3}'2  to  4  vears (8/1/67) 

4  to  i'i  years (2/1/68) 

4/2  to  5  years (8/1/68) 

5  to  6H  vcirs (2/1/69) 

5)4  to  6  vears (8/1/69) 

6  to  G'yi  years (2/1/70) 

6;i  to  7  years (S/1/70) 

7  to  TA  years (2/1/71) 

7Hto  8  years (8/1/71) 

8  to  8;'2  years (2/1/72) 

S]i  to  9  years (8/1/72) 

9  to  91 J  years -(2/1/73) 

9}Uo  idye-trs (8/1/73) 

EXTENDED  MATURITY 

VALUE  (10  years  from 
original  maturity 
dale)' (2/1/74) 


$25.  58 

$51.  16 

$102.  32 

26.03 

52.06 

104.  12 

26.49 

52.  98 

105.  96 

26.96 

53.  92 

107.  84 

27.45 

54,  90 

109.  80 

27  95 

55.  90 

111.  SO 

28.47 

56.  94 

113.  88 

29.  01 

58.  02 

116.04 

29.57 

59.  14 

118.28 

30.  15 

60.30 

120.  60 

30.76 

61.  52 

123.  04 

31.39 

62.78 

125.  56 

32.  04 

64.08 

128.  16 

32.72 

65.44 

130.  88 

33.  42 

66.84 

133.  68 

34.  16 

68.32 

136.  64 

34.  92 

69.  84 

139.  68 

35.71 

71.42 

142.  84 

36.53 

73.06 

146.  12 

37.39 

74.78 

149.  56 

38.49 

76.98 

153.96 

$204.  64 
208.  24 
211.  92 
215.  68 
219.  60 
223.  60 
227.  76 
232.  OS 
236.  56 
241.20 
246  08 
251.  12 
256.  .32 
261.  76 
267.  36 
273.  28 
279.  36 
285.  08 
292.  24 
299.  12 


$511. 

60 

520. 

60 

529. 

80 

539. 

20 

549. 

00 

559. 

00 

5(i9. 

40 

580. 

20 

.591 

40 

603. 

00 

615. 

20 

627. 

SO 

640. 

80 

654.  40 

6fiS. 

40 

683. 

20 

698.  40 

714. 

20 

730. 

60 

747. 

80 

769 

80 

;i,  02.3.  20 
1,041.20 
1,  059.  60 
1,  078.  40 
1,  098.  00 
1,  lis.  00 
1,  138.  80 
1,  160.  40 
1,  182.  80 
1,  206.  00 
1,  230.  40 
1,  255.  60 
1,  281.  60 
1,  308.  SO 
1,  336.  SO 
1,  366.  40 
1,  396.  80 
1,  428.  40 
1,461.20 
1,  495.  60 


1,  539.  60 


$10,232 
10,  412 
10,  596 
10,  784 

10,  980 

11,  ISO 
11,  388 
11,  604 

11,  828 

12,  060 
12,  304 
12,  556 

12,  816 

13,  OSS 
13,  308 

13,  664 
13,968 
14,284 

14,  612 
14,  956 


15,396 


Percent 
0.00 
3.  52 
3.  53 
3.  53 
3.  56 
3.  58 


3. 

3. 

3. 

3. 

3. 

3. 

3. 

3. 

3.86 

3.89 

3.93 

3.96 

4.00 

4.01 


Percent 

23.75 

8  3.76 

23.77 

23.79 

'4.20 

»4.24 

M.  27 

S4.31 

»4.  35 

4.49 

4.53 

4.  58 

4.64 

4.69 

4.76 

4.  83 
4.93 

5.  06 
5.30 
5.88 


1  Month,  day,  and  year  on  which  issues  of  June  1, 1354,  enter  each  period.  For  .subsequent  issue  months  add  the  appropriate  number  of  months. 
3  Yield  from  beginning  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  December  1,  1965,  rcvisioa. 
3  Yield  from  beginning  of  each  half-jear  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  Juae  1, 1958,  revision. 

*  19  years  and  8  months  from  issue  date.  Extended  maturity  value  improved  by  the  revision  ol  June  1, 1968. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.69  percent. 
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TABLE  36 

BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1,   1954 


Issue  price i$18.  73    $37.  50 

Denomination 25.00      50.00 


$75.00    $150.00    $37.5.00 
100.00      200.00      500.00 


$750.  00 
1,  000.  00 


$7,  500 
10,  000 


(1)  Redemption  values  during;  each  half-year  period 
(values  increase  on  first  day  of  period  shown) 


Period  after  original  maturity  (be- 
ginning 9  years  8  months  after  issue 
date) 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 

redemption 

value  at  start 

of  the  extended 

malurtty 

Eeriod  10  the 
eginningof 
iach  half-year 
period 
thereafter 


(3)  On  current 
redemption 
value  from 
beginning  of 
each  half- 
year  period 


First  'A  year.. '(6/1/64) 

;«  to  1  year (12/1/64) 

1  to  IM  years (G/1/0.5) 

I'-;  to  2  years (12/1/65) 

2  to  2'/.  years (6/1/66) 

2'3  to  ;{  years (12/l/6(i) 

3  to  3'/.  years (6/1/67) 

31^2  to  4  years (12/1/67) 

4  to  V.i  years (6/1/6S) 

414  to  5  "years (12/1/68) 

5  to  o',i  years (6/1/69) 

5' J  to  6  years (12/1/69) 

6  to  6'-i  years -(6/1/70) 

6U  to  7  yeiirs (12/1/70) 

7  to  7',i  years (6/1/71) 

Tyi  to  8  years (12/1/71) 

8  to  814  years (6/1/72) 

8V2  to  9  years (12/1/72) 

9  to  9';  years (G/1/73) 

9;$  to  idyears (12/1/73) 

EXTENDED  MATURITY 

VALUE  (10  years  from 
original  maturity 
date)' (6/1/74) 


$25.  58 

$51.  16 

$102.  32 

$204.  64 

$511.  60 

26.  03 

52.06 

104.  12 

208.  24 

520.  60 

26.  49 

52.  98 

105.  96 

211.92 

529.  80 

26.96 

53.  92 

107.  84 

215.  68 

539.  20 

27.  46 

54.  92 

109.  84 

219.  68 

549.  20 

27.  96 

5,5.  92 

1 1 1.  84 

223.  6S 

5.59.  20 

28.48 

56.  96 

113.92 

227.  84 

5()9.  60 

29.  03 

58.  06 

116.  12 

2.32.  24 

580.  60 

29.  60 

59.  20 

118.  40 

236.  80 

592.  00 

30.  19 

60.  38 

120.  76 

241.  52 

603.  80 

30.  80 

61.  60 

123.  20 

246.  40 

616.00 

31.43 

62.  86 

125.  72 

251.  44 

628  60 

32.  09 

64.  18 

128.  36 

256.  72 

64 1.  80 

32.77 

65.  54 

131.  08 

262.  16 

655.  40 

33.  48 

66.  96 

133.  92 

267.  84 

669.  60 

34.  22 

68.  44 

136.  88 

273.  76 

684.  40 

34.  98 

69.  96 

139.  92 

279.  84 

699.  60 

3."..  78 

71.  56 

143.  12 

286.  24 

715.  60 

36.  60 

73.  20 

146.  40 

292.  80 

7.32.  00 

37.  47 

74.94 

149..88 

299.  70 

749.  40 

38.58 

77.16 

154.  32 

308.  64 

771.  60 

;i,  023.  20 
1,  041.  20 
1,  059.  60 
1,  078.  40 
1,  098.  40 
1,  lis,  40 
1,  139.  20 
1,  161.  20 
1,  184.  00 
1,  207.  60 
1,  232.  00 
1,  2.57.  20 
1,  283.  60 
1,  310.  80 
1,  339.  20 
1,  368.  80 
1,  399.  20 
1,431.  20 
1,  461.  00 
1,  498.  80 


1, 543.  20 


;iO,  232 
10,412 
10,  ,596 
10,  784 

10,  9.84 

11,  184 
11,  . 392 
11,  612 

11,  840 

12,  076 
12,  320 
12,  572 

12,  836 

13,  108 
13,  392 
13,  688 

13,  992 

14,  312 
14,  640 
14,  988 


15, 432 


Percent 
0.00 
3.  52 
.3.  53 
3.  53 
3.  58 
3.  59 
3.  61 
3.  65 
3.  68 
3.72 
3.75 
3.78 
3.81 
3.  85 
3.88 
3.92 
3.95 

3,  99 

4.  02 
4.06 


Percent 
=  3.  75 
2  3.  76 
»3.  77 
'  4.  19 
'  4.  22 
'  4.  26 
»  4.  30 
'  4.  33 
4.  47 
4.  5 1 


4.72 
4.  78 

4.  85 
4.96 

5.  09 
5.  34 
5.  92 


I-  months  add  the  appropriate  number  of  months. 
■  prior  to  the  December  I,  1965,  revision, 
prior  to  tile  June  1,  I9(i8,  revision. 


TABLE  37 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER   1,   1951,  THROUGH  MAKCH   1,  1953 


$18.75 

$37.  50 

$75.  00 

$150.  00 

$375.  00 

$750.  00 

$7,  500 

Approximat 
yi 

25.00 

50.00 

100.  00 

200.  00 

500.  00 

1,  000.  00 

10,  000 

Id 

(1) 

Redemption  values  durin 

g  each  half-y 

ear  period 

(2)  On  the 

( 

values  increase  on  first  d 

y  of  period  s 

hown) 

redemption 

(3)  On  current 

value  at  start 
ofthc extended 

Period  after  original  maturity  (be- 

value from 

ginning  9  years  8  months  after  issue 

maturity 

beginning  of 

period  to  the 
beginning  of 

EXTENDED  MATU 

ilTY  PEP 

[OD 

year  period 

each  halt-year 

to  extended 

period 

maturity 

thereafter 

Percent 

Percent 

First  !5ycar '(8/1/64) 

$25.  64 

$51.  28 

$102.  56 

$205.  12 

$512.  80 

$1,  02.5.  60 

$10,  256 

0.00 

'3.75 

M  to  1  year (2/1/05) 

26.09 

52.  18 

104.  36 

208.  72 

521.  80 

1,  043.  60 

10,436 

3,51 

2  3.76 

1  to  IH  years (8/1/65) 

26.  55 

53.  10 

106.  20 

212.40 

531.  00 

1,  062.  00 

10,  020 

3,  52 

2  3.  78 

VA  to  2  years (2/1/66) 

27.  03 

54.  06 

108.  12 

211).  24 

540.  60 

1,  081.  20 

10,812 

3,  55 

=  4.  19 

2  to  2J<  years (8/1/66) 

27.  52 

5.5.  04 

110.08 

220.  16 

550.  40 

1,  100.  80 

11,008 

3.  57 

'  4.  22 

2);;  to  3  years. (2/1/67) 

28.  03 

56.06 

112.  12 

224.  24 

560.  60 

1,  121.  20 

11,212 

.3.  60 

'4.  26 

3  to  3J^  years (8/1/67) 

28.  55 

57.  10 

114.20 

228.  40 

571.00 

1,  142.00 

11,420 

3,62 

M.  29 

3J$  to4years .(2/I/6S) 

29.  09 

58.  IS 

116.  30 

232.  72 

581.  80 

1,  163.  60 

11,636 

3,64 

'  4.  33 

4  to  4'A  years. (8/1/68) 

29.  67 

59.34 

118.68 

237.  36 

593.  40 

1,  186.80 

11,  868 

3,  68 

4.46 

4)2  to  5  years (2/1/69) 

30.  20 

60.  52 

121.  04 

242.  08 

005.  20 

1,  210,  40 

12,  104 

3,  72 

4.  51 

5  to  5H  years (8/1/09) 

30.  87 

61.  74 

123.48 

246.  96 

617.  40 

1,  234,  80 

1 2,  348 

3.  75 

4.  56 

5>^  to  0  years (2/1/70) 

31.  51 

63.  02 

126.  04 

252.  08 

630.  20 

1,  260,  41) 

12,604 

3,  78 

4,  60 

0  to  6A  years (8/1/70) 

32.  16 

64.  32 

128.  64 

257.  28 

643.  20 

1,  281).  40 

12,864 

.3,81 

4,  6(i 

6;^i  to7years (2/1/71) 

32.  85 

6.5.  70 

131.  40 

262.  80 

657.  00 

1,  314.  00 

13,  140 

3.  85 

4,  72 

7  to  7><  years (8/1/71) 

33.  56 

67.  12 

134.24 

268.  48 

671.  20 

1,  342.  40 

13,424 

.3.  88 

4,78 

IM  to  8  years (2/1/72) 

34.  30 

68.  60 

137.  20 

274.  40 

680.  00 

1,372,  00 

13,  720 

3.  92 

4.  85 

8  to  8!i  years (8/1/72) 

35.  06 

70.  12 

140.  24 

280.  48 

701.  20 

1,  402,  40 

14,024 

3,  95 

4.96 

SH  to  9  years (2/1/73) 

35.87 

71.74 

14.3.48 

286.  96 

717.40 

1,  434,  80 

14,  348 

3,  99 

.5.  07 

9  to9,'2  years (8/1/73) 

36.  69 

73.38 

146.  76 

293.  52 

73.3.  80 

1,  467.  60 

14,676 

4,  02 

.5,  33 

Q'A  to  10  years (2/1/74) 

37.55 

75.  10 

150.  20 

300.  40 

751.  00 

1,  .502,  00 

1,5,  1120 

4.  06 

.5,97 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' (8/1/74) 

38.67 

77.34 

154. 68 

309.  36 

773. 40 

1, 546. 80 

15,  468 

M.15 

1  Montli.  day,  and  yearon  whicli  is-supsof  Drrrmber  I,  ly.Vi,  ■    !   -^     i  !    inr 
'  Yield  from  bcpinninn  of  each  half-yoar  porioii  to  pxtciul'')  n    ■  i-  ■         ^ 
'  Yield  from  bepinnine  of  each  half-vrar  period  to  extendfl  d.   ;  n  .  . 
M9  years  and  8  months  from  issue  diite.  Kxtcri.ied  matuni \  ^.i.in  .n-i^.-w  i 
>  Yield  on  purchase  price  from  issue  dale  to  extended  nmturny  dale  is  ;i.71  pi' 


v<ue  months  add  the  appropriate  number  of  months. 
-■  prior  to  the  December  1. 1965,  revision. 
I  prior  to  the  June  I,  1968,  revision. 
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TABLE  38 

BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  MAY  1,  1955 


Issue  price.- 

$18.  75 

$37.  50 

$75.  00 

$150.  00 

$375.  00 

$750.  00 

$7,  500 

Approximate  investment 

25.00 

50.00 

100.00 

200.  00 

500.  00 

1,  000.  00 

10,  000 

yie 

Id 

(1)  Redemption 

values  during  each  half-v 

ear  period 

(2)  On  the 

(values  increase  on  first  day  of  period  shown) 

redemption 

(3)  On  current 

value  at  start 
of  the  extended 

Period  after  origina    maturity  (be- 

value from 

ginning  0  years  8  montlis  after  issue 

maturity 

beginning  of 

date) 

period  to  the 

each  half- 

EXTENDED  MATURITY  PERIOD 

year  period 

each  half-year 

to  extended 

period 

maturity 

thereafter 

Percent 

Percent 

First  !'2  year '(12/1/64) 

$25.  64 

$51.  28 

$102.  56 

$205  12 

$512.  80 

$1,  025.  00 

$10,  256 

0.  00 

=  3  75 

;■;  to  1  year ...(6/1/05) 

I  to  IH  years (12/1/65) 

26.  09 

52.  18 

104.  36 

208.  72 

521.  80 

1,  043.  00 

10,436 

3.  51 

2  3.  76 

26.  55 

53.  10 

106.  20 

212.  40 

531.  00 

1,  002.  00 

10,  620 

3.  52 

'  4.  IS 

1)2  to  2  years (6/1/60) 

27.  04 

54.08 

108.  16 

216.  32 

.540.  SO 

1,  081.  00 

10,  S16 

.3.  58 

M.  21 

2  to  2;  4  years (12/1/66) 

27.  53 

55.  06 

110.  12 

220.  24 

550.  60 

1,  101.  20 

11,012 

.3.  M 

'  4.  24 

2'j  to  3  years (6/1/07) 

28.  04 

56.  OS 

112.  16 

224.  32 

560.  80 

1,  121.  60 

11,216 

3.  01 

'  4,  2S 

3  to  .3'i  years (12/1/07) 

28.  57 

57.  14 

1 14.  28 

228.  56 

571.40 

1,  142.  80 

11,428 

3.  64 

•1  4.  31 

3'j  to  4  years (6/1/68) 

29.  12 

58.  24 

110.  48 

232.  90 

582.  40 

1,  164.  80 

11,648 

3.  67 

4.  45 

4  to  Hi  years (12/1/OH) 

29.  70 

59.  40 

118.  SO 

237.  00 

594.  00 

1,  188.  00 

11,880 

3.71 

4.  49 

4' 2  to  5  years (6/1/69) 

30.  29 

60.  58 

121.  16 

242.  32 

00.5.  SO 

1,211.  60 

12,  116 

.3,  74 

4.  54 

5  to  5)5  years (12/1/69) 

30.  91 

61.  82 

123.  04 

247.  28 

018.  20 

1,  236.  40 

12,  364 

3.  77 

4.  58 

5'/,  to  6  years- (6/1/70) 

31.  55 

63.  10 

120.  20 

252.  40 

631.  00 

1,  262.  00 

12,  620 

3.  81 

4.  63 

6  to  6,"2  "years (12/1/70) 

32.21 

64.  42 

12s.  84 

257.  08 

044.  20 

1,  288  40 

12,  SS4 

3.  84 

4.  09 

6!2to  7  years (6/1/71) 

32.  91 

65  82 

131.  64 

203.  28 

058.  20 

1,  316.  40 

13,  104 

3.  88 

4.  74 

7  to  7H  years (12/1/71) 

33.  62 

67.  24 

134.  4S 

20.8,  96 

072.  40 

1,  344.  80 

13,  448 

3.  91 

4.  81 

7>'2to  8  years (6/1/72) 

34.  36 

68.  72 

137.  44 

274.  88 

087.  20 

1,  374.  40 

13,  744 

3.  94 

4.  89 

8  to  8! '2  years (12/1/72) 

35.  13 

70.20 

140.  52 

281.  04 

702.  60 

1,  405  20 

14,  052 

3.98 

4.99 

8'/2to9  years (0/1/73) 

35.  94 

71.88 

143.  76 

287.  52 

718.  80 

1,  437.  60 

14,  376 

4.  01 

5.  12 

9  to  94  years (12/1/73) 

36.  70 

73.  52 

147.  04 

294.  OS 

735  20 

1,  470.  40 

14,  704 

4.  04 

5.40 

9^  to  10  years (6/1/74) 

37.  62 

75.  24 

150.  48 

300.  90 

752.  40 

1,  504.  80 

15,  048 

4.08 

0.  11 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)< (12/1/74) 

38.77 

77.54 

155.  08 

310. 16 

775.  40 

1,  550.  80 

15,  508 

54. 18 

'  Month,  day,  and  year  on  which  is? 
•  Yield  from  beginning  of  each  half- 
3  Yield  from  beginning  of  eacli  ' 


of  April  1,  1955,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

■  perioii  to  extended  maturity  at  extended  maturity  value  prior  to  the  December  1,  1%5,  rpvision. 
,lf-yeiir  iierio<l  lo  extended  maturity  at  extended  maturity  value  prior  to  the  June  1,  1968,  revision. 
?  diite.  Extended  iimturily  value  improved  by  the  revision  of  Juno  1,  I9tj8. 
uc  date  lo  extended  maturity  date  is  3.73  percent. 


TABLE  39 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1,  1955 


Issue  price 

$18.75 

$37.  50 

$75.  00 

$150.00    $.375.00 

$750.  00 

$7,  500 

Approximate  investment 

Denomination 

25.00 

50.00 

100.  00 

200.00   1  500.00 

1,  000.  00 

10,  000 

yield 

(1) 

Redemption 

values  during  each  half-y 

ear  period 

(2)  On  the 

( 

values  incre 

se  on  first  day  of  period 

hown) 

redemption 
value  at  start 
oftheextended 

(3)  On  current 
redemption 

Period  after  original  maturity  (be- 

value from 

ginning  y  years  8  months  after  issue 

maturity 

beginning  of 

date) 

EXTEND 

ED  MATURITY  PER 

10  D 

period  to  the 

beginning  of 

each  half-year 

period 

thereaiter 

each  half- 
year  period 
to  extended 

maturity 

Percent 

Percent 

First  ;^  year '(2/1/65) 

$25.  71 

$51.  42 

$102.  84 

$205,  68 

$514,  20 

$1,  028.  40 

$10,  2,S4 

0,00 

2  3,75 

lito  1  year.. .(8/1/6,5) 

1  to  l'fvc!»rs (2/1/66) 

26.  16 

52.32 

104.  64 

209.  28 

523,  20 

1,  046.  40 

10,  464 

.3,  50 

2  3,76 

26.  63 

53.  26 

106.  52 

213.  04 

532,  60 

1,  065.  20 

10,  652 

3,  55 

M,  17 

1"2  to  2  yrars (8/1/06) 

27.  11 

54.  22 

108.  44 

210.  88 

542.  20 

1,084,40 

1(J,  844 

3,57 

3  4,  21 

2to2'5ye.irs (2/1/67) 

27.  61 

55.  22 

110,44 

220.  88 

552,  20 

1,  104,40 

11,044 

3,  60 

'4.  24 

2]i  to  3  years (8/1/67) 

28.  12 

56.  24 

112,48 

224,  90 

562,  40 

1, 124,  sn 

11,  248 

3,  62 

3  4,28 

3  to  :i]i  "years (2/1/68) 

2S.  05 

57.  30 

1 14,  60 

229,  20 

573.  00 

1,  146,  00 

11,460 

3,64 

M,  31 

3'4  to  4  years (S/1/68) 

29.  20 

58.  40 

1 10.  SO 

233,  00 

5S4,  00 

1,  lOS,  00 

11,680 

.3,67 

4,  45 

4  to  4 '  ^  years (2/1/69) 

29.  78 

59.  56 

119,  12 

238.  24 

595.  60 

1,  191,  20 

11,912 

.3,  71 

4,49 

■I'A  to  5  years (8/1/69) 

30.  37 

60,  74 

121,  48 

242.  96 

007,  40 

1,  214,  .SO 

12,  148 

3,74 

4.  .54 

5  lo  5'2  vears (2/1/70) 

30.  99 

61.  98 

123,  96 

247,  92 

619.  80 

1,2:!9,  60 

12,  396 

3,77 

4.  5S 

5'$  too  years (8/1/70) 

31.  63 

63.  20 

126,  52 

253.  04 

632.  60 

1,  26.5,  20 

12,  6.52 

.3,  80 

4.63 

6  to6"2  years (2/1/71) 

32.  30 

64,  60 

129,  20 

2.5S.  40 

646.  on 

1,  292.  no 

12,  920 

3,  84 

4.68 

6'2  to  7  years. (S/1/71) 

33.  00 

66.00 

132,  on 

264,  00 

660.  00 

1,  320.  no 

13,200 

3,88 

4.73 

7  to  7"2  years (2/1/72) 

3.3.  71 

67.42 

134,  84 

269.  68 

074.  20 

1,348.  40 

13,484 

3,91 

4.80 

']i  to  8  years (8/1/72) 

34.46 

68.  92 

137,  84 

27.5.  68 

689.  20 

1,  378.  40 

13,  784 

3.94 

4,88 

8  to  8"2  ye.irs (2/1/73) 

35.  23 

70.  46 

140,  92 

281,84 

704.  60 

1,  409.  20 

14,  092 

.3.  98 

4,  98 

8'yito\)  ve.irs (8/1/7.3) 

36.03 

72.06 

144,  12 

288,  24 

720.  60 

1,441.  20 

14,412 

4.01 

5,  12 

9to9"2  vears (2/1/74) 

36.  86 

73.  72 

147,  44 

294,  88 

737.  20 

1,  474.  40 

14,  744 

4,04 

5,38 

9"2  to  10  vears (8/1/74) 

37.  72 

7.x  44 

150,  SS 

301,70 

754.  40 

1,  508.  SO 

15,  OSS 

4,  OS 

6,  10 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' (2/1/75) 

38.87 

77.74 

155.  48 

310.  96 

777.  40 

1,554.80 

15,  548 

M.  18 

'  .Month.  I 
!  Yield  <<■ 
'  Yield  li  ~ 


, „.itlis  add  the  appropriate  number  of  r 

\  VLiliie  prior  to  the  Docetnijor  I.  19*15,  revision. 
.■  iiiior  to  the  June  1.  1968,  revision. 
sioii  of  June  1,  19(18. 
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TABLE  40 
BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1.  I9S5 


$18.  7S 

$37.  50 

$73.  00 

$150.  00 

$375.  00 

$750.  00 

$7,  500 

Approxlmat 

ylc 

25.00 

50.00 

100.00 

200.  00 

500.  00 

1,  000.  00 

10,000 

Id 

(1)  Redemption 

values  during  each  half-year  period 

(2)  On  the 

(values  increase  on  first  day  of  period  shown) 

redemption 

(3)  On  current 

maturity  (be- 

value  .'It  start 
oftheexteiided 

Period  after  original 

value  from 

ginning  9  years  8  months  after  Issue 

maturity 

beginning  of 
each  half- 

date) 

period  10  the 
beginning  of 
each  half-year 

EXTENDED  MATURITY  PERIOD 

10  extended 

period 

maturity 

thereafter 

Percent 

Percent 

First  \i  year 

..'(6/1/65) 

$25.  71 

$51.  42 

$102.  84 

S205.  68 

.$514.  20 

$1,  028.  40 

$10,  284 

0.  00 

»3.  75 

a  to  1  year 

I  fo  IJ2  years... 

.- (12/1/65) 

26.  10 

52.  32 

104.  64 

209.  28 

523.  20 

1,  046.  40 

10,  464 

3.50 

M.  16 

...(6/1/66) 

26.04 

53.  28 

106.  56 

213.  12 

532.  80 

1,  065.  60 

10,  656 

3.59 

M.  19 

1J<  to  2  years... 

..(12/1/66) 

27.  12 

54.  24 

108.48 

216.  96 

542.  40 

1,  084.  80 

10,  848 

3.59 

»4.23 

2  to  2J^  years... 

...(6/1/67) 

27.62 

55.  24 

110.48 

220.  96 

552.  40 

1,  104.  80 

1 1,  048 

3.62 

M.  26 

2J2  to  3  years... 

..(12/1/67) 

28.  14 

56.  28 

112.  56 

225.  12 

562.  SO 

1,  12.5.  60 

11,2,56 

3.65 

M.  29 

3  to  3'A  years... 

...(6/1/68) 

28.68 

57.36 

114.72 

229.  44 

573.  60 

1,  147.20 

11,472 

3.68 

4.43 

3K  to  4  years... 

.-(12/1/68) 

29.  23 

58.46 

116.92 

233.  84 

584.  60 

1,  1C9.  20 

11,692 

3.70 

4.47 

4  to  iji  years... 

...(6/1/69) 

29.81 

59.62 

119.24 

238.  48 

596.  20 

1,  192.40 

11,924 

3.  73 

4.52 

4J^  to  5  years... 

.-(12/1/69) 

30.41 

CO.  82 

121.64 

243.  28 

608.  20 

1,  216.  40 

12,  164 

3.  77 

4.56 

5  to  5'/i  years 

...(6/1/70) 

31.03 

62.  06 

124.  12 

248.  24 

620.  CO 

1,241.20 

12,  412 

3.80 

4.61 

S'/i  to  6  years... 

..(12/1/70) 

31.68 

63.36 

126.  72 

253.  44 

633.  60 

1,267.20 

12,  672 

3.83 

4.66 

6  to  6)^  years 

...(6/1/71) 

32.  36 

64.  72 

129.  44 

258.  88 

647.  20 

1,  294.  40 

12,  944 

3.87 

4.70 

6J2  to  7  years... 

-.(12/1/71) 

33.  05 

66.  10 

132.  20 

264.  40 

661.  00 

1,  322.  00 

13,  220 

3.  90 

4.76 

7  to  TA  years... 

---(6/1/72) 

33.77 

67.54 

13,5.  08 

270.  16 

675.  40 

1,  350.  80 

13,  508 

3.  93 

4.83 

TA  to  8  years... 

--(12/1/72) 

34.  52 

09.  04 

138.  08 

276.  16 

690.  40 

1,  380.  80 

13,  808 

3.97 

4.91 

8  to  8%  years... 

---(6/1/73) 

35.30 

70.  CO 

141.  20 

282.  40 

706.  00 

1,  412.  00 

14,  120 

4.  00 

5.01 

S'A  to  9  years 

--(12/1/73) 

36.  10 

72.  20 

144.  40 

288.  80 

722.  00 

1,  444.  00 

14,  440 

4.03 

5.  17 

9  to  i)'A  years... 

-,-(6/1/74) 

36.93 

73.86 

147.  72 

295.  44 

738.  60 

1,  477.  20 

14,  772 

4.  06 

5.45 

9\i  to  10  years -. 

.-(12/1/74) 

37.80 

75.60 

151.20 

302.  40 

756.  00 

1,  512.  00 

15,  120 

4.  10 

6.  19 

EXTENDED  MATURITY 

VALUE  (10 

years 

from  original  maturity 

date)' 

--.(6/1/75) 

38.97 

77.94 

155.  88 

311.76 

779.  40 

1,  558. 80 

15,  588 

54.20 

1  Month,  day,  and  year  on  - ,  1 

2  Yield  from  bcKinninc  '[  i 

*  Yield  from  befiinnint:  "( 

•  19  years  and  8  montlis  tr. 

»  Yield  on  purchase  prictj  Ir.j 


it  issue  months  add  the  appropriatp  number  of  months, 
value  prior  to  the  Dercmbcr  I,  1965.  revision, 
valur  prior  to  the  June  1, 1968,  revision. 
aoIJunel.  1968. 


TABLE  41 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1955.  THROUGH  MARCH  1.  1956 


$18.75 

$37.  50 

$75.  00 

$1,50.00 

$375.  00 

$750.  00 

$7,  500 

25.00 

50.00 

100.  00 

200.  00 

500.  00 

I,  000.  00 

10,  000 

yi 

Id 

(1)  Redemption 

values  durin 

g  each  half-y 

ear  period 

(2)  On  the 

(values incrc 

sc  on  first  d 

ly  of  period 

hown) 

redemption 
value  at  start 
ofthc  extended 

(3)  On  current 
redemption 

Period  after  original  maturity  (be- 

value from 

ginning  9  years  8  months  after  Issue 

maturity 

beginning  of 

date) 

EXTEND 

ED  MATU 

RITY  PER 

lOD 

period  to  the 
beginning  of 
each  half-year 

each  half- 
year  period 

to  extended 

period 

maturity 

thereafter 

Percent 

Percent 

First  ;i  year '(S/1/65) 

S25.  77 

$51.  .54 

$103,  OS 

$206,  16 

$51,5,  40 

$1,  030.  ,80 

$10,  308 

0.00 

»3.  75 

'^  to  1  vcar (2/1/66) 

26.22 

52.  44 

104.  SS 

209.  70 

524.  40 

1,  048.  80 

10,  488 

3,49 

M.  17 

1  to  I'^yctrs (8/1/66) 

26.  70 

5.3.  40 

106.  80 

213.  60 

534.  00 

1,  068.  00 

10,  680 

3.58 

'4.  19 

I'A  to  2  years (2/1/67) 

27.  18 

54.  36 

108.  72 

217.  44 

543.  60 

1,  087.  20 

10,872 

3,58 

M.  23 

2  to  2;^  years (8/1/67) 

27,  08 

5,5.  36 

110.  72 

221,  44 

553.  60 

1,  107.  20 

11,072 

3.61 

»4,  26 

2'A  to  3  years (2/1/68) 

28.  20 

56.  40 

112.80 

225.  CO 

564.  00 

1,  128.  00 

11,280 

3.64 

=  4.30 

3  to  3)^  years (8/1/68) 

28,  74 

57.48 

114.  9C 

229,  92 

574.  80 

I,  149.  60 

11,496 

3.67 

4.43 

3)4  to  4  years (2/1/69) 

29.  30 

58.60 

117.20 

234.  40 

586.  00 

1,  172.  00 

11,720 

3.70 

4.47 

4  to  4!'2  ye.irs (8/1/69) 

29.88 

59.  76 

119.52 

239.  04 

597.  60 

1,  19.5.  20 

11,952 

.3.  73 

4.52 

4)2  to  5  years (2/1/70) 

30.48 

CO.  96 

121.92 

243.  84 

609.  60 

1,219.20 

12,  192 

3.77 

4.56 

5  to  o'A  years (8/1/70) 

31.  11 

62.22 

124,  44 

248,  88 

622.  20 

1,  244.  40 

12,  444 

.3.  80 

4.60 

5;<  to  6  years (2/1/71) 

31.  76 

63.  52 

127.  04 

254.  08 

635.  20 

1,  270.  40 

12,704 

3.84 

4.65 

6  to  GVz  years (8/l;71) 

32.  43 

64.  86 

129.  72 

259.  44 

648.  60 

1,  297.  20 

12,  972 

3.  87 

4.70 

C"2  to  7  years (2/1/72) 

3,3.  12 

66.  24 

132.  4S 

264.  96 

662.  40 

1,324.80 

13,  248 

3.90 

4.77 

7  to  7;'2  years (8/1/72) 

33.  85 

67.  70 

13.5.  40 

270.  80 

677.  00 

1,  354,  00 

13,  540 

3.93 

4,83 

7M  to  8  years (2/1/73) 

34.  60 

69.  20 

138.  40 

276.  80 

692,  00 

1,  384,  00 

13,  840 

3,97 

4.91 

8  to  S'.;  years (8/1/73) 

35,  38 

70.  76 

141,  .52 

283,  04 

707,  60 

1,415,20 

14,  152 

4.  00 

5.01 

S';.  to  9  years (2/1/74) 

36,  18 

72.  36 

144.  72 

289.  44 

723,  60 

1,  447,  20 

14,472 

4.  03 

5.17 

9  ti>  {)'■■  years (8/1/74) 

37.  02 

74.04 

148.  OS 

296.  16 

740.  40 

1,  480.  80 

14,808 

4.07 

5,44 

9';  to  U)  vears (2/1/75) 

37.89 

75,78 

151.56 

303,  12 

757.  80 

1,  515.  60 

15,  156 

4.  10 

6.  18 

EXTENDED  MATURITY 

VALUE  (10  years 

from  original  maturity 

date)' (8/1/75) 

39.06 

78.12 

156.  24 

312.48 

781.20 

1,  562.  40 

15,  624 

'4.20 

^Mbsoqucnt  issue  months  add  the  appropriate  numlier  of  months. 
iMinty  value  prittr  to  the  December  1, 1965,  revision, 
iturity  vahic  prior  to  the  June  1, 1908,  revision. 
K' revision  ofJunc  1,1968. 


EXHIBITS 
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TABLE  42 
BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  MAY  1,  1956 


Issue  price 

$18.75 

$37.  50 

$75.  00 

$1.50.  00 

$375.  00 

$750.  00 

$7,  500 

Approxiniat 

25.00 

50.00 

100.  00 

200.  00 

500.  00 

1,  000.  00 

10,  000 

yie 

id 

(1)  Redcmplion 

values  during  each  lialf-year  period 

(2)  On  the 

(values  incre 

se  on  first  d 

,y  of  period  sliown) 

redemption 

(3)  On  current 

value  at  start 

Period  after  original  maturity  (be- 

ginning 9  years  8  months  after  issue 

EXTENDED  MATURITY  PERIOD 

beginning  of 

each  half-year 

to  extended 

period 

maturity 

thereafter 

First  H  year '(12/1/65) 

$25.  77 

$51.  54 

$103.  08 

$206.  16 

$515.  40 

$1,  030.  SO 

$10,  308 

Percent 
0.00 

Percent 
2  4.  15 

Hto  1  year (6/1/66) 

26.30 

52.60 

105.  20 

210.  40 

526.  00 

1,  052.  00 

10,  520 

4.  11 

2  4.  15 

1  to  IM. years (12/1/66) 

26.  85 

53.70 

107.  40 

214.  SO 

537.  00 

1,074.00 

10,740 

4.  15 

2  4.  15 

VA  to  2  years (6/1/67) 

27.41 

54.82 

109.  04 

219.  28 

548.  20 

1,  096.  40 

10,  964 

4.  16 

M.  15 

2  to  2)^  years (12/1/67) 

27.98 

55.96 

111.92 

223.  84 

559.  60 

1,119.20 

11,  192 

4.  16 

2  4.  15 

2Hto  3  years. (6/1/68) 

28.  56 

57.  12 

114.24 

228.  48 

571.  20 

1,  142.  40 

11,424 

4.  15 

4.25 

3  to  3;^  years (12/1/68) 

29.  15 

58.  30 

116.60 

233.  20 

583.  00 

1,  166.  00 

11,660 

4.  15 

4.26 

3)^  to  4  years (6/1/69) 

29.75 

59.50 

119.00 

238.  00 

595.  00 

1,  190.  00 

11,900 

4.  15 

4.27 

4  to  4]i  years (12/1/69) 

30.37 

60.74 

121.  48 

242.  96 

607.  40 

1,  214.  80 

12,  148 

4.  15 

4  28 

4M  to  5  years (6/1/70) 

31.  00 

62.  00 

124.  00 

248.  00 

620.  00 

1,  240.  00 

12,  400 

4.  15 

4.29 

5  to  5'^  years (12/1/70) 

31.65 

63.  30 

120.00 

253.  20 

633.  00 

1,  266.  00 

12,  660 

4.  15 

4.30 

5]ilo  6  years (6/1/71) 

32,  30 

64.60 

129.  20 

258.  40 

646.  00 

1,  292.  00 

12,  920 

4.  15 

4.32 

6  to  61^  years (12/1/71) 

32.97 

6.5.  94 

131.  88 

203.  76 

059.  40 

1,318.80 

13,  188 

4.  15 

4.34 

6;^  to  7  years (6/1/72) 

33.  66 

67.  32 

134.  04 

269.  28 

673.  20 

1,  340.  40 

13,  464 

4.  15 

4.36 

7  to  7^2  years (12/1/72) 

34.35 

68.  70 

137.  40 

274.  SO 

687.  00 

1,  374.  00 

13,  740 

4.  15 

4.41 

7H  to  S  years- (6/1/73) 

35.07 

70.  14 

140.  28 

280.  56 

701.  40 

1,  402.  SO 

14,  028 

4.  15 

4  45 

8  to  8H  years (12/1/73) 

35.80 

71.60 

143.  20 

286.  40 

716.  00 

1,  432.  00 

14,320 

4.  15 

4  52 

8!<  toOyears (6/1/74) 

36.  54 

73.  08 

146.  16 

292.  32 

730.  80 

1,461.  60 

14,616 

4.15 

4.65 

9  to  Q]i  years (12/1/74) 

37.30 

74.60 

149.  20 

298.  40 

746.  00 

1,  492.  00 

14,920 

4.15 

4  90 

9;^  to  10  years (6/1/75) 

38.07 

76.14 

152.  28 

304.  56 

701.  40 

1,  522.  SO 

15,  228 

4.15 

5.67 

EXTENDED  MATURITY 

VALUE  (10  years 

from  original  maturity 

date)' (12/1/75) 

39.15 

78.30 

156.  60 

313.  20 

783.  00 

1, 566. 00 

15,  660 

M.23 

I  Month,  day,  and  year  on  which  issues  of  April  1, 1956,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  ol  months. 
*  Yield  from  beginning  ol  each  liaU-ycar  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  June  1, 1968,  revision. 


TABLE  43 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1956 


$18.  75 

$37.  50 

$75.  00 

$150.  00 

$375.  00 
500. 00 

$750.  00 
1,  000.  00 

$7,  500 

25.00 

50.00 

100.  00 

200.  00 

10,  000 

yi 

Id 

(1) 

Redemption 

values  duriti 

g  each  half-> 

ear  period 

(2)  On  the 

values  incre 

ise  on  first  d 

ay  of  period 

shown) 

redemption 

(3)  On  current 

maturity  (bc- 

value  at  start 

Period  after  original 

ginning  9  years  8  months  after  issue 

maturity 

beginning  of 

EXTEND 

ED  IIATU 

RITY  PER 

lOD 

period  to  the 

beginning  of 

each  half-year 

period 

each  half- 
year  period 
to  extended 

maturity 

thereafter 

Percent 

Percent 

First  '/i  year 

--■(2/1/66) 

.$25.83 

$51 .66 

$103.-32 

$206.  64 

S516.60 

$1,033.20 

$10,  332 

0.00 

24.15 

Vi  to  1  year 

..-(8/1/66) 

26.37 

52.74 

105.  48 

210,  96 

527.  40 

1,  054  80 

10,  548 

4  18 

2  4  15 

(2/1/07) 

26  91 

53  82 

'  4  15 

IJ^  to  2  years.. - 

.-.(8/1/67) 

27.47 

54  94 

109.  88 

219.  76 

549.  40 

1,098.80 

10,988 

4  15 

24  15 

2  to  2],i  years... 

--.(2/1/08) 

28.  04 

56.08 

112.  16 

224  32 

500.  80 

1,  121.60 

11,216 

4  15 

M.  15 

2],i  to  3  years 

---(8/1/68) 

28.62 

57.24 

114  48 

228.  96 

572.  40 

1,  144  80 

11,448 

4  15 

4  25 

3  to  3'/>  years... 

--.(2/1/69) 

29.  22 

5S.  44 

110.88 

233.  76 

584  40 

1,  168.  80 

11,688 

4  15 

4  26 

3'/i  to  4  ye.irs 

..-(8/1/69) 

29.82 

59.64 

119.28 

238.  56 

590.  40 

1,  192.  80 

11,928 

4  15 

4  27 

4  to  4J^  years... 

...(2/1/70) 

30.  44 

60,  SS 

121.76 

243.  52 

608.  SO 

1,  217.  60 

12,  176 

4  15 

4  28 

i'/i  to  5  years... 

-..(8/1/70) 

31.07 

62.  14 

124  28 

248.  56 

621.  40 

1,  242.  80 

12,428 

4  15 

4  29 

5  to  5\i  years 

.-.(2/1/71) 

31.72 

63.  44 

120.  88 

253.  76 

634  40 

1,  268.  80 

12,688 

4  15 

4  30 

5'A  to  6  years 

---(8/1/71) 

32.  38 

04.  76 

129.  52 

259.  04 

647.  60 

1,  295.  20 

12,  952 

4  15 

4.32 

6  to  6J2  years 

---(2/1/72) 

33.05 

66.  10 

132.  20 

264  40 

661.  00 

1,  322.  00 

13,  220 

4  15 

4  34 

G',i  to  7  years 

-..(8/1/72) 

33.73 

67.46 

134  92 

269.  84 

674  60 

1,  349.  20 

13,492 

4  15 

4  37 

7  to  T/2  years... 

---(2/1/73) 

34  43 

68.80 

137.  72 

275.  44 

688.  60 

1,  377.  20 

13,772 

4  15 

4  41 

7;^  to  8  ye.irs 

-..(8/1/73) 

35.  15 

70.  30 

140.  60 

281.  20 

703.  00 

1,  406.  00 

14  060 

4  15 

4  45 

S  to  S'2  years 

--.(2/1/74) 

35.  88 

71.  76 

143.  52 

287.  04 

717.  60 

1,  435.  20 

14  352 

4  15 

4  53 

S'^  to  9  ye.ars... 

--.(8/1/74) 

36.62 

73.24 

146.  48 

292.  96 

732.  40 

1,  404  80 

14  648 

4  15 

4  66 

9  to  9'^  years.. - 

.--(2/1/75) 

37.38 

74  70 

149.  52 

299.  04 

747.  60 

1,  495.  20 

14,953 

4  15 

4  92 

9! 2  to  10  ye.ars.. 

---(8/1/75) 

38.  16 

76.32 

152.  64 

305.  2S 

763.  20 

1,  526.  40 

15,  264 

4  15 

5.66 

EXTENDED  MATURITY 

VALUE  (10 

years  from 

original  mat 

jrity 

date)3 

....(2/1/76) 

39.24 

78.48 

156.  96 

313.92 

784.  80 

1,  569.  60 

15,  696 

M.23 

J  Month,  day,  and  year  on  which  issues  of  Juno  1, 195G,  enter  each  period.  For  subsenuont  issue  months  add  the  appropriate  number  of  months. 

2  Yield  from  beghniing  of  each  half-year  period  to  extended  maturity  at  extendcii  maturity  value  prior  to  the  June  1, 19G8,  revision, 

3  19  years  and  8  months  from  issue  date.  Extended  maturity  vaiuc  improved  by  the  revision  of  June  1, 19C8. 
*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  3.79  percent. 
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TABLE  44 
BONDS  BEARrNG  ISSUE  DATES  FROM  DECEMBER  I,  1956.  THROUGH  JANUARY  1.  1957 


$18.75 
25.00 

1 
$37.  50 
50.00 

$75.  00 
ICO.  00 

$150.00 
200.  00 

$375.  00 
500.  00 

$750.  00 
1,000.00 

$7,  500 
10,000 

Approximate 
yle 

id 

(1)  Redemption  values  during  eacii  half-year  period 

(2)  On  the 
rrdcniplion 

(values  increase  on  Hrsl  day  ol  period  shown) 

(3)  On  current 

value  at  start 
ofliici-xlptidi'd 

ledeniplion 

Period  aftrr  original  niatiirily  <bG- 

viiluf  froui 

Kiniiing  y  years  8  nioiuhs  ufUT  issue 

malurily 
[»rlo<l  10  the 

l>L-giiinine  of 
eactl  half- 

EXTENDED  MATURITY  PERIOD 

W(;innine  of 

year  period 

10  extended 

period 
OiiTourter 

maturity 

Percfnt 

PtrctrU 

First  ',2  ve.ir '(8/1/66) 

$25.  97 

$51.  94 

$10.3.88 

$207.  76 

$519.  40 

$1,  038.  80 

$10,  388 

{).  00 

»  4.  1  5 

Is  lo  1  year (2/1/67) 

1  to  I's  yeara (S/1/67) 

26.51 

5.3.  02 

106.  04 

212.08 

530.  20 

1,  000.  40 

10,004 

4.  10 

2  4.  15 

27.  (16 

■54.  12 

108.  24 

216.  48 

.541.  20 

1,082.  40 

10,  S24 

4.  15 

»  4.  15 

I'A  to  2  years. (2/1/68) 

27.  62 

.55.  24 

110.  48 

220.  96 

552.  40 

1,  104.80 

11,048 

4.  15 

M.  15 

2  to  214  years (8/1/68) 

2.S.  19 

56.  38 

112.76 

22.5.  52 

563,  80 

1,  127.60 

11,270 

4.  14 

4.  25 

2!-;  to  3  years (2/1/69) 

2.8.  7H 

57.  56 

11.5.  12 

230.  24 

57.5.  GO 

1,  151.  20 

11,512 

4.  15 

4.26 

3  to  :J!2  years (S/l/OO) 

29.  38 

5.S.  76 

117.  .52 

235.  04 

5S7.  00 

1,  17.5.  20 

11,7.52 

4.  15 

4.26 

■i'A  to  4  years (2/1/70) 

29.  99 

59.  9,S 

119.96 

239.  92 

.599.  S(l 

1,  199.  60 

11   990 

4.  15 

4.  27 

4  to  4! 5  years. (8/1/7(1) 

30.  61 

61.  22 

122.44 

244.  88 

612.  20 

1,224.  40 

12,  244 

4.  15 

4.  28 

4!i  to  .5  years (2/1/71) 

31.  24 

62.  48 

124.96 

249.  92 

024.  80 

1,249.  00 

12,  496 

4.  15 

4.  30 

a  to  .5'i  years. (8/1/71) 

31.  89 

6.3.  78 

127.  .56 

2.5.5.  12 

037.  80 

1,27.5.  60 

12,756 

4.  15 

4.  31 

5^2  to  6  years. (2/1/72) 

32.  55 

6.5.  10 

130.  20 

260.  40 

051.00 

1,  302.  00 

13,020 

4.  15 

4.  33 

6  to  C;^  years. (8/1/72) 

33.  23 

66.46 

132.92 

26.5.  S4 

(i04.  GO 

1,  329.  20 

13,  292 

4.  15 

4.  35 

6)2  to  7  years. (2/ 1/73) 

3.3.  92 

67.  84 

13.5.  68 

271.  36 

078.  40 

1,  356.  80 

13,568 

4.  15 

4.38 

7  to7>ryears (8/1/73) 

34.  62 

09.24 

138.48 

276.  96 

692.  40 

1,384.  80 

13,848 

4.  15 

4.42 

7J2  to  8  years (2/1/74) 

35.  34 

70.  (58 

141.  36 

282.  72 

70ti.  SO 

1,41.3.60 

14,  136 

4.  15 

4.  47 

8  to  8'2  years (8/1/74) 

36.  07 

72.  14 

144.  28 

28,S.  50 

721.  40 

1,442.80 

14,  42S 

4.  15 

4.  .56 

HVt  to  9  years (2/1/75) 

36.  82 

73.  64 

1 47.  28 

294.  .56 

736.  40 

1,  472.  80 

14,728 

t.  15 

4.  09 

9  to9'2  years (8/1/75) 

37.  59 

7.5.  IS 

150.  36 

300.  72 

751.  SO 

1,.50.3.  00 

15,030 

4.  15 

4.94 

9'2  to  10  years (2/1/7G) 

38.  37 

76.74 

1 53.  48 

306.  96 

707.  40 

1,  534.  80 

15,348 

4.  15 

5.  73 

EXTENDED   MATURITY 

VALUE  (10  years 

from  original  maturity 

date)' (8/1/76) 

39.47 

78.94 

157.  88 

315.  76 

789.  40 

1,  578.  80 

15,788 

'4.23 

For  suiisequent  isaue  months  add  the  appropriate  number  of  months. 
Ii',l  maturity  value  prior  to  the  June  1,  1IHJ8,  revision, 
hy  the  revision  ot  June  1,  19H8. 


TABLE  45 
BONDS  BEARING  ISSUE  DATES  FROM  FEBRUARY  1  THROUGH  MAY  I,  1957 


$18.  75 
25.00 

$37.  50 
50.00 

$75.  00 
100.  00 

$1.50.00 
200.  00 

$.375.  00 
500.  00 

$7.50.  00 
1,  000.  00 

$7,  .500 
10,  000 

Approximat 
yii 

investment 

Id 

(1)  Redemption  val 

les  durinc  eacli  half-year 
period  siio 

period  (valu 

»-n) 

es  Increase  on  fl 

rst  day  of 

(2)  On  the 
redemption 

(3)  On  current 

value  at  start 
of  the 

redemption 

value  from 

extended 

beifinninR  of 
each  half- 

maturity 

date) 

period  to  the 
beRlnnlnit  of 

year  period 

EXTENDKl)  .MATti 

ilTV  I'Elt 

l)l> 

to  extended 

each  half- 

maturity 

thereafter 

Ptrcent 

Ptrcent 

First  !i  year '(1/1/00) 

$25.  80 

.$51.  00 

$10.3.  20 

$206.  40 

$516.  00 

$1,032.00 

.$10,  320 

0.  00 

'  4.  15 

H  to  1  year (7/1/00) 

20.  34 

52.  OS 

10.5.  30 

210.72 

526.  80 

1,  053.  00 

10,  536 

4.  19 

'  4.  15 

1  to  IJj  years (1/1/07) 

20.  SS 

53.  70 

107.  ,52 

21.5.04 

537.  60 

1,  075.  20 

10,  752 

4.  14 

«4.  15 

i</.  to  2  years (7/1/07) 

27.  44 

54.  88 

109.  70 

219.  .52 

548.  80 

1,  097.  00 

10,  976 

4.  15 

»  4.  15 

2  to  -2'/:  years (1/1/08) 

2.S.  01 

50.  02 

112.04 

224.  08 

560.  20 

1,  12(1.  4(1 

11,  204 

4.  15 

2!.;  to  3  years (7/1/08) 

2.8.  59 

.57.  18 

114.36 

228.  72 

.571.  .80 

1,  143.  0(1 

11,  430 

4.  15 

4.  25 

3  to  3|'2  years (1/1/69) 

29.  18 

5.S.  36 

110.  72 

233.  44 

583.  60 

1,  107.  2(1 

11,072 

i;o 

3J2  to  4  years (7/1/69) 

29.  79 

59.  58 

119.  10 

238.  32 

595.  SO 

1,  191.  (,(l 

11,910 

4.  15 

4.  27 

4  to  4>/i  years (1/1/70) 

30.41 

60.  82 

121.  04 

243.  28 

608.  20 

1,  21(i.  40 

12,  164 

4.  15 

A'A  to  5  years (7/1/70) 

31.  04 

62.  08 

124.  16 

248.  32 

620.  80 

1,241.00 

12.416 

4.  15 

4.29 

5  to  5J'2  years (1/1/71) 

31.  68 

63.  36 

126.  72 

253.  44 

633.  60 

1,  267.  20 

12,  672 

4.  15 

4.31 

5Jii  to6years (7/1/71) 

32.  34 

64.  68 

129.  36 

258.  72 

646.  80 

1,  293.  00 

12,  936 

4.  15 

4.32 

6to6K2years (1/1/72) 

33.  01 

06.  02 

132.  04 

204.  08 

660.  20 

1,  320.  40 

13,204 

4.  15 

6!'2  to  7  years (7/1/72) 

33.  70 

67.  40 

134.  80 

209.  60 

674.  00 

1,  34S.  00 

13,  480 

4.  15 

4.  37 

7  to  7V2  years (1/1/73) 

34.  39 

68.  78 

1.37.  50 

27.5.  12 

087.  80 

1,37.5.  GO 

13,  7.56 

4.  15 

4.  41 

7</i  to  8  years (7/1/73) 

35.  1 1 

70.  22 

140.  44 

280.  88 

702.  20 

1,404.  40 

14,044 

•».  15 

S  to. s;i  years (1/1/74) 

35.  84 

71.  68 

143.30 

280.  72 

710.  .SO 

1,433.  60 

14,  3.30 

4.  15 

4.  53 

Hli  to  9  years (7/1/74) 

36.  58 

73.  16 

140.32 

292.  64 

731.  6(1 

1,463.20 

14,  032 

4.  15 

4.  67 

9  to  91$  years (1/17  ) 

37.  34 

74.  68 

149.  .30 

298.  72 

740.  80 

1,493,00 

14,936 

4.  15 

4.92 

9)2  to  10  years    _  __    (7/1/75) 

3S.  11 

76.  22 

152.  44 

304.  88 

702.  20 

1,  .-.24.  40 

1.5,  244 

4.15 

.5.  72 

EXTENDED   MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' (1/1/76) 

39.20 

78.40 

156.80 

313.  60 

784.  00 

1,  568.  00 

15,  680 

•4.23 

rnter  each  porlod.  For  5»b8oa"**'»l  'ssin-  months  udtl  tlic  appropriiile  nmnljcr  of  nionlhs. 
iimlurity  al  i-xd-ndi'd  iiiatiirlly  valiif  prior  lo  Uu'  June  I,  1908,  revision. 
^  value  Itnprovcil  by  the  rwlslon  or  June  1.  t90b. 
ity  dale  Is  3.94  pcrcfut. 
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TABLE  46 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1957 


Issue  price $18.75 

Denomination i  25.  00 


.$37.  .50 
50.  00 


First  'A  year '(•'>/ 1/66) 

•j  to  1  year (11/1/06) 

1  to  Hi  years (.Vl/67) 

\y.  to  2  years (11/1/07) 

2  to  -l'/,  years (."i/l/OK) 

■2\i  to  3  "years (ll/l/OK) 

■i  to  y/i  years (.5/ 1  /09) 

3;$  to  4  years (11/1/09) 

4  to  Hi  years (•Vl/70) 

4'A  to  .5  years (11/1/70) 

T)  to  ii'A  years (.")/l/71) 

r,'A  to  G  years (11/1/71) 

6  to  d'A  years {hlMTl) 

6K>  to  7  years (11/1/72) 

7  to  ?;«  years (5/1/73) 

~A  to  ,S  years (ll/l/7:i) 

5  to  N!;  "years (5/1/74) 

y.'A  to  <)  "years (11/1/74) 

■)  to  !l!2  years (5/1/75) 

9':'  to  lo"  years (11/1/75) 

E.\TENDED  MATURITY 

VALUE  (10  years  from 
original  maturity 
date)' (5/1/76) 


'  Month,  (l:iy.  aii'l 
'  Yk'ld  from  bciiir 
J  18  years  and  11  n 
*  Yield  on  purcha 


$75.00  .$150.00  $375.00    $750.00   $7,500 
100.00   200.00  I  500.00   1,000.00   10,000 


E.XTENDKD  MATUIUTV  I'RniOl 


S2.5.  01 

$51.  S2 

$103.  64 

$207. 

28 

$518.20 

20.  45 

52.  90 

105.  80 

211. 

60 

529.  00 

27.  0(1 

54.  00 

lO.S.  00 

216. 

00 

540.  00 

27.  50 

5.5.  12 

110.  21 

220. 

48 

,551.  20 

28.  13 

56,  20 

112.  .52 

22,5. 

04 

562.  00 

2.S.  71 

57.  42 

114.  ,84 

229. 

68 

574.  20 

29.  31 

58.  62 

1 17,  24 

234. 

48 

586.  20 

29.  92 

59.  84 

119.  68 

239. 

36 

598.  40 

30.  54 

61.  08 

122.  16 

244. 

32 

610.  80 

31.  17 

62.  34 

124.  08 

249. 

36 

623.  40 

31.  .S2 

03.  04 

127.  28 

254. 

50 

636.  40 

32.  4S 

04.  96 

129.  92 

259. 

84 

649.  60 

33.  15 

00.  31) 

132.  60 

205. 

20 

663.  00 

33.  84 

67.  68 

13.5.  36 

270. 

72 

676.  SO 

34.  54 

69.  08 

138.  10 

27(). 

32 

690.  80 

35.  20 

70.  52 

141.04 

282. 

08 

705.  20 

3.-..  99 

71.  98 

143.  96 

287. 

92 

719.  80 

36.  74 

73.  48 

146.  96 

293. 

92 

734.  .80 

37.  50 

75.  00 

1,50.  00 

301) 

00 

750.  00 

38.  28 

76.50 

153.  12 

300 

24 

765.  60 

39.38 

78.76 

157.  52 

315 

04 

787.  60 

$1,  036.  40 
1,058.  00 
1,0,80.  00 
1,  102.  40 
1,  12.5.  20 
1,  14.S.  40 


1,  17 


40 


1,  190.  80 
1,  221.  60 
1,  246.  80 
1,  272.  80 
1,  299.  20 
1,  320.  00 
1,  353.  60 
1,  381.  60 
1,  410.  40 
1,  439,  00 
1,  469.  00 
1,  500.  00 
1,  531.  20 


1,  575.  20 


$10,  364 
10,  580 

10,  800 
11,024 

11,  2,52 

11,  4.84 
11,724 
11,968 
12,216 

12,  468 
12,  728 

12,  992 

13,  260 
1.5,  536 

13,  816 

14,  104 
14,  390 

14,  696 

15,  000 
15,  312 


15,  752 


(2)  On  the 

redemption 

value  at  start 

ot  the 

extended 

maturity 
period  to  the 
))eRinninc  of 

each  half- 
year  period 

thereafter 


Percent 
0.  00 
4.  17 
4.  16 
4.  16 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 


*  4.23 


(3)  On  current 
redemption 
value  from 
beginning  of 
each  half- 
year  period 
to  extended 
maturity 


innnt  issue  months  add  the  appropriate  number  ot  rnontiis. 
lUirity  value  prior  to  tlie  June  I,  1908,  revision, 
■revision  of  Juno  1,  1968. 


4.27 
4.  28 
4.  30 
4.  31 
4.  33 
4.  35 
4.  38 
4.  42 


4.  68 
4.95 
,5.  75 


TABLE  47 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1957,  THROUGH  MAY  1,  1958 


Issue  price 

$18.75 

$.37.  50 

$75.  00 

$150.00 

$.375.  00 

$750.  00 

$7,  500 

Approximat 

f  investment 

25.00 

50.00 

100.00 

200.  00 

500.  00 

1,  000.  00 

10,000 

yi 

(I)  Rede 

mptlon  values  during  e 

cli  half-year 

period  (valu 

es  increase  on  fi 

rst  day  of 

(2)  On  the 

period  slio 

xn) 

redemption 

value  at  start 

of  the 

(3)  On  current 
redemption 

value  from 

Period  after  original  maturity   (bo- 

extended 

beginniiiE  of 

maturity 

each  half- 

date) 

period  to  the 
beRinnlng  of 

year  period 

E.XTEND 

:d  .MATU 

^ITY  I'EK 

01) 

to  extended 

each  half- 

maturity 

year  period 

thereafter 

Percent 

Percent 

First  Hycar '(11/1/66) 

$26.  03 

$52.  06 

$104.  12 

$208.  24 

$520.  60 

$1,041.20 

$10,412 

0.00 

!  4.  15 

JUo  1  year (5/1/67) 

26.57 

53.  14 

106.  28 

212.  .56 

531.  40 

1,  062.  80 

10,  628 

4.  15 

2  4.  15 

1  to  1J5  years (11/1/67) 

27.  12 

54.  24 

108.  48 

21G.  96 

542.  40 

1,084.80 

10,  848 

4.  14 

2  4.  15 

VA  to  2  years (5/1/68) 

27.  68 

55.  36 

110.72 

221.  44 

553.  60 

1,  107.  20 

11,072 

4.  14 

4.  25 

2  to  2!^  years (11/1/68) 

28.  26 

56.  52 

113.  04 

220.  08 

565,  20 

1,  130.  40 

11,304 

4.  15 

4.26 

2^  to  3  year.s (.5/1/69) 

28.  85 

57.70 

11.5.  40 

230.  80 

577.  00 

1,  154.00 

11,540 

4.  16 

4.26 

3  (o3^i  years (11/1/69) 

29.  44 

58.  88 

117.  76 

23,5.  52 

588.  80 

1,  177.60 

11,770 

4.  15 

4.27 

?>\i  to  4  years (5/1/70) 

30.  05 

60.  10 

1 20.  20 

240.  40 

601.  00 

1,  202.  00 

12,  020 

4.  15 

4.  28 

4  to  4)5  years (11/1/70) 

30.  68 

61.  36 

122.  72 

245.  44 

61.3.  60 

1,  227.  20 

12,272 

4.  15 

4.29 

i'A  to  5ye.-irs (5/1/71) 

31.31 

62.  62 

1 2.5.  24 

250.  48 

026.  20 

1,252.40 

12,  524 

4.  15 

4.31 

5  toSJiyoars (11/1/71) 

31.  96 

63.  92 

127.84 

25.5.  68 

639.  20 

1,278.  40 

12,  784 

4.  15 

4.  ;!2 

^i\i  to  6  years (r,l\/T2) 

32.  63 

65.  26 

130.  52 

261.  04 

652.  60 

1,305.  20 

13,  0.52 

4.  15 

4.  ::  4 

6  lo6'A  years (11/1/72) 

33.  30 

66.  60 

133.  20 

266.  40 

666.  00 

1,.332.  00 

13,  320 

4.  15 

4.  ;i7 

6^;  to  7  years (.5/1/73) 

34.  00 

08.  00 

130.  00 

272.  00 

680.  00 

1,360.00 

13,  600 

4.  15 

4.  3) 

7  to  TA  years (11/1/73) 

34.  70 

69.  40 

138.  80 

277.  60 

694.  00 

1,38.8.00 

13,  880 

4.  15 

4.  4i 

-'A  to  8  years (.5/1/74) 

3.5.  42 

70.  84 

141.68 

283.  30 

708.  40 

1,416.  80 

14,  168 

4.  15 

4.  4') 

8  lo8'i  yc.trs (11/1/74) 

.36.  16 

72.32 

144.  64 

289.  28 

723.  20 

1,  446.  40 

14,  464 

4.  15 

4.  57 

X'A  to  9  years (.5/1/7.5) 

36.91 

73.82 

147.  64 

29,5.  28 

738,  20 

1,  476.  40 

14,764 

4.  15 

4.  71 

9  to  9;<i  years (11/1/75) 

37.  67 

7.5.  34 

1 50.  68 

301.  30 

753,  40 

1,506.  80 

15,  068 

4.  15 

,5.01 

9'^  to  10  years (.5/1/76) 

38.  45 

76.  90 

1.53.80 

307.  60 

709.  00 

1,538.  00 

15,380 

4.  15 

5.88 

E.XTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' ..(11/1/76) 

39.58 

79.16 

158.  32 

316.64 

791.60 

1,  583. 20 

15,  832 

4  4.23 
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TABLE  48 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1958 


Issue  price $18.75  i$37.50 

Denomination 25.00  I  50.00 


$75.00    $150.00 
100.  00      200.  00 


$375.  00 
500.  00 


$750. 00 
1,  000.  00 


$7,  500 
10,  000 


EXTEN'DED  MATURITY  PERIOD 


(2)  On  the 

redemption 

value  nt  start 

or  the 

extended 

maturity 
period  to  ttie 
beginnint:  of 

each  half- 
year  period 

thereafter 


(3)  On  current 
redemption 
value  from 
beginning  of 
each  half- 
year  period 


First  M  year '(5/1/67) 

li  to  1  year (11/ 1/67) 

1  to  i;f  years .(5/1/68) 

I'A  to  2  years (11/1/68) 

2  to  2'/,  years (5/1/69) 

2}2  to  3  years (11/1/69) 

3  to  3J'2  years (5/1/70) 

Sli  to  4  years (11/1/70) 

4  to  i'A  years (5/1/71) 

A'/z  to  5  years (11/1/71) 

5  to  5'A  years (5/1/72) 

5'A  to  6  years (11/1/72) 

6  to  6J^  years (5/1/73) 

eVz  to  7  years (11/1/73) 

7  to  7}i  years (5/1/74) 

7'A  to  8  years (11/1/74) 

8  to  8/2  vcars (5/1/75) 

8)^  to  9  years (11/1/75) 

9  to  Q'A  years (5/1/76) 

'J'A  to  10  years (11/1/76) 

EXTENDED  MATURITY 

VALUE  (10  years  from 
original  maturity 
date)'. (5/1/77) 


$26.  14 

26.  6S 

27.  24 

27.  80 

28.  38 
28.97 
29.57 
30.  18 
30.81 
31.45 

32.  10 
32.77 

33.  45 

34.  14 
34.  85 
35.57 
36.31 
37.06 
37.  83 
38.62 


$52.  28 
53.  36 
54.48 
55.  60 
56.76 
57.94 
59.  14 
60.36 

61.  62 

62.  90 
64.20 
6.5.  54 
66.  90 
68.  28 
69.70 

71.  14 

72.  62 

74.  12 

75.  66 
77.  24 


$104.  56 
106.  72 
108.  96 
111.  20 
113.52 
115.  88 
118.  28 
120.  72 
123.  24 
125.  80 
128.  40 
131.  08 
133.  SO 
136.  56 
139.  40 
142.  28 
145.  24 
148.  24 
151.32 
154.  48 


$209.  12 
213.  44 
217  92 
222.  40 
227.  04 
231.  76 
236.  56 
241.  44 
246.  48 
251.  60 
256.  80 
262.  16 
267.  60 
273.  12 
278.  SO 
284.  56 
290.  48 
296.  48 
302.  64 
308.  96 


$522.  80 
533.  60 
544.  SO 
556.  00 
567.  60 
579.  40 
591.  40 
603.  60 
616.20 
629.  00 
642.  00 
055.  40 
069.  00 
0S2,  80 
697.  00 
711.40 
726.  20 
741.  20 
750.  60 
772.  40 


$1,  045.  60 
1,  007.  20 
1,  089.  GO 
1,  112.00 
1,  135.  20 
1,  158.  80 
1,  182.  80 
I,  207.  20 
1,  232.  40 
1,  258.  00 
1,  284.  00 
1,  310.  SO 
1,  338.  00 
1,  365.  60 
1,  394.  00 
1,  422.  80 
1,  452.  40 
1,  4S2.  40 
1,  513.  20 
1,  544.  80 


1,  590.  80 


$10,456 
10.  672 

10,  8!i6 

11,  120 
11,  352 

11,  .588 
11,S2S 

12,  072 
12,324 
12,  580 

12,  840 
1.3,  108 

13,  380 
13,6.56 

13,  940 

14,  228 
14,  524 

14,  824 

15,  132 
15,  448 


15,908 


Percent 
0.00 
4.  13 
4.  IG 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 


Percent 
«4.  15 
»4.  15 
4.25 
4.26 
4.26 
4.27 
4.28 
4.  29 
4.  30 
4.31 
4.  33 
4.  35 
4.37 
4.  41 
4.  45 
4.51 
4.60 

4.  76 

5.  06 
5.96 


TABLE  49 

BONDS  BEARING  ISSUE  DATES  FROM   DECEMBER  1,  1958,  THROUGH  MAY  1,  1959 


$18.75 

$37.  50 

$75.  00 

$150.00 

$375.  00 

$750.  00 

$7,  500 

25.00 

50.00 

100.  00 

200.  00 

500. 00 

1,  000.  00 

10,  000 

yi 

Id 

(1) 

Redemption 
values  incrc 

values  durin 
ise  on  first  d 

J  each  half-> 
ly  of  period 

ear  period 
liown) 

(2)  On  the 

redemption 

value  at  start 

of  the  extended 

(3)  On  current 
red  cm  [It  ion 

Period  after  original  maturity  (he- 

value  from 

piniiing  8  years  11  months  after  Issue 

maturity 

beginning  of 

date) 

period  to  the 
heginning  of 
each  halt-year 

each  half- 

EXTEND 

SD  M.\TU 

UTV  PEF 

lOD 

year  period 

to  extended 

period 

maturity 

thereafter 

Percent 

Percent 

First  ;<  year '(11/1/67) 

$26.  26 

$52.  52 

$105.  04 

.$210.  08 

$525.  20 

$1,  050.  40 

$10,  504 

0.00 

'i.  IS 

K  to  1  year (5/1/6S) 

1  to  1!5  vcars (11/1/C8) 

26.80 

53.  60 

107.  20 

214.  40 

536.  00 

1,  072.  00 

10,  720 

4.  11 

4.25 

27.36 

54.  72 

109.  44 

218.  88 

547.  20 

1,  094.  40 

10,  944 

4.  15 

4.  26 

IM  to  2  years (5/1/69) 

27.  93 

5.5.  86 

111.72 

223.  44 

558.  60 

1,117  20 

11,  172 

•1.  15 

4.26 

2  to  2J^  years (11/1/69) 

28.  51 

57.  02 

114.04 

228.  08 

570.  20 

1,  Ml).  411 

11,  404 

4.  15 

4.27 

2jno3ycars (5/1/70) 

29.  10 

58.  20 

116.40 

232.  80 

582.  00 

1,  1G4.  on 

11,640 

4.  15 

4.28 

3  to3Jiyears (11/1/70) 

29.  70 

59.  40 

118.  SO 

237.  60 

594.  00 

1,  188.  01) 

11,880 

4.  15 

4.29 

3jno4  vcars (5/1/71) 

30.  32 

60.  64 

121.  28 

242.  56 

606.  40 

1,  212.  80 

12,  128 

4.  15 

4.  30 

4  to  4,'.J  years (11/1/71) 

30.  95 

61.  90 

123.  SO 

247.  60 

619.  00 

1,  238.  00 

12,  3S0 

4.  15 

4.31 

i'A  to  5  years (5/1/72) 

31.  .59 

63.  18 

126.  36 

252.  72 

631.  SO 

1,  2C3.  00 

12,636 

4.  15 

4.33 

5  to  5'«  years (11/1/72) 

32.  25 

61.  50 

129.  00 

258.  00 

64.5.  00 

1,  290.  00 

12,  900 

4.  15 

4.34 

SJUoOycars (5/1/7.3) 

32.  92 

65.  84 

131.  68 

263.  36 

658.  40 

1,  316.  80 

1.3,  168 

4.  15 

4.36 

6  to  6^5  years (11/1/73) 

33.60 

67.20 

134.  40 

268.  SO 

672.  00 

1,  344.  00 

1.3,  440 

4.  15 

4.39 

6J^  to7  years (5/1/74) 

34.30 

68.  60 

137.  20 

274.  40 

686.  00 

1,  372.  00 

13,  720 

4.  15 

4.43 

7  to  7^2  years (11/1/74) 

35.  01 

70.  02 

140.04 

280.  08 

700.  20 

1,  400.  40 

14,  004 

4.  15 

4.47 

7^  to  8  years (5/1/75) 

3.5.  73 

71.  40 

142.  92 

28.5.  84 

714.  60 

1.  429.  20 

14,292 

4.  15 

4.55 

8  to  S]i  "years (11/1/75) 

36.  48 

72.  96 

14.%  92 

291.  84 

729.  60 

1,  459.  20 

14,  592 

4.  15 

4.63 

H'A  to  9  years (.5/1/76) 

37.  23 

74.46 

148.  92 

297.  84 

744.  60 

1,  4S9.  20 

14,  892 

4.  15 

4.81 

9  to  9!;  years (11/1/71)) 

38.  01 

76.02 

152.  04 

304.  OS 

760.  20 

1,  520.  40 

1.5,  204 

4.  15 

5.  12 

9!^  to  10  vcars (5/1/77) 

38.79 

77.58 

155.  16 

310.  32 

775.  SO 

1,  551.  60 

15,  516 

4.  15 

6.  14 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' (11/1/77) 

39.98 

79.  9C 

159.92 

319.84 

799.  60 

1,  599.  20 

15,  992 

<4.  25 

'  MoiiUi,  (lay,  nnd  year  on  wliicli  issues  of  December  1,  1958,  enter  each  period.  For  subscqueiU  issiip  months  add  the  npproprlfllc  number  of  mouths. 
3  Yield  Troiii  beKinninK  of  each  halt-year  period  to  extrndod  maturity  at  extended  maturity  value  prior  to  the  Jiuic  1, 19G8,  revision. 
3  18  years  and  11  months  from  issue  date.  F^xlendcd  maturity  value  improved  by  therevisiouot  June  1,  190S. 
*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  dale  is  4.01  percent. 
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TABLE  50 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1959 


$18.75 

$37.  50 

$75.  00 

$1.50.00 

$375.  00 

$750.  00 

$7,  500 

Approxiinittr 

25.00 

50.00 

100.  00 

200.  00 

500.  00 

1,  000.  00 

10,  000 

id 

(2)  On  tlio 

(1)  Redemption  values  during  each  half-year  period 

redemption 

(3)  On  current 

(values  incre; 

sc  on  first  di 

y  of  period  sllown) 

value  iit  start 

redemption 

Period  after  original  maturity  (bc- 

of  the  extended 

valui-  from 

maturity 
period  to  the 

date) 

each  half- 

begmning  of 

year  period 

EXTENDED  MATURITY  PERIOD 

each    half-year 

period 

thereafter 

to  extended 
maturity 

Percent 

Percent 

First  Vavear '(3/1/07) 

$25.  13 

$50.  26 

$100.  52 

$201.  04 

$502.  60 

$1,  005.  20 

$10,  052 

0.00 

M.  15 

Hto  lycar (9/1/67) 

1  to  IJ^vears (3/1/68) 

2.5.  65 

51.  30 

102.  61) 

205.  20 

513.  00 

1,  020.  00 

10,  260 

4.  14 

'  4.  15 

26.  18 

52.  36 

104.  72 

209.  44 

523.  00 

1,  047.  20 

10,  472 

4.  14 

4,25 

lJ^to2  vears (9/1/6S) 

26.  73 

53.  46 

100.  92 

213.  84 

534.  60 

1,  009.  20 

10,  092 

4.  16 

4.25 

2  to  2J^  years (3/1/69) 

27.  28 

54.  56 

lUU.  12 

218.  24 

54,5.  60 

1,  091.  20 

111,912 

4.  15 

4.26 

2J$  toSyears (9/1/69) 

27.  85 

55.  70 

111.40 

222.  80 

557.  00 

1,  114.00 

11,  140 

4.  15 

4.27 

3  to  3M  years (3/1/70) 

28.  43 

50.  86 

11.3.  72 

227.  44 

568.  60 

1,  137.  20 

11,372 

4.  16 

4.28 

3JUo4years (9/1/70) 

29.  02 

58.  04 

116.  OS 

232.  16 

580.  40 

1,  100.  80 

11,008 

4.  15 

4.29 

4  to  4H  years (3/1/71) 

29.  62 

59.  24 

118.48 

236.  96 

592.  40 

1,  184.  80 

11,848 

4.  15 

4.30 

4J'2to5years (9/1/71) 

30.  23 

00.  40 

120.  92 

241.  84 

604.  60 

1,  209.  20 

12,  092 

4.15 

4.31 

5  to  5M  years (3/1/72) 

30.  86 

61.72 

123.  44 

246.  88 

617.  20 

1,  234.  40 

12,  344 

4.  15 

4.33 

5}<  too  years (9/1/72) 

31.50 

63.00 

126.  00 

252.  00 

U30.  00 

1,  260.  00 

12,  000 

4.  15 

4.35 

6  to  6)$  years (3/1/73) 

32.  15 

64.  30 

128.  00 

257.  20 

64.3.  00 

1,  280.  00 

12,  860 

4.  15 

4.38 

6}^  to  7  years (9/1/73) 

32.  82 

65.  64 

131.  28 

262.  56 

050.  40 

1,312.80 

13,  128 

4.  15 

4.41 

7  to  7H  years (3/1/74) 

33.50 

67.00 

134.  00 

26S.  00 

070.  00 

1,  340.  00 

13,  400 

4.15 

4.45 

7/2  to  8  years (9/1/74) 

34.20 

08.40 

136.  SO 

273.  00 

084.  00 

1,  368.  00 

13,  080 

4.  15 

4.51 

8  to  8H  years (3/1/75) 

34.91 

69.  82 

139.  04 

279.  28 

098.  20 

1,  396.  40 

13,  964 

4.  15 

4.59 

8H  to  9  years (9/1/75) 

35.  63 

71.  20 

142.  52 

28.5.  04 

712.00 

1,  425.  20 

14,  252 

4.  15 

4.75 

9to9Jlyears (3/1/76) 

30.  37 

72.  74 

145.  48 

290.  90 

727.  40 

1,  454.  SO 

14,  548 

4.  15 

5.05 

9;<  to  10  years (9/1/76) 

37.  12 

74.24 

148.  4S 

296.  90 

742.  40 

1,  484.  SO 

14,  848 

4.  15 

5.98 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

date)' ....(3/1/77) 

38.23 

76.46 

152.  92 

305.  84 

764.  60 

I,  529.  20 

15,  292 

M.24 

1  Month,  day.  and  year  on  which  issues  of  June  1.  1959,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months, 

2  Yield  from  bcginninp  of  each  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  tlie  June  1,  1968,  revision, 
'  17  years  and  9  months  from  issue  date.  Extended  maturity  value  improved  by  the  revision  of  June  1, 1908. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.06  percent. 


TABLE  51 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1959,  THROUGH  MAY  1,  1960 


Issue  price 

Denomination- 


Period  after  original  maturity  (be- 
ginning 7  years  9  months  after  issue 
date) 


First  \i  year. '(9/1/67) 

V2  to  1  year. (3/1/08) 

1  to  IM  years (9/1/68) 

V/z  to  2  years (.3/1/09) 

2  to  2}<  years .(9/1/09) 

2H  to  3  years (3/1/70) 

3  to3;-$  years (9/1/70) 

3JUo4years (,3/1/71) 

4  to4J$  years (9/1/71) 

4H  to  5  years (.3/1/72) 

5  to  bM  years (9/1/72) 

5}'2  toOycars (3/1/7.3) 

6  to  6J<  years (9/1/73) 

6M  to  7  years (,3/1/74) 

7  to  IVz  years (9/1/74) 

IM  to  8  years (3/1/75) 

8  to  8H  years (9/1/75) 

8H  to  9  years (3/1/76) 

9  to  9}^  years (9/1/70) 

9Hto  10  years (3/1/77) 

EXTENDED  MATU- 
RITY VALUE  (10 
years  from  original 
maturity 

date)' (9/1/77) 


$18 

75 

$37. 

50 

$75 

00 

$150 

00 

$375.  00 

25 

00 

50. 

OU 

lUU 

uu 

2U0 

00 

500.  GO 

$750. 00 
1, 000. 00 


$7. 500 
10,  000 


EXTENDED  MATURITY  PERIOD 


(2)  On  the 

redemption 

value  at  start 

of  the  extended 

maturity 

period  to  the 

beginning  of 

each   half-year 

period 

thereafter 


$2,5.  18 

$50.  36 

$100.  72 

25.70 

51.40 

102.  SO 

26.  24 

52.  48 

104.  90 

26.  78 

53.  50 

107.  12 

27.  34 

54.  68 

109.  30 

27.90 

5.5.  80 

111.60 

2,S.  48 

56.96 

113.  92 

29.07 

58.  14 

116.28 

29.  68 

59.  36 

118.72 

30.29 

60.  58 

121.  16 

30.92 

61.  .S4 

123.  08 

31.56 

63.  12 

126.  24 

32.  22 

64.  44 

128.  .88 

32.  89 

65.  78 

131.56 

33.  57 

07.  14 

134.  28 

34.26 

OS.  52 

137.  04 

34.  98 

09.96 

139.  92 

35.  70 

71.40 

142.  SO 

36.  44 

72.  88 

14,5.  70 

37.20 

74.40 

148,  80 

38.33 

76.66 

153.32 

$201.  44 
205.  60 
209.  92 
214.  24 
21,8.  72 
223.  20 
227.  S4 
232.  56 
237.  44 
242.  32 
247.  36 
252.  48 
257.  76 
203.  12 
208.  56 
274.  08 
279.  84 
28,5.  60 
291.  52 
297.  00 


$503.  60 
514.  00 
524.  80 
535.  00 
546.  80 
558,  00 
569.  60 
581.  40 
593.  00 
005.  SO 
01,8.  40 
031.  20 
644.  40 
057,  SO 
671.  40 
6,8,5.  20 
699.  60 
714.  00 
728.  80 
744.  00 


51,  007.  20 
1,  02S.  00 
1,  049.  60 
1,  071.  20 
1,  093,  60 
1,  116.  00 
1,  139.  20 
1,  102.  SO 
I,  187.  20 
1,  211.  60 
1,  230.  .80 
1,  202.  40 
1,  28.8.  SO 
1,  31,5.  60 
1,  342.  SO 
1,  370.  40 
1,  399.  20 
1,  428.  00 
1,  457.  60 
1,  4S8.  00 


1,  533.  20 


510,  072 
10,  280 
10,  496 
10,712 

10,  936 

11,  100 
11,392 
11,628 

11,  872 

12,  116 
12,  368 
12,  624 

12,  888 

13,  156 
13,  428 

13,  704 
1.3,  992 

14,  280 
14,  570 
14,  880 


Percent 
0.00 
4.  13 
4.  17 
4.  15 
4.  16 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.15 


(3)  On  current 
redemption 
value  from 
beginning  of 
each  half- 
year  period 
to  extended 


Percent 
2  4.  15 
4.25 
4.26 
4.26 
4.  27 
4.28 
4.  29 
4.30 
4.  31 
4.  33 
4.  34 
4.  37 
4.  39 

4.  42 
4.47 
4.54 
4.63 
4.80 

5.  12 


•  Month,  day.  and  year  on  which  Issues  of  December  1, 1959,  enter  each  period.  For  subsequent  Issue  months  add  the  appropriate  number  of  months. 
5  Yield  from  beginning  of  first  half-year  period  to  extended  maturity  at  extended  maturity  value  prior  to  the  June  1, 1968,  revision. 

'  17  years  and  9"months  from  issue  date.  Extended  maturity  viiluc  improved  by  the  revision  of  June  1, 19(i8. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.07  percent. 
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TABLE  52 

BONDS  BEARING  ISSUE  DATES  FKOIM  JINE   1   THUOIGH  NOVEMBEU    I.    19G0 


Issue  price 

$18.75 

$37.  50 

$75.  00 

$150.00 

$375.  00 

$750.  00 

$7,  500 

Denomination 

25.00 

50.00 

100.  00 

200.  00 

500.  00 

1, 000. 00 

10,  000 

yi 

ild 

(2)  On  the 

redemption 

(3)  On  cur- 

value at  start 

rent  re- 

of each  ma- 

demption 

turity  or 

I'eriod  after  issue  date 

(1)  Redemption 

palues  durin 

I  eacli  li:i1f-year  period 

extended  ma- 

from be- 

values iiicro 

ISC  on  first  d 

ly  of  period  sliown) 

turity  period 

ginning  of 

to  bcKiniiiog 

eacli  half- 

of  each  half- 

year 

year 

period '  (a) 

period 

to  maturity 

thereafter 

Ptrcent 

Percent 

Fii^t  'A  year '(6/1/60) 

$18.  75 

$37.  50 

$75.  00 

$150.  00 

$375.  00 

$750.  00 

S7,  500 

0.00 

»  3.  75 

Vi  to  1  year (12/1/60) 

1  to  U4  years (6/1/61) 

18.91 

37.  82 

7.5.  64 

151.  28 

378.  20 

756.  40 

7,  564 

1.71 

'3.89 

19.  19 

38.  38 

76.76 

153.  52 

383.  80 

767.  60 

7,676 

2.  33 

'3.96 

1}^  to  2  years (12/1/61) 

19.51 

39.  02 

78.04 

156.  08 

390.  20 

780.  40 

7,804 

2.67 

'4.  01 

2  to2J$years (6/1/62) 

19.90 

39.80 

79.  60 

159.  20 

398.  00 

796.  00 

7,960 

.3.00 

'4.01 

2}^  to  3  years (12/1/62) 

20.28 

40.  56 

81.  12 

162.  24 

40.5.  60 

811.  20 

8,  112 

3.  16 

'  4.  03 

3  toSJ^years -(6/1/63) 

20.66 

41.32 

82.  64 

16.5.  28 

413.  20 

826.  40 

8,  264 

3.26 

'  4.  05 

3J<  to  4  years (12/1/63) 

21.07 

42.  14 

84.  28 

168.  56 

421.  40 

842.  80 

8,  428 

3.36 

'4  06 

4  to  4H  years (6/1/64) 

21.  50 

43.00 

86.00 

172.  00 

430.  00 

860.  00 

8,600 

3.  45 

'4  06 

4>^  to  5  years (12/1/64) 

21.  95 

43.90 

87.80 

17.5.  60 

439.  00 

878.  00 

8,780 

3.53 

'4  04 

5  to  5J^  years (G/1/65) 

22.  40 

44.80 

89.60 

179.  20 

448.  00 

890.  00 

8,960 

3.59 

'  4  03 

5M  to  6  years (12/1/65) 

22.  86 

45.  72 

91.44 

182.  88 

457.  20 

914.  40 

9,  144 

3.04 

«4  43 

6  to  6\i  years .(6/1/66) 

23.  33 

46.  66 

93,32 

18(>.  64 

460.  60 

933.  20 

9,  332 

3.68 

•4  52 

6!Uo7years (12/1/66) 

23.  83 

47.  66 

9.5.  32 

190.  64 

470.  60 

953.  20 

9,  532 

3.72 

*4  62 

7  to  7<A  years (6/1/67) 

24.  37 

48.74 

97.  48 

194.  96 

487.  40 

974.  80 

9,748 

3.78 

M.  68 

7'A  years  to  7  years  and  9 

months (12/1/67) 

24.93 

49.86 

99.72 

199.  44 

498.  60 

997.  20 

9,972 

3.83 

'4  84 

MATURITY  VALUE  (7 

years  and  9  months 

from  issue 

date) (3/1/68) 

25.23 

50.46 

100.  92 

201. 84 

504.  60 

1,  009.  20 

10,  092 

3.87 

Period  after  maturity  date 

EXTEND 

ED  MATU 

RITY  PER 

lOD 

(b)  to  ex- 
tended 

0.00 

maturity 

First  'A  year.. (3/1/68) 

$25.  23 

$50.  46 

$100.  92 

.$201.  84 

$504.  60 

$1,  009.  20 

$10,  092 

4  25 

iito  1  year (9/1/68) 

2.5.  75 

51.50 

103.  00 

206.  00 

515.  00 

1,  030.  00 

10,  300 

4.  12 

4  26 

1  to  IM  years (3/1/69) 

26.  29 

52.58 

10.5.  16 

210.  32 

52.5.  80 

1,051.  60 

10,  516 

4.  16 

4  26 

VA  to  2  years .(9/1/69) 

26.83 

53.  66 

107.  32 

214.  64 

536.  60 

1,  073.  20 

10,  732 

4.  14 

4  27 

2  to  2M  years (3/1/70) 

27.39 

54.  78 

109.  56 

219.  12 

547.  80 

1,  09.5.  60 

10,  956 

4.  15 

4  28 

2^2  to  3  years (9/1/70) 

27.  96 

5.5.  92 

111.  84 

223.  68 

559.  20 

1,  118.40 

11,  184 

4.  15 

4  28 

3  to  3}^  years .(3/1/71) 

28.  54 

57.  08 

114.  16 

228.  32 

570.  80 

1,  141.  60 

11,416 

4.  15 

4  29 

3H  to  4  years (9/1/71) 

29.  13 

58.  26 

116.52 

233.  04 

582.  60 

1,  165.  20 

11,6,52 

4.  15 

4.  30 

4  to  4>^  years (3/1/72) 

29.74 

59.  48 

118.96 

237.  92 

594.  80 

1,  189.  60 

11,896 

4.  15 

4  31 

4J^  to  5  years (9/1/72) 

30.  35 

60.  70 

121.  40 

242.  80 

607.  00 

1,  214.  00 

12,  140 

4.  15 

4.33 

5  to  5M  years (3/1/73) 

30.  98 

61.96 

123.  92 

247.  84 

619.  60 

1,  239.  20 

12,  392 

4.  15 

4  35 

5M  to  6  years (9/1/73) 

31.  62 

G3.  24 

126.  48 

252.  96 

632.  40 

1,  264.  .SO 

12,  648 

4.  15 

4.  38 

6  to  6>^  years (3/1/74) 

32.  28 

64.  56 

129.  12 

258.  24 

645.  00 

1,  291.  20 

12,912 

4.  15 

4  40 

6^2  to  7  years (9/1/74) 

32.  95 

65.  90 

131.  80 

263.  60 

659.  00 

1,  318.  00 

13,  180 

4.  15 

4  4  t 

7  to  7>^  years: (3/1/75) 

33.  63 

67.  26 

134.  52 

269.  04 

672.  60 

1,  34.5.  20 

13,  452 

4.  15 

4  49 

7JUo8years (9/1/75) 

34.  33 

68.66 

137.  32 

274.  64 

086.  60 

1,  373.  20 

13,  732 

4.  15 

4  55 

8to8)'2years (3/1/76) 

35.  05 

70.  10 

140.  20 

280.  40 

701.  00 

1,  402.  00 

14,  020 

4.  15 

4  04 

8K  to  9  years (9/1/76) 

35.  77 

71.  54 

143.  08 

286.  16 

71.5.  40 

1,  430.  SO 

14,  .308 

4.  15 

4.  S2 

9  to  9K  years (3/1/77) 

36.  51 

73.  02 

146.  04 

292.  08 

730.  20 

1,  460.  40 

14,  604 

4.  15 

.5.  Ui 

9'/<  to  10  vcars (9/1/77) 

37.27 

74.54 

149.  08 

298.  16 

745.  40 

1,  490.  80 

14,908 

4.  15 

6.  17 

EXTENDED  MATURITY 

VALUE  (10  years  from 

original  maturity 

dale)^ (3/1/78) 

38.42 

76.84 

153.  68 

307.  3G 

768.  40 

1,  536.  80 

15,  368 

M.  25 

'  3-month  period  in  the  c 
2  Month,  day,  and  v<:ir  c 
'Yield  from  h.^unn,-.'  .. 
•  Yield  fn.n,  lH,n,'. 

i  17  years  ;u..|  ■,.;,,. 

>  Yiddoiii.uidi;.-..;  nil.. 


e  of  the  7li-yoar  to  7-ycar  and  9-nionth  period. 

wliich  issLns  of  June  1,  1960.  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

i>  1 1  !■  :  i.ii  1 1-  i;,  iiiiMiy  at  maturity  value  prior  to  the  December  1,  1965,  revision. 
. I  iiy  at  maturity  value  prior  to  the  June  I,  1968,  revision. 
I        Mild  maturity  value  improved  by  the  revision  of  June  1,  1908. 
ni  1    u<  r  ih  [n  .  .\iL'iidcd  maturity  date  is  4.08  percent. 
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TABLE  53 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1, 1960,  THROUGH  MAY  1, 1961 


Issue  price. .  _ $18.75    $37.  50 

Denomination 25.00      50.00 


$75.00    $150.00    $375.00        $750.00      $7,500 
100.00   I  200.00  I   500.00      1,000.00      10,000 


First  ;J  vcar M12/I/60) 

'A  to  1  year (6/1/61) 

1  to  I'i' years (12/1/61) 

V,i  to  2  "years (6/1/62) 

2  to  2!^  'years (12/1/62) 

2)'^  to  3  years (6/1/63) 

3  to  3!2  years (12/1/63) 

3;'.  to  4  years (6/1/64) 

4  to  4J2  years (12/1/64) 

VA  to  5  years (6/1/65) 

5  to  5):  years (12/1/65) 

HA  to  6  years (6/1/66) 

6  to  6!<  years (12/1/60) 

6'j  to  7  years (6/1/67) 

7  to  'A  years (12/1/67) 

7J;  years  to  7  years  and  9 

months ..(6/1/6S) 

MATURITY  VALUE  (7 
years  and  9  months 
from  issue 
date) (9/1/G8) 


Period  after  maturity  date 


First  Is  year (9/1/68) 

A  to  1  year -.(3/1/60) 

1  to  IJ^vears (9/1/61)) 

1}<  to  2  years (3/1/70) 

2  to  21<  years (9/1/70) 

2";  to  3  years (3/1/71) 

3  to  3!^  years (9/1/71) 

SA  to  4  years (3/1/72) 

4  to  41$  years (9/1/72) 

4)2  to  5  years (3/1/73) 

0  to  oU  years (9/1/73) 

r)A  to  6  years (3/1/74) 

6  to  GAi  years -(9/1/74) 

6A  to  7  years (3/1/75) 

7  to  7J;  years (9/1/75) 

7A  to  8  years (3/1/76) 

8  to  8!<  years (9/1/76) 

8;^  to  9  years (3/1/77) 

9  to  <)A.  years (9/1/77) 

9';  to  10  years (3/1/78) 

EXTENDED  MATURITY 

VALUE  (10  years  from 
original  maturity 
date)5 (9/1/78) 


$18.  75 
IS.  91 
19.  19 

19.  51 
19.90 

20.  28 

20.  66 

21.  07 
21.  .W 

21.  95 

22.  40 

22.  87 
2.3.  35 

23.  87 

24.  41 

24.97 


$37.  50 
37.  82 
3,S.  38 
39.  (12 

39.  SO 

40.  06 

41.  32 

42.  14 

43.  01) 

43.  90 

44.  80 
4.1.  74 

46.  70 

47.  74 

48.  82 


$75.  on 

75.  64 

76.  76 

78.  04 

79.  60 

81.  12 

82.  64 
84.  28 

86.  00 

87.  80 
89.60 
91.  48 
93.40 
9.5.  4S 
97.  64 

99.  88 


$150.  00 
151.  28 
1.5.3.  52 
156.  08 
1.59.  20 
162.  24 
16.5.  28 
168.  56 
172.  00 
17.5.  60 
179.  20 
182.  96 
186.  80 
190.  96 
19.5.  28 


;37.5.  00 
37.8.  20 
383.  8(1 
390.  21) 
39s.  Ill) 
405.  60 
413.  211 
421.  411 
430.  Ill) 
439.  110 
44,S.  Oil 
457.  40 
467.  00 
477.  40 
488.  20 


750.  41) 
767.  01) 
7SI1.  41) 
790.  01) 
Sll.  20 
S20.  40 
.S42,  SO 
.SOU.  Ill) 
S7S.  Ill) 
S90.  110 
914.  SO 
934.  00 
954.  80 
976.  40 

998.  80 


$7,  500 
7,  504 
7,676 
7,  804 

7,  900 

8,  112 
8,  264 
8,  428 
8,  600 

8,  780 
,8,  960 

9,  148 
9,  340 
9,  548 
9,764 

9,  988 


EXTENDED  MATURITY  PERIOD 


$25.  28 

$50.  56 

25.80 

51.  60 

26.  34 

52.  68 

26.  89 

53.78 

27.44 

54.88 

2,S.  01 

56.  02 

28.  60 

57.  20 

29.  19 

58.  38 

29.  79 

59.  58 

30.  41 

60.  82 

31.04 

62.08 

31.  69 

63.  38 

32.  35 

64.70 

33.  02 

66.  04 

33.  70 

67.40 

34.40 

68.  SO 

35.  11 

70.  22 

3.5.  84 

71.  68 

36.  59 

73.  18 

37.35 

74.70 

38.49 

76.98 

$101.  12 

$202. 

24 

$505.  60 

103.  20 

200. 

41) 

516.  00 

105.  36 

210. 

72 

526.  80 

107.  ,56 

21.5. 

12 

537.  80 

109.  76 

219. 

52 

548.  80 

112.  04 

224. 

118 

561).  20 

114.40 

228. 

,S0 

572.  00 

116.76 

233. 

52 

5S.3.  80 

119.  16 

238. 

32 

59.5.  80 

121.  04 

243. 

28 

608.  20 

124.  16 

248. 

32 

620.  80 

126.  76 

253. 

52 

033.  80 

129.  40 

258. 

80 

647.  00 

132.  OS 

264. 

16 

660.  40 

134.  80 

269. 

00 

674.  00 

137.  60 

27.5. 

20 

688.  00 

140.  44 

280. 

88 

702.  20 

14.3.  36 

286. 

72 

716.  80 

146.  36 

292. 

72 

731.  SO 

149.  40 

298. 

80 

747.  00 

153.96 

307. 

92 

769.  80 

1,011.  20 
1,  032.  00 
1,  053.  60 
1,  07.5.  60 
1,  097.  60 
1,  120.  40 
1,  144.  00 
1,  167.  60 
1,  191.  60 
1,  216.  40 
1,  241.  60 
1,  207.  60 
1,  294.  00 
1,  320.  80 
1,  348.  00 
1,  376.  00 
1,  404.  40 
1,  433.  60 
1,  463.  60 
1,  494.  00 


$10,  112 
10,  320 
10,  .5.36 
10,  756 

10,  976 

1 1,  204 
11,440 
11,676 

11,  916 

12,  164 
12,  416 
12,  676 

12,  940 

13,  208 
1.3,  4.80 

13,  760 

14,  044 
14,  336 
14,  636 
14,  940 


(2)  On  the 
redemption 
value  at  start 
of  eacli  ma- 
turity or 
extended  ma- 
turity period 
to  beginning 


(3)  On  cur- 
rent re- 
demption 

value 
from  be- 
ginning of 


Percent 

PereeM 

0.00 

»  3.  75 

1.71 

'  3.  89 

2.33 

»3.  96 

2.67 

M.  01 

3.  00 

'4.01 

3.  16 

«4.  03 

3.26 

'  4.  05 

3.36 

"  4.  06 

3.  45 

M.  06 

3.53 

M.  04 

3.59 

'  4.  45 

3.  64 

*  4.  50 

3.  69 

M.  59 

3.  75 

M.  64 

3.80 

<4.  72 

3.86 

<5.  00 

3.89 

(b)  to  ex- 

tended 

maturity 

0.00 

4.  25 

4.  11 

4.26 

4.  15 

4.26 

4.  16 

4.26 

4.  14 

4.28 

4.  14 

4.  28 

4.  16 

4.  29 

4.  15 

4.30 

4.  15 

4.32 

4.  15 

4.33 

4.  15 

4.  35 

4.  15 

4.37 

4.  15 

4.39 

4.  15 

4.43 

4.  15 

4.48 

4.  15 

4.  54 

4.  15 

4.  65 

4.  15 

4.81 

4.  15 

,5.  13 

4.  15 

6.  10 

6  4.25 

1  3-nionth  period  in  the  case  of  the  T'/^-year  to  T-year  and  9-nioiith  period. 

2  Month,  day,  and  year  on  wliich  issues  of  December  1, 19C0,  enter  each  period.  For  subsequent  issu 

3  Yield  from  beginniiiR  of  each  period  to  maturity  at  maturity  value  prior  to  t)ie  December  1,  1965. 

*  Yield  from  beginning  of  each  period  to  maturity  at  maturity  value  prior  to  the  June  1,  1968,  rovis 
i  I"  years  and  9  months  from  issue  date.  Extended  maturity  value  improved  by  the  revision  of  Jun 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  date  is  4.U9  percent. 


nths  add  the  appropriate  number  of  months. 
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TABLE  54 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  I  THROUGH  NOVEMBER  1,  1961 


$18.75 

$37.  50 

$75.  00 
100.  00 

$150.00 
200.  00 

$375.  00 
500.  00 

$7^0.  00 
1,  000.  00 

$7,  500 
10,  000 

Approilmate  investment 

25.00 

50.00 

(2)  On  pur- 

(3) On  current 

chase  price 

(I)  Ilotlrmptlon  values  during  eaeh  half-year  period  • 

period  after  Issue  dale 

(values  Incr' 

ase  on  first  day  of  period  shown) 

date  to  bepin- 

pliiiiinE  of 

nlng  of  each 

each  half-year 

half-year 

period  '  to 

period ' 

maturity 

First  J$  year '(6/1/61) 

$18.  75 

$37.  50 

$75.  00 

.$150.  00 

$37.5.  00 

$750.  00 

$7,  500 

0.00 

»3.  75 

'A  to  1  vcar .(I2/1/RI) 

1  to  l}f. years (6/1/62) 

IS.  01 

37.  82 

75.  64 

151.  28 

378.  20 

756.  40 

7.  564 

1.71 

'  3.  89 

19.  19 

38.  38 

76.  76 

153.  52 

3S3.  80 

767.  60 

7,676 

2.  33 

'  3.  90 

nUo2ycars (12/1/62) 

19.51 

39.  02 

78.  04 

156.  08 

390.  20 

780.  40 

7,  804 

2.  67 

'  4.  01 

-  to  2;<  years (6/1/63) 

19.  90 

39.  80 

79.  60 

159.  20 

398.  00 

796.  00 

7,960 

3.00 

'  4.  01 

2/2  to  3  years (12/1/63) 

20.  2.S 

40.  56 

81.  12 

162.  24 

405.  60 

811.20 

8,  112 

3.  16 

'  4.  03 

3  to  3H  years (6/1/64) 

20.  66 

41.32 

82.  64 

16.5.  28 

413.  20 

826.  40 

8,  264 

3.20 

'  4.  0:i 

3)^  to  4  years (12/1/64) 

21.07 

42.  14 

84.  28 

168.  56 

421.  40 

842.  SO 

8,428 

3.  .36 

'  4.  00 

4  to  4H  years (6/1/6,")) 

21.  50 

43.  00 

86.  00 

172.  00 

430.  00 

860.  00 

8,600 

3.  45 

>4.  06 

4>i  to  0  years (12/1/65) 

21.  95 

43.  90 

87.  80 

17.5.  60 

439.  00 

878.  00 

8,780 

3.  53 

«4.  44 

5  to  o'A  years (6/1/66) 

22.  41 

44.82 

89.  64 

179.  28 

448.  20 

896.  40 

8,  964 

3.60 

*  4.49 

5'A  to  6  years (12/1/66) 

22.  89 

4.5.  78 

91.56 

18.i.  12 

457.  80 

91.5.  60 

9,  156 

3.66 

*  4.  53 

etoeViyears (6/1/67) 

23.  38 

46.  76 

9.3.  52 

187.  04 

467.  60 

935.  20 

9,  352 

3.71 

*  4.  01 

6'A  to  7  years (12/1/67) 

2.3.  91 

47.  82 

95.  64 

191.  28 

478.  20 

956.  40 

9,  564 

3.78 

*  4.  64 

7  to  7J'2  years (6/1/68) 

24.46 

48.  92 

97.  84 

19.5.  68 

489.  20 

978.  40 

9,784 

3.83 

4.77 

7'A  years  to  7  vcars  and 

9  months (12/1/68) 

25.02 

50.04 

100.  08 

200.  16 

500.  40 

1,  000.  80 

10,  008 

3.88 

5.  15 

MATURITY  VALUE 

(7  years  and  9  months 

from  issue 

date)' (3/1/69) 

25.34 

50.  G8 

101.36 

202.  72 

506.  80 

1,013.60 

10,  136 

3.92 

t  3-nionth  period  in  the  case  nf  the  7H-year  to  7-ycar  and  9-month  period. 

2  Month,  day,  and  year  on  which  Issues  of  June  I.  lyfii,  enter  eacli  period.  For  sub-sequcnt  issue  m 
>  Yield  from  beRinning  of  each  period  lonialuhly  at  maturity  value  prior  to  the  December  1, 1905, 
*  Yield  froin  b'-ginningof  each  period  to  maturity  at  maturity  value  prioi  lu  the  June  1, 1 90S,  re  vis 
<  Maturity  value  improved  by  the  revision  o(  June  I,  1968. 


nths  add  the  appropriate  number  of  months. 


TABLE  55 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  I9G1,  THROUGH  MAY  1,  1962 


Issue  price $18.75    $37.  50 

Denomination.. 25.00     50.00 


$75.00    $150.00    $373.00        $750.00      $7,500 
100.00  I  200.00      500.00      1,000.00      10,000 


Period  after  issue  date 


First  Vi  year =  (12/1/61) 

M  to  1  year (6/1/62) 

1  to  1!:  vcars (12/1/62) 

I'A  to  2  years (6/1/03) 

2  to  •2'A  years (12/1/63) 

2J'2  to  3  years (6/1/64) 

3  to  SVi  years (12/1/64) 

2'A  to  4  years (6/1/6,5) 

4to4)iyears (12/1/6,5) 

4J^  to  5  years (6/1/66) 

5  to  5J<  years (12/1/66) 

5}^  to  6  years (6/1/67) 

6  to  6A  years (12/1/07) 

6'A  to  7  years (6/1/68) 

7  to7}$  years (12/1/68) 

TA  years  to  7  years  and  9 

months (6/1/69) 

M  ATURIT  VV  ALUE  (7  years 
and  9  months  from 
issue  date)'... (9/1/69) 


)18.  75 
18.91 
19.  19 
19.  51 

19.  90 
20.28 

20.  66 

21.  07 
21.  50 

21.  96 

22.  42 

22.  91 

23.  42 
23.  95 
24.50 

25.  07 


$37.  50 

37.  82 

38.  38 

39.  02 

39.  80 

40.  56 

41.  32 

42.  14 

43.  00 
4.3.  92 

44.  84 
4.5.  82 

46.  84 

47.  90 

49.  00 

50.  14 


$75.  00 
7.5.  64 
76.  76 

78.  04 

79.  60 

81.  12 

82.  64 
84.  28 
S6.  00 
87.  84 
89.  68 
91.  64 
93.  68 
9.5.  SO 
98.  00 

100.  28 


$150.  00 

$375.  00 

151.  28 

378.  20 

153.  .52 

383.  80 

156.  08 

390.  20 

159.  20 

398.  00 

162.  24 

405.  60 

165.  28 

413.20 

168.  50 

421.  40 

■  172.  00 

430.  00 

17.5.  68 

439.  20 

179.  36 

448.  40 

183.  28 

458.  20 

187.  36 

468.  40 

191.60 

479.  00 

196.  00 

490.  00 

200.  56 

501.  40 

203.  28 

508.  20 

$750.  00 
756.  40 
767.  60 
780.  40 
796.  00 
811.  20 
826.  40 
842.  SO 
860.  00 
878.  40 
896.  80 
916.  40 
936.  SO 
958.  00 
980.  00 

1,  002.  80 


1,016.40 


$7,  500 
7,  564 
7,076 
7,  804 

7,  960 

8,  112 
8,  264 
S,  428 
8,  600 

8,  784 
S,  90S 

9,  164 
9,368 
9,  580 
9,800 

10,  028 


10,164 


(2)  On  pur- 
chase price 
from  issue 
date  to  hepm- 
nhiR  of  each 
half-year 
period  ' 


Perant 
0.00 
1.71 
2.33 
2.67 
3.  00 
3.  16 
3.  26 
3.  36 
3.45 
3.  54 
3.  61 
3.68 
3.74 
3.  SO 
3.  SO 

3.91 


(3)  On  current 
redemption 

value  from  he- 
giimliBOf 

each  half-year 
period  '  to 
maturity 


Percent 
>3.  75 
"3.89 
»3.  96 
»4.  01 
M.  01 
»4.  03 
"  4.  05 
'4.  06 
'  4.  46 
»  4.  49 
*  4.  55 
<  4.  58 


1  3-nionth  period  in  the  cose  of  the  7f-<i-year  to  7-year  and  9-nioiith  period. 

2  Montli,  day.  and  year  on  wliicli  issues  of  r)ecem!>er  1.  1961,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

3  Yield  from  beginning  of  eacii  period  to  maturity  at  malurily  value  prior  to  tlie  IJecemlter  1.  1%.').  revision. 

*  Yield  from  beginning  of  each  period  to  maturity  at  maturity  value  prior  to  tlie  June  1,  lyiVH,  revision. 

•  Maturity  value  improved  t>y  the  revision  of  June  1, 1968. 


EXHIBITS 
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TABLE  56 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1962 


Issue  price 

Denomination. 


$18.75 
25.00 


$37.  50 
50.00 


$75.00    $150.00   1$375.  00 
100.00      200.00  I   500.00 


$750.  00 
1,  000.  00 


$7,  500 
10,  000 


Period  after  issue  date 


First  ]i  year.. '(6/1/62) 

\i  to  1  year (12/1/62) 

1  to  iK  vcars (6/1/63) 

VA  to  2  "years (12/1/63) 

2  to  2y2  vears. (6/1/64) 

2M  to  3  years (12/1/64) 

3  to  y/i  years. (6/1/65) 

3H  to  4  years (12/1/65) 

4  to  4><  years (6/1/66) 

4H  to  5  years (12/1/66) 

5  to  SJ'o  years (6/1/67) 

hVi  to  6  years (12/1/67) 

6  to  Wi  years -(6/1/68) 

6J<  to  7  'years (12/1/68) 

7  to7;i  years (6/1/69) 

7!  2  years  to  7  years  and 

9  months..." (12/1/69) 

MATURITY  VALUE 
(7  years  and  9 
months  from  issue 
date)' -(3/1/70) 


18.75 

.i;37. 

50 

S75.  00 

$150.  00 

$375.  00 

18.  91 

37. 

82 

75.  64 

151.  28 

378.  20 

19.  19 

38. 

38 

76.76 

153.  52 

3S3.  80 

19.  .-)! 

39. 

02 

78.04 

1.56.  OS 

390.  20 

19.90 

39. 

SO 

79.  60 

159.  20 

398.  00 

20.  28 

40. 

56 

81.  12 

162.  24 

405.  60 

20.  66 

41. 

32 

82.  64 

165.  28 

413.  20 

21.  07 

42. 

14 

84.  28 

168.  56 

421.  40 

21.  :>\ 

43 

02 

86.04 

172.  OS 

430.  20 

21.  97 

43. 

94 

87.  88 

175.  76 

439.  40 

22.  45 

44 

90 

89.  80 

179.  60 

449.  00 

22.  95 

45 

90 

91.  80 

183.  60 

459.  00 

23.46 

46 

92 

93.  84 

187.  GS 

469.  20 

23.99 

47. 

98 

95.  96 

191.  92 

479.  SO 

24.  55 

49 

10 

98.20 

196.  40 

491.  00 

25.  12 

50 

24 

100.  48 

200.  96 

502.  40 

25.47 

50 

94 

101.88 

203.  76 

509.  40 

$750.  00 

756. 

40 

767. 

60 

780. 

4(t 

796. 

00 

811. 

20 

826. 

40 

842. 

80 

860. 

40 

87S. 

80 

898. 

00 

918. 

00 

93S. 

40 

959 

60 

9S2 

00 

1,004 

SO 

1,018 

80 

$7,  500 
7,504 
7,676 
7,804 
7,960 
8,  112 
8,  264 
8,  428 
S,  604 
8,  788 

8,  9S0 

9,  180 
9,384 
9,  596 
9,  820 

10,  048 


10,  188 


(2)  On  pur- 
chase price 
from  issue 
date  to  beRiii. 
ning  of  each 
lialf-year 
period  1 


PtTcent 

0.  00 

1.  71 
2.33 

2.  67 

3.  00 
3.  16 
3.  26 
3.  36 
3.  46 
3.  55 
3.  63 
3.  71 
3.77 
3.  83 
3.  89 

3.  94 


value  from  bc- 
giiiiiinsof 

each  half-year 
period  '  to 
maturity 


Percent 
3  3.  75 
'  3.  89 
=  3.96 
M.  01 
'  4.  01 
'4.03 
M.  05 
«  4.  47 


'  3-month  period  in  the  case  of  the  "H-year  to  7-year  and  9-nianlh  period. 

2  Month,  day,  and  year  on  which  issues  of  June  1 ,  UI62,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

3  Yield  from'  beginning  of  each  period  to  maturity  at  maturity  value  prior  to  the  December  1,  1065,  revision. 
*  Yield  from  beginning  of  each  period  to  maturity  at  maturity  value  prior  to  the  June  I,  1968, ; 
>  Maturity  value  improved  by  the  revision  of  June  1,  1968. 


4.  50 
4.  54 


TABLE  57 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,   1962,  THROUGH  MAY  1,   1963 


$18.75 

$37.  50 

$75.  00 

$150.00 

$375.  00 

$750.  00 

$7,  500 

Denomination 

25.00 

50.00 

100.  00 

200.  00 

500.  00 

1.  000.  00 

10,  000 

yield 

(2)  On  pur- 

(3) On  current 

chase  price 

redemption 

(1)1 

edemptlon  \ 

alucs  durin: 

each  half-ye 

ar  period ' 

from  issue 

value  from 

Period  after  Iss 

ue  date 

values  incre 

asB  on  Brst  d 

ay  of  period 

hown) 

date  to  be- 

girminpofeach 

half-year 

period  ' 

beginning  of 

each  half-year 

period  '  to 

maturity 

Percent 

Percent 

First  }^  ye.ar . 

.n  12/ 1/62) 

$18.  75 

$37.  50 

$75.  00 

$150.  00 

$375.  00 

$750.  00 

$7,  500 

0.00 

'3.75 

M  to  1  year 

1  to  1!{  years 

--(6/1/6.3) 

18.  91 

37.  82 

75.64 

151.  28 

378.  20 

756.  40 

7,  564 

1.71 

3  3.89 

-(12/1/63) 

19.  19 

38.  38 

76.76 

1.5.3.52 

383.  80 

767.  GO 

7,676 

2.33 

3  3.96 

\\i  to  2  years 

-.(6/1/64) 

19.51 

39.  02 

78.04 

156.  08 

390.  20 

780.  40 

7,804 

2.67 

34.  01 

2  to  2J1  years.   ._ 

-(12/1/64) 

19.  90 

39.  SO 

79.60 

159.  20 

398.  00 

796,  00 

7,960 

3.00 

34.01 

2%  to  3  years 

.-(6/1/65) 

20.  28 

40.56 

81.  12 

162.  24 

405.  60 

811.20 

8,112 

3.  16 

34.03 

3  to  ZYi  years 

-(12/1/65) 

20.66 

41.32 

82.64 

165.  2S 

413.  20 

826.  40 

8,264 

3.26 

<4.  46 

3H  to  4  years 

..(6/1/66) 

21.  OS 

42.  16 

84.32 

168.  64 

421.  00 

843.  20 

8,  432 

.3.37 

*4.  50 

4  to  i\i  years 

.(12/1/66) 

21.52 

43.04 

86.08 

172.  16 

430.  40 

860.  80 

8,608 

3.47 

*4.  54 

i\i  to  5  years.    ._ 

--(6/1/67) 

21.  99 

43.98 

87.96 

175.92 

439.  80 

879.  60 

8,796 

3.57 

M.  57 

5  to  5!1  years 

-(12/1/67) 

22.  48 

44.96 

89.92 

179.  84 

449.  60 

899.  20 

8,992 

3.66 

'4.59 

^M  to  6  years..   . 

-.(6/1/6S) 

22.98 

45.  96 

91.  92 

183.  84 

459.  00 

919.  20 

9,  192 

3.73 

4.73 

6  to  6!^  ye.ars 

.(12/1/68) 

23.50 

47.  00 

94.00 

188.  00 

470.  00 

940.  00 

9,400 

3.80 

4.79 

6!^  to  7  ve.irs.   .. 

--(6/1/69) 

24.04 

48.  08 

96.  16 

192.  .32 

480.  80 

9G1.  60 

9,616 

3.86 

4.87 

7  to  7\i  years 

.(12/1/69) 

24.60 

49.20 

98.40 

196.  80 

492.  00 

984.  00 

9,840 

3.92 

5.01 

1)2  years  to  7  years  and  9 

months..    

..(6/1/70) 

25.  17 

50.34 

100.  68 

201.  36 

503.  40 

1,  006.  SO 

10,  068 

3.96 

5.76 

MATURITY  VALUE  (7 

years  and  9 

months 

from  issue 

date)5 

-(9/1/70) 

25.53 

51.06 

102. 12 

204.  24 

510.  60 

1,021.20 

10,212 

4.02 

'  3-month  period  in  the  case  of  the  TJ^-year  to  7-year  and  0-month  period. 

I  Month,  day,  and  year  on  which  issues  of  December  1,  r.t62,  enter  eacli  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

»  Yield  from  beginning  of  each  period  to  maturity  at  maturity  value  prior  to  the  December  I,  1065, : 

'  Yield  from  beginning  of  each  period  to  maturity  at  maturity  value  prior  to  the  June  1, 1068,  revisi 

*  Maturity  value  improved  by  the  revision  of  June  1, 1068. 


192 


19  68    REPORT    OF    THE    SECRETARY    OF    THE    TREASURY 


TABLE  58 
BONDS  BEARING  ISSUE  DATES  FROM  Jl'NE  1  THUOl'GH  NOVEMBER  1,  196S 


Issue  price,  . . 
Denomination, 


$18.  75 
25.  00 


First  •/$  year '(0/1/63) 

J^  to  1  year (12/l/6:i) 

1  to  i;i  years (6/1/64) 

V,i  to  2  "years (r.'/l/64) 

2  to  2!^  years (6/1/6.5) 

2'A  to  3  "years (12/1/6.-)) 

3  to  3):  years (6/1/66) 

3'A  to  4  years (12/1/66) 

4  to  4>'z  years (6/1/07) 

4J^  to  5  "years (12/1/07) 

.5  to  a'A  "years (6/1/O.S) 

5}'2  to  6  years (12/1/6.S) 

6  to  6H  "years (6/1/6'J) 

6J4  to  7  "years (12/1/69) 

7  to  7^5  years (0/1/70) 

7Jj  years  to  7  years  and  9 

nionths (12/1/70) 

MATURITY  VALUE 

(7  years  and  9  months 

from  issue 

date)'' (3/1/71) 


$.17. 

50 

$75 

00 

$l.-)0 

00 

$375 

00 

50. 

00 

100 

00 

200 

uo 

500 

1 

00 

$750.  00 
1,  000.  00 


$7,  500 
10,  000 


Sl.S.  75 

$37.  50 

.$7.5.  00 

$150.  00 

$37.5.  00 

IS.  91 

37.  S2 

75.  64 

151.  2S 

37S.  20 

19.  19 

3S.  3S 

76.  76 

153.  .52 

3S3.  80 

19.51 

39.  02 

7S.  04 

156.  OS 

390.  20 

19.  90 

39.  SO 

79.  00 

159.  20 

39S.  00 

20.  2.S 

40.  56 

SI.  12 

162.24 

40.5.  60 

20.  67 

41.  .34 

,S2.  OS 

16.5.  36 

413.  40 

21.  09 

42.  IS 

S4.  30 

16S.  72 

421.  SO 

21.54 

43.  OS 

SO.  16 

172.  32 

430.  SO 

22.  02 

44.  04 

SS.  OS 

176.  16 

440.  40 

22.  .51 

45.  02 

90.  01 

ISO.  OS 

4.50.  20 

2:!.  02 

46.  04 

92.  OS 

IS4.  16 

460.  40 

23.  54 

47.  OS 

94.  10 

iss.  :i2 

470.  SO 

24.  OS 

4S.  16 

96.  32 

192.  64 

4S1.  60 

24.  64 

49.  2S 

9S.  56 

197.  12 

492.  SO 

2.5.  22 

50.  44 

100.  SS 

201.  70 

504.  40 

25.59 

51.  18 

102.  36 

204.  72 

511.80 

$750.  00 
756.  40 
767.  60 
7S0.  40 
796.  00 
Sll.  20 
S2<).  SO 
S43.  00 
S61.  60 

sso.  so 

900.  40 
920.  SO 
941.  60 
963.  20 
9S5.  60 

1,  OOS.  SO 


in,  OSS 


Approximate  Investment 


(2)  On  pur- 
chase price 
from  issue 
dute  to  lieglii- 
ning  of  eacli 
liall-year 
period  ' 


Percent 
0.  00 
1.71 
2.  33 

2.  67 

3.  00 
3.  16 
3.  2S 
3.  39 
3.  50 
3.  60 
3.  69 
3.  77 
3.  S3 
3.89 
3.94 

3.99 


r  and  !»-nionth  period. 


1  3-month  period  Sn  the  ca 

'  Month,  day.  and  year  ot 

'  Yield  from  beginning  of  . 

•  Yield  from  beginning  of  each  "ptTiod  to  maturity  ut  maturity  value  prior  lo  tl 

«  Maturity  value  improved  by  the  revision  o(  June  l,  li't*. 


of  the"  .  . _        _ 

■hich  issues  of  June  1,  lit(i3,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate 
ch  period  to  maturity  at  maturity  value  prior  to  the  DcL-ember  1, 1'JKi.  revision. 


iiber  of  months. 


TABLE  59 

BONDS  BEARING  ISSUE  DATES  FROM   DECEMBER  I,  1963,  THROUGH  MAY  1.  1964 


Issue  price 

Denomination. 


$18.75    $37.50    $56.25    $75.00    $150.00    $375.00      $750.00 
25.00  I  50.00  1  75.00    100.00  ',  200.00      500.00    1,000.00 


$7,  500 
10,  000 


First  !^  yc.ir 2(12/1/6.3) 

li  to  1  your (0/1/04) 

1  to  l"s  vrars....(I2/I/64) 
IK.  to  2  "years (6/1/6.5) 

2  to  2"2:y:.rs....  (12/1/0.5) 
•2'i  to  3  years (6/1/66) 

3  to  3  "a  years (12/1/60) 

3;*;  to  4  "years (6/1/67) 

4  to  i'i  years (12/1/67) 

4  "2  to  5  "years (6/1/68) 

5  to  -y'i  years....  (12/1/68) 
51/2  to  U  years (6/1/69) 

6  to  0!2  years (12/1/69) 

an  to  7  years (6/1/70) 

7  to  7!^  years.. ..(12/1/70) 
7li  years  to  7  years 

and  9  moiitlis. .  (6/1/71) 
MATURITY  VALUE 
(7  years  and  9 
months  from  issue 
date)* -(9/1/71) 


$18.  75 
IS.  91 
19.  19 
19.  51 

19.  90 

20.  29 

20.  68 

21.  10 

21.  .50 

22.  05 

22.  54 

23.  05 

23.  58 

24.  13 
24.  69 


i37.  50 

37.  82 

38.  3S 

39.  02 

39.  80 

40.  .58 

41.  36 

42.  20 

43.  12 

44.  10 
4.5.  OS 

46.  10 

47.  10 
4.8.  26 
49.  38 


$56.  25 
56.73 

57.  57 

58.  53 

59.  70 
00.  87 

62.  04 

63.  30 

64.  68 

66.  15 

67.  02 

69.  15 

70.  74 
72.  39 
74.07 


$75.  00 

75.  04 

76.  76 

78.  04 

79.  60 
81.  16 
S2.  72 
84.  40 
SO.  24 
S.S.  20 
90.  16 
92.  20 
94.  32 
96.  52 
98.  76 


$150.  00 
151.  28 
153.52 
156.  08 
1.59.  20 
162.  32 
16.5.  44 
168.  80 
172.  48 
170.  40 
ISO.  :i2 
1S4.  40 
188.  64 
193.  04 
197.  52 

202.  10 


$37,5. 

00 

378. 

20 

383. 

,S0 

390. 

20 

398. 

00 

40.5. 

80 

413 

60 

422 

00 

431 

20 

441 

00 

450 

SO 

461 

00 

471 

60 

482 

60 

493 

80 

505 

40 

513 

20 

(2)  On 

purchase 
price  from 
issue  date 

to  begin- 

niuR  of 

each  half- 

,'ear  period' 


$750. 

00 

750. 

40 

767. 

60 

780. 

40 

796. 

00 

811. 

00 

827. 

20 

844. 

00 

802 

40 

882 

00 

901 

60 

922 

00 

943 

20 

965 

20 

987. 

60 

1,010 

80 

I,  026. 40 

$7,  500 
7,564 
7,  676 
7,  804 

7,  960 

8,  116 
8,  272 
8,440 
8,  624 

8,  820 
9,016 

9,  220 
9,  432 
9,652 
9,876 

10,  108 


10,  264 


Percent 
0.00 
1.71 
2.33 
2.67 
3.00 
3.  18 
3.29 
3.40 
3.52 
3.64 


(3)  On 
current  re- 
demption 
value  from 
beginning 
of  cacli  Iialf- 
ear  period* 
3  maturity 

Percent 
>3.  75 
3  3.89 
'  3.  96 
M.  01 
•4.41 
M.  45 

*  4.  52 
'  4.  57 

*  4.  60 
4.  72 
4.77 
4.82 
4.89 
4.98 
5.20 

6.  22 


>  I  iod.  For  sulisequent  issue  t 
I  l.>tlle  Decelnlierl.  lUIL-i,  IT 
I  lu  tlie  June  1,  IWW,  rovi.sioi 


nllis  add  the  appropriate  lunnbor  of  months. 


EXHIBITS 
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TABLE  60 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEM BER  1,  1964 


Issue  price 

Denomination. 


$18.75    $37.50    $56.25    $75.00    $150.00    $375.00  '   $750.00      $7,500 
25.00      50.00  I  75.00  1 100. 00      200.00      500.00    1,000.00  !   10,000 


Period  after  issue  date 


(2)  On  (3)  On 

purchase  current  re- 
price from  I  demption 
issue  date  '  value  from 
to  begin-  ,  begiiuiinp 
ning  of  of  each  half- 
each  half-  year  period* 
.•ear  period'  to  maturity 


First  ]i  year =  (6/1/64) 

!^to  1  year (12/1/64) 

1  to  1!4  years (6/1/65) 

VA  to  2  years (12/1/65) 

2  to  2Ji  years (6/1/66) 

2!'2  to  3  years (12/1/66) 

:i  to  y'l  years (6/1/67) 

:nUo4years (12/1/67) 

4  to  4>4  years (6/1/6S) 

Hi  to  5  years (12/1/68) 

5  to  5)4  years (6/1/69) 

B'i  to  6  years (12/1/69) 

6  to  6',^  vears (6/1/70) 

6^Uo7  years (12/1/70) 

7  to  7li  ye.ars (6/1/71) 

7)2  years  to  7  vears  and  9 

months "_._  (12/1/71) 

MATURITY  VALUE 
(7  years  and  9 
months  from  issue 
date) (3/1/72) 


$18.  75 

$37.  50 

$56.  25 

$75.  00 

18.91 

37.82 

56.  73 

75.  64 

19.  19 

38.  38 

57.  57 

76.76 

19.  51 

39.  02 

58.  53 

78.  04 

19.  91 

39.  82 

59.  73 

79.  64 

20.  30 

40.  60 

60.  90 

81.  20 

20.69 

41.  38 

62.  07 

82.  76 

21.  12 

42  24 

63.  36 

84.  48 

21.  59 

43.  18 

64.77 

86.  36 

22.08 

44.  16 

66.  24 

88.  32 

22.  58 

45.  16 

67.74 

90.  32 

23.  09 

46.  18 

69.27 

92  36 

23.  62 

47.24 

70.86 

94.48 

24.  17 

48.34 

72.51 

96.68 

24.74 

49.48 

74.22 

98.96 

25.32 

50.64 

75.96 

101.  28 

25.72 

51.44 

77.16 

102.  88 

$150.  00 
151.  28 


52 


156.  08 
159.  28 
162.  40 
165.  52 
168.  96 
172.  72 
176.  64 
180.  64 
184.  72 
188.  96 
193.  36 
197.  92 

202  56 


$375.  00 
378.  20 
383.  SO 
390.  20 
398.  20 
406.  00 
413.  SO 
422.  40 
431.  80 
441.  60 
451.  60 
461.  80 
472.  40 
483.  40 
494.  80 


$750.  00 
756.  40 
767.  60 
780.  40 
796.  40 
812  00 
827.  60 
844.  80 
863.  60 
883.  20 
903.  20 
923.  60 
944.  SO 
966.  80 
989.  60 


506.  40  1,  012  80 


205.76   514.40  1,028.80 


$7,  500 
7,  564 
7,676 
7,804 

7,  964 

8,  120 
8,276 
8,448 

8,  636 
8,832 

9,  032 
9,236 
9,448 
9,668 
9,896 

10,  128 


10,  288 


1.  71 

2.  33 
2  67 
3.02 
3.20 
3.31 

3.  43 
3.  56 
3.67 
3.75 
3.82 
3.89 
3.94 
4.00 

4.05 


Percent 

33.75 

'3.89 

'3.96 

*  4.  41 

'  4.43 

*4.  48 

«4.  55 

M.  60 

4.72 

4.75 

4.79 

4.85 

4.93 

5.03 

5.  25 

6.37 


1  3-m(intli  pirioil  in  the  case  of  the  T'j-year  to  7-year  and  9-inonlh  period. 

-  Montli.  (lay.  and  year  on  wiiich  issues  of  June  1. 1964,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  1 

2  Yield  from  beginning  of  each  period  to  maturity  at  maturity  value  prior  to  tlie  December  1.  I9fi5, : 
^  Yield  from  beginning  of  each  period  to  maturity  at  maturity  value  prior  to  the  June  1,  1908,  rcvisii 
s  iMaturity  value  improved  by  the  revision  of  June  1,  1908. 

TABLE  61 


nbcr  of  months. 


BONDS  BEARING 

ISSUE  DATES  FROM  DECEMBER 

1,  1964, 

THROUGH  MAY 

1,  1965 

Issue  price  -.    

$18. 

75 

$37.  50 

$56.  25 

$75.  00 

$150.00 

$375.  00 

$750.  00 

$7,  500 

Approximate  invest- 

25. 

00 

50.00 

75.00 

100.  00 

200.  00 

500.  00 

1,  000.  00 

10,  000 

ment 

yield 

(2)  On 

(3)  On 

purchase 

current  re- 

price from 

demption 

Period  after  issue  date 

I)  Rertemp 
(values 

tion  value, 
increase  on 

durine  cacl 
fust  day  of 

half-year  p( 
period  showi 

riod  ' 
) 

issue  date 
to  begin- 
ning of 
each  half- 
year  period' 

value  from 
beginning 
of  each  half- 
year  period' 
to  maturity 

Percent 

Percent 

First 'J  year..._2(12/l/64) 

$18.  75 

$37.  50 

$56.  25 

$75.  00 

$150.  00 

$37.5. 00 

$750.  00 

$7,  500 

0.00 

'3.75 

'A  to  1  ye.ar (6/1/6.5) 

IS. 

91 

37.  82 

56.73 

75.64 

151.  28 

378.  20 

756.  40 

7,564 

1.71 

'3.89 

1  to  IH  years (12/1,65) 

19 

19 

38.  38 

57.  57 

76.76 

153.  52 

383.  80 

767.  60 

7,676 

2.33 

<  4.36 

U^to2years_      _. (6/1/66) 

19. 

52 

39.  04 

58.56 

78.08 

1.56.  16 

390.  40 

780.  80 

7,808 

2.70 

'  4.  43 

2  to  2;'2  years (12/1/66) 

19 

92 

39.  84 

59.76 

79.68 

159.  36 

398.  40 

796.  80 

7,968 

3.05 

♦4.46 

2'Ato  3  years (6/1/67) 

20. 

31 

40.62 

00.93 

81.24 

162.  48 

406.  20 

812.  40 

8,  124 

3.22 

<4.  51 

3  to  3)^  years (12/1/67) 

20. 

71 

41.42 

02.  13 

82  84 

165.  68 

414.  20 

828.  40 

8,284 

3.34 

*4.  57 

3J'2  to  4  years (6/1/68) 

21. 

15 

42.  30 

6.3.  45 

84.60 

169.  20 

42.3.  00 

846.  00 

8,460 

3.47 

4.71 

4  to  4'i  years....  (12/1/68) 

21. 

61 

4.3.  22 

64.83 

86.44 

172.  88 

432  20 

864.  40 

8,644 

3.58 

4.76 

4)2  to  5  years (6/1/69) 

22 

11 

44.22 

06.  33 

88.44 

176.  88 

442  20 

884.  40 

8,844 

3.70 

4  78 

5  to  5H  years... ,(12/1/69) 

22. 

61 

4.5.  22 

67.83 

90.44 

180.  88 

452  20 

904.  40 

9,044 

3.78 

4.83 

oj^  to  6  years (6/1/70) 

23 

13 

46.  26 

69.39 

92,52 

185.  04 

462  60 

925.  20 

9,  252 

3.85 

4.88 

6  to  6!^  years (12/1/70) 

23. 

67 

47.  34 

71.01 

94.  68 

189.  36 

473.  40 

946.  80 

9,468 

3.92 

4.94 

6H  to  7  years (6/1/71) 

24. 

22 

48.  44 

72.  66 

96.  88 

193.  76 

484.  40 

908.  80 

9,  688 

3.98 

5.06 

7  to  7;4yeirs-...  (12/1/71) 

24. 

79 

49.58 

74.37 

99.  16 

198.  32 

495.  SO 

991.  60 

9,916 

4.03 

5.29 

7)2  years  to  7  years  and 

9  months .(6/1/72) 

2,5. 

37 

50.74 

76.  11 

101.  48 

202.  96 

507.  40 

1,  014.  80 

10,  148 

4.07 

6.52 

MATURITY  VALUE 

(7  years  and  9 

months  from  issue 

date)' (9/1/72) 

25. 

78 

51.56 

77.  34 

10.3.  12 

206.  24 

515.  60 

1,031.  20 

10,312 

4.  15 

1  3-inontli  period  in  the  case  of  the  7?-j 
-  Month,  day,  and  year  on  which  issm 
3  Yield  fiom  beginning  of  each  period 
*  Yield  from  beginning  of  each  period 
5  Maturity  value  improved  by  the  rev 


■year  to  7-year  and  9-tnoiith  period. 

•s  o(  December  1,  1964,  enter  each  period.  For  subsequent  issue  mo 
to  maturity  at  maturity  value  piior  to  the  December  1, 1965.  revis 
to  maturity  at  maturity  value  prior  to  the  June  1, 1968,  revision. 
isionofJuue  1,  1968. 


ths  add  the  appropriate  number  of  months. 
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TABLE  62 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  I  THROl'GH  NOVEMBER  1.  1965 


$18.75 

$37.  50 

$56.  25 

$75.  00 

$150.  00 

$375.  00 

$750.  00 
1,  000.  00 

S7,  500 

Approxim 
meiit 

25.00 

50.00 

75.00 

100.  00 

200.  00 

500.  00 

10,  000 

(2)  On 

«)On 

purchase 

current  re- 

price from 
issue  date 

Period  after  issue  dale 

1)  Rrdenipttnn  value.";  durinc  eacli  half-year  period 

value  from 

(values 

iicreasc  on 

first  day  of  period  sliown) 

to  hcsin- 

hcKinnine 

nliic  of 
each  naif- 

year  period' 

year  period' 

to  maturity 

First  liycaT n6/l/65) 

$1S.  7.5 

$37.  50 

$56.  25 

S75.  00 

$150.00 

S375.  00 

$750.  00 

$7,  500 

Percent 
0.00 

Percent 
'3.75 

a  to  1  year (12/1/65) 

IS.  91 

37.  82 

56.  73 

75.64 

151.  28 

378.  21) 

750.  40 

7,564 

I.  71 

*  4.29 

1  to  III  years (ti/l/OO) 

19.20 

38.40 

57.60 

76.  SO 

153.  60 

384.  00 

768.  00 

7,  GSO 

2.39 

M.  38 

I'A  to  2  vears....  (12/1/66) 

19.  53 

39.  06 

58.  59 

7S.  12 

1.56.  24 

390.  00 

781.  20 

7,812 

2.74 

M.  45 

2  to2;<ycars (6/1/67) 

19.  93 

39.86 

59.  79 

79.  72 

159.  44 

398.  00 

797.  20 

7,972 

3.  OS 

'  4.49 

2!^  to  a  vcars.... (12/1/67) 

20.  32 

40.  64 

60.  96 

81.  28 

162.  56 

406.  40 

812.  80 

8,  128 

3.  24 

•4.54 

3  to  3H  years (6/1/(kS) 

20.  73 

41.46 

62.  19 

82.  92 

l(i5.  84 

414.  GO 

829.  20 

8,292 

3.37 

4.69 

3',i  to  4  years....  (12/1/68) 

21.  17 

42.  34 

63.  51 

84.  68 

169.  36 

42.3.  40 

846.  SO 

8,468 

3.50 

4.75 

4  to  4]i  vcars (6/1/69) 

21.65 

43.  30 

64.  95 

86.  60 

173.  20 

433.  00 

806.  00 

8,  660 

3.63 

4.77 

4',i  to  5  vcars... .(12/1/69) 

22.  14 

44.  28 

06.  42 

88.  56 

177.  12 

442.  80 

885.  60 

8,  856 

3.73 

4.81 

5  to  5'^  years (6/1/70) 

22.  65 

45.  30 

67.  95 

90.  60 

181.  20 

45.3.  00 

906.  00 

9,060 

3.82 

4.85 

5)4  to  6  years.... (12/1/70) 

23.  18 

46.  36 

69.  54 

92.  72 

18.5.  44 

463.  60 

927.  20 

9,  272 

3.  89 

4.89 

6  10  G!^  years (6/1/71) 

2.3.  71 

47.  42 

71.  13 

94.  84 

189.  68 

474.  20 

948.  40 

9,  484 

3.  95 

4.98 

6;^  to  7  years.... (12/1/71) 

24.  26 

48.  52 

72.  78 

97.  04 

194.  08 

485.  20 

970.  40 

9,  704 

4.  00 

5.  U 

7  to  7!$  years (6/1/72) 

24.84 

49.  68 

74.  52 

99.  30 

198.  72 

496.  SO 

993.  GO 

9,  93G 

4.06 

5.33 

7!^  vtvirs  to  1  years  and 

9  inontlis (12/1/72) 

25.42 

50.  S4 

76.  26 

101.  6S 

203.  36 

508.  40 

1,016.80 

10,168 

4.  10 

6.  06 

MATl  RITY  VALUE 

(7  years  and  9 

months  rrom  issue 

date)' _._(3/l/73) 

25.84 

51.68 

77.52 

103.36 

206.  72 

516.80 

1,033.60 

10,  336 

4.18 

>  3-montl)  period  in  tlic  case  of  the  7!.-j-year  lo  7-yoar  and  '.»-montli  period. 

>  Month,  day,  uiid  year  on  which  issues  of  Jun«  1.  l'.K)5,  rnler  e.icli  period.  For  subsefincnt  issue  months  add  the  appropriate  number  of  months. 
1  Yield  from  beninninR  of  eacli  period  to  maturity  at  maturity  value  prior  to  the  December  1,  1%5,  revision. 

*  ^'ield  from  becinninp  of  eacti  period  to  maturity  at  maturity  vaUie  prior  to  the  June  1, 1968,  revision. 

*  Maturity  value  improved  by  the  revision  of  June  1, 1'JOS. 

TABLE  63 

BONDS  BEARING  ISSUE  DATES  FROM   DECEMBER  1,  19G5,  THROUGH  MAY  1,  1966 


Issue  price 

$18.75 
25.00 

$37.  50 
50.00 

$56.  25 
75.00 

$75.  00 
100. 00 

$150.00 
200.  00 

$375.  00 
500.  00 

$750.  00 
1,000.00 

$7,  500 
10,  000 

Approxim 
ment 

itc  invest- 
yield 

Period  after  issue  date 

I)  Redcmr 
(values 

tion  value- 
increase  on 

durinft  each 
first  day  of 

half-year  period 
criod  shown) 

(2)  On 
purchase 
price  from 
issu.'  d:ite 
10  hepiii- 

ninc  of 
each  half- 
year  period 

(3)  On 
current  re- 
demption 
value  from 
heBiunlnc 
of  each  half- 
year  period 
to  maturity 

First  'A  year... 

-■(12/1/6.5) 
...(6/1/66) 

$18.75 

18.  96 

19.  32 

19.  70 

20,  10 
20.  52 

20.  96 

21.  42 
21.89 

22.  37 

22.  86 
23.36 

23.  88 
24.42 

25.12 

$37.  50 

37.  92 

38.  64 

39.  40 

40.  20 
41.04 
41.92 

42.  84 

43.  78 
44.74 
4.i.  72 
40.72 
47.76 
4S.  84 

50.24 

$56.  25 

56.  88 

57.  96 
.59.  10 

60.  30 

61.  .■)6 
G2.  88 
64.26 
6.5.  67 
67.  11 
68.58 

70.  08 

71.  64 
73.26 

75.36 

$75.  00 
75.84 

77.  28 

78.  80 
80.  40 
82.  08 
83.84 
85.  68 
87.  56 
89.  48 
91.  44 
93.  44 
95.  52 
97.  68 

100.  48 

$150.  00 
151.  GS 
154.  56 
157.  60 
160.  80 
164.  16 
167.68 
171.  36 
17.5.  12 
178.  96 
182.  SS 
186.  88 
191.04 
195.  36 

200.  96 

$375.  00 
379.  20 
386.  40 
394.  01) 
402.  00 
410.  40 
419.20 
428.  40 
437.  SO 
447.  40 
457.  20 
467.  20 
477.  60 
488.  40 

502.  40 

$750.  00 
758.  40 
772.  SO 
788.  00 
804.  00 
S20.  80 
838.  40 
856.  80 
S75.  60 
894.  80 
914.  40 
934.  40 
955.  20 
976.  SO 

1,  004.  80 

$7,  500 
7,  584 
7,728 

7,  88(1 
8,040 

8,  208 
8,384 
8,  568 
S,  756 

8,  948 

9,  144 
9,  344 
9,  552 
9,  768 

10,  048 

Percent 
0.00 
2.24 
3.  02 
3.  32 
3.51 
3.64 
3.75 

3.  84 
3.91 
3.96 
4.00 

4.  04 
4.  07 
4.  11 

4.22 

Percent 
M.  15 
'  4.  30 

1  to  IJi  years.. 

--(12/1/66) 
...(6/1/67) 

'  4.  34 
'  4.  38 

2  lo  '2'/.  years.. 
2'/;  to  3  years. - 

3  to  3J2  years.. 
'S'A  to  4  years.. 

4  to  4;i  years.. 
4'A  to  5  years.. 

5  to  it'A  years.. 
5}<  to  6  years.. 

6  to  6'A  years.. 
6''.  to  7  vcars. . 

..(12/1/67) 
...(6/1/6S) 
..(12/1/68) 
...(6/1/69) 
..(12/1/69) 
...(6/1/70) 
-(12/1/70) 
--(G/1/71) 
-(12/1/71) 
.__  (6/1/721 

=  4.  41 
4.  55 
4.58 
4.60 
4.64 

4.  69 
4.77 
4.90 
.5.  13 

5.  73 

MATURITY  VALUE  (7 
years  from  issue 
date)" (12/1/72) 

>  Month,  day.  and  year  on  whicli  issues  of  December  1. 1'.'fiS.  enter  ea 
3  Yield  from  beginniiiR  of  each  period  to  maturity  at  maturity  valu 
•  Maturity  value  improved  by  the  revision  of  June  1,  V.HjS. 


EXHIBITS 
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TABLE  64 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1966 


Issue  price 

$18.75 

$37.  50 

$56.  25 

$75.  00 

$150.00 

$375.  00 

$750.  00 

$7,  500 

Approximate  invest-' 

Denomination. 

25.00 

50.00 

75.00 

100.  00 

200.  00 

500.  00 

1,  000.  00 

10,000 

mcnt  yield 

(2)  On 

(3)  On 

purcliase 

current  re- 

price from 

demption 

Period  after 

ssue  date 

1)  Redemption  values  during  each  half-year  period 

issue  date 

value  from 

(values 

increase  on 

first  day  of  period  shown) 

to  begin- 
nine  of 
eacli  half- 

beginning; 
of  each  half- 
year  period 

year  period 

to  maturity 

Percent 

Percent 

First  '/i  vcar.- 

--'(6/1/66) 

$18.  75 

$37.  50 

.¥56.  25 

$75.  00 

$150.  00 

$375.  00 

$750.  00 

$7,  500 

0.00 

M.  15 

li  to  1  year 

1  to  i;f ycars- 

-(12/1/66) 

18.96 

C.7.  92 

56.88 

7.5.  84 

151.  68 

379.  20 

758.  40 

7,584 

2.24 

2  4.30 

—  (6/1/67) 

19.32 

38.64 

57.96 

77.  28 

154.  56 

386.  40 

772.  80 

7,728 

3.02 

M.  34 

lli  to  2  years. 

-(12/1/67) 

19.70 

39.  40 

59.  10 

78.  80 

157.  60 

394.  00 

788.  00 

7,  S80 

3.32 

M.  38 

2  to  2y2  years. 

--(6/1/e.S) 

20.  10 

40.20 

60.30 

80.  40 

160.  80 

402.  00 

804.  00 

8,040 

3.51 

4.52 

'2',i  to  3  years. 

-(12/1/68) 

20.  52 

41.04 

61.  56 

82.  08 

164.  16. 

410.  40 

820.  80 

8,208 

3.64 

4.55 

■i  to  3'A  years. 

-.  (6/1/6'.)) 

20.  96 

41.92 

62.88 

83.  84 

167.  68 

419.  20 

838.  40 

8,384 

3.75 

4.  .59 

'S',i  to  4  years. 

-(12/1/6!!) 

21.42 

42.84 

64.  26 

85.68 

171.36 

428.  40 

856.  80 

8,  568 

3.84 

4.62 

4  to  ili  years. 

--(6/1/7(1) 

21.  89 

43.  78 

6.5.  67 

87.  56 

175.  12 

437.  80 

875.  60 

8,756 

3.91 

4.65 

4)2  to  5  years. 

-(12/1/70) 

22.  37 

44.74 

67.  11 

89.  48 

178.  96 

447.  40 

894.  80 

8,948 

3.  96 

4.71 

5  to  5>^  years. 

--(6/1/71) 

22.  86 

4.5.  72 

68.  58 

01.  44 

182.  8.8 

457.  20 

914.  40 

9,  144 

4.00 

4.79 

dli  to  6  years. 

-(12/1/71) 

23.36 

46.  72 

70.  OS 

93.44 

186.  88 

467.  20 

934.  40 

9,  344 

4.04 

4.93 

C  to  Gli  years. 

--(6/1/72) 

23.  8S 

47.76 

71.64 

95.  52 

191.  04 

477.  60 

955.  20 

9,  552 

4.07 

5.  17 

C'2  to  7  years. 

-(12/1/72) 

24.42 

48.84 

73.  26 

97.68 

195.  36 

488.  40 

976.  SO 

9,768 

4.  11 

S.  81 

MATURITY  VALUE  (7 

years  from  issue 

date)= 

.-(6/1/73) 

25.13 

50.26 

75.39 

100.  52 

•^Ol.  04 

502.  60 

1,  005.  20 

10,  052 

4.23 

>  Month,  day,  and  year  on  which  issues  of  Juno  1, 1966,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
-  Yield  from  beginning  of  each  period  to  maturity  at  maturity  value  prior  lo  the  Jr'^e  1,  iyG8.  revision. 
3  Maturity  value  improved  by  Ihc  revision  of  June  1, 1963. 


TABLE  65 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1.  1966.  THROUGH  MAY  1,  1967 


Issue  price__ $18.75  |$37.50  !?56.  25  !S75.00 

Denomination 25.00  |  50.00  j  75.00    100.00 


Period  after  issue  date 


$150.00  $375.00   $750.00 
200.00  i  500.00  il.OOO.OO 


$7»  500 
10.  000 


Approximate  invest- 


(2)  On 
purchase 
price  from  '. 
issue  date  , 
to  begin-  1 
ning  of 


(3)  On 
current  re- 
demption 
value  from 
beginninR 


of  each  half- 
each  half-  i  year  period 
year  period  to  maturity 


Fir.stHvcar '(12/1/66)  $18.75  $37.50  $56.25  $75.00  $150. 

J^  to  1  year (6/1/67)  18.96  37.92  56.88  75.84  151. 

J  to  U4  years (12/1/67)  19.32  38.64  57.96  77.28  154. 

1)<  to  2  years (6/1/68)  19.70  39.40  .59.10  7S.  SO  157. 

2  to -2!^  years-— (12/1/68)  20.10  40.20  60.30  SO.  40  160. 
2;Uo3ye.ars (6/1/69)  20.52  41.04  61.56  82.  OS  164. 

3  to  3;^ye.ar.<i— (12/1/69)  20.96  41.92  62.  SS  83.84  167. 
3'A  to  4  years (6/1/70)  21.  42  42.  84  64.  26  85.  68  171. 

4  to  iy2  years—,  (12/1/70)  21.  89  43.  78  65.  67  87.  56  175. 
4J'2  to  5  years (6/1/71)  22.37  44.74  67.11  89.48  178. 

5  to  5J4  years (12/.1/71)  22.86  45.72  68.58  91.44  182. 

5;^  to  6  years (6/1/72)  23.36  46.72  70.08  93.44  186. 

6  to  6J'z  years— .(12/l/72>  23.88  47.76  71.64  95.52  191. 

0!'2  to  7  years (6/1/73)  24.  42  48.  84  73.  26  97.  68  195. 

MATURITY  VALUE  (7 

years  from  issue 

date)' (12/1/73)  25.14  50.28  75.42  100.56  201. 

'  Month,  day.  and  year  on  which  issues  of  Dtoember  1,  19G6,  enter  each  period.  Tor  subsequent  issue  months  add  tli.  appropriate  number  of  i 

2  Yield  from  beginning  of  eacli  period  to  niaturi'y  at  maturity  value  prior  to  tlie  June  1,  lytis,  revision. 

3  Maturity  values  improved  by  the  revision  of  June  1, 1968. 


00    $375.  00 


379.  20 
3S6.  40 
394.  00 
402.  00 
410.  40 
419.  20 
428.  40 
437.  80 
447.  40 
457.  20 
88  407.  20 
04  477.  60 
36      488.  40 


Pireint 

$750.  00 

$7,  500 

0.  00 

758.  40 

7,  584 

2.  24 

772.  SO 

7,  728 

3.02 

788.  00 

7,  880 

3.32 

804.  00 

8,  040 

.3.51 

820.  SO 

8,  208 

b.  64 

S3S.  40 

8,  384 

3.75 

856.  80 

8,  568 

3.84 

S75.  00 

8,756 

3.  r^ 

894.  SO 

S,  948 

3.96 

914.  40 

9,  144 

4.00 

934.  40 

9,344 

4.04 

955.  20 

9,552 

4.07 

976.  SO 

9,768 

4.  11 

1,  005.  60 

10.  056 

4.23 

Percent 

'  4.  15 

M.  30 

24.34 

4.  48 

4.53 

4.  56 

4.60 

4.63 

4.67 

4.72 

4.81 

4.96 

5.21 

5.90 


196 
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TABLE  66 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  I,  19G7 


Issue  price 

$18.  75 

$37.  50 

$5G.  25 

$75.  00 

$150.00 

$375.  00 

$750. 00 

$7,  500 

Approximate  Invest- 

25.00 

50.00 

75.00 

100.  00 

200.  00 

500.  00 

1,000.00 

10,  000 

•^ 

(2)  On 

(3)  On 

purchase 

current  re- 

price  from 
issue  date 

Period  after  issue  date 

1)  Redemption  values  duriiiR  each  half-year  period 

value  from 

(values 

Dcrease  on 

first  day  of  period  shown) 

to  begin- 

beeinuinc 
of  each  llalf- 

ning  of 

each  half- 

ycar  period 

year  period 

to  maturity 

P<mnt 

PmenI 

First  ]i  ycnr... 

.■(0/I/G7) 

$1R.  75 

.$37.  50 

$.'^6.  25 

$75.  00 

$150.  00 

$375.  00 

$750.  00 

$7,  500 

0.00 

'  4.  15 

li  to  1  year 

1  to  1)2  ve:irs.. 

.(I2/1/G7) 

IS.  !)G 

37.  92 

56.88 

75.  84 

151.  68 

379.  20 

7.58.  40 

7,  584 

2.  24 

M.  30 

--(6/1/GS) 

10.  32 

38.  64 

57.  96 

77.  28 

154.  56 

386.  40 

772.  SO 

7,  728 

3.02 

4.44 

V/i  to  2  years.. 

-(12/I/6S) 

10.  70 

39.  40 

59.  10 

78.  SO 

157.  60 

394.  00 

78S.  00 

7,880 

3.32 

4.49 

2  to  2;^  years.. 

.-(6/1/G!)) 

20.  10 
20.  52 

40.  20 

41.  04 

60.30 
61.56 

81).  40 
82.  08 

160.  80 
164.  16 

402.  00 
410.  40 

804.  00 
820.  80 

8,040 
8,208 

3.51 
3.64 

4.53 

2\i  to  3  years.. 

.(12/1/G'J) 

4.57 

:i  to  'Sli  yearSi. 

.-(6/1/70) 

20.  OG 

41.  92 

62.  88 

83.  84 

167.  68 

419.  20 

S38.  40 

8,  384 

3.  75 

4.61 

3;^  to  4  years.. 

.(12/1/70) 

21.  42 

42.  84 

64.  26 

85.  68 

171.36 

428.  40 

856.  80 

8,  568 

3.  84 

4.64 

4  to  i]i  years.. 

--(G/1/71) 

21.  SO 

43.  78 

65.67 

87.  56 

175.  12 

437.  SO 

875.  60 

8,  756 

3.91 

4.68 

4}^  to  5  years.. 

-(12/1/71) 

22.  37 

44.  74 

67.  11 

89.48 

178.  96 

447.  40 

894.  80 

8,  948 

3.96 

4.74 

5  to  S'z  years.. 

-.(6/1/72) 

22.  ,S6 

4.5.  72 

68.58 

91.44 

182.  88 

457.  20 

914.  40 

9,  144 

4.00 

4.  83 

H'/i  to  6  years.. 

.(12/1/72) 

23.  36 

46.  72 

70.  08 

93.  44 

186.  88 

467.  20 

934.  40 

9,  344 

4.04 

4.  98 

a  to  d'i  years.. 

--(6/1/73) 

23.  88 

47.76 

71.64 

95.  52 

191.  04 

477.  60 

955.  20 

9,  552 

4.07 

5.  25 

(i'<  to  7  years-. 

.(12/1/73) 

24.  42 

48.84 

73.26 

97.  68 

19.5.  36 

4SS.  40 

976.  SO 

9,  768 

4.  11 

5.98 

MATURITY  VALUE  (7 

years  from 

issue 

date)' 

--(6/1/74) 

25.15 

50.30 

75.45 

100.  60 

201.  20 

503.  00 

1,  006.  00 

10,  060 

4.24 

»  Montli,  day,  and  year  on  which  issues  of  June  1. 1067,  enter  each  period.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
!  Yield  from  bcKinuiiip  of  ciich  period  to  niutiinty  at  maturity  value  prior  to  the  June  1,  I'JGS,  revision. 
3  Matur.ty  valuu  improved  by  the  revision  olJunc  1,  I'.tOS. 

TABLE  67 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1.   1967,  THROUdH   MAY   1,   1968 


$18.75 

$37.  50 

$56.  25 

$75.  00 

$150.00 

$375.  00 

$750.  00 

$7,  500 

25.00 

50.00 

75.00 

100.  00 

200.  00 

500.  00 

1,  000.  00 

10,  000 

nient 

yield 

(2)  On 

(3)  On 

purchase 

current  re* 

demption 

Period  after  issue  date 

0)  Redemption  value 
(values  increase  on 

s  during  oacl 
first  day  of  I 

half-year  pe 
)eriod  stiown 

riod 
) 

Lssue  dale 
to  l)egln- 

value  from 
beginning 

ning  of 

of  each  half- 

each  half- 

year  period 

year  period 

to  maturity 

PemnI 

Pfrcent 

First  ^year '(12/1/67) 

$18.  75 

$37.  50 

$56.  25 

$75.  00 

$150.00 

$375.  00 

$750.  00 

$7,  500 

0.00 

M.  15 

]i  to  1  year (6/1 /OS) 

18.  9G 

37.  92 

56.  SS 

75.  84 

151.68 

379.  20 

758.  40 

7,  .584 

2.24 

4.  40 

1  to  UJ  years (12/1/68) 

19.  32 

38.64 

57.  96 

77.  28 

154.  56 

386.  40 

772.  SO 

7,  728 

3.02 

4.45 

VA  to  2  years (6/1/09) 

1 9.  70 

39.  40 

.59.  10 

7S.  80 

1.57.  60 

394.  00 

788.  00 

7,  8S0 

3.32 

4.  50 

2  to2J^  years....  (12/1/69) 

20.  10 

40.  20 

60.  30 

80.  40 

160.  SO 

402.  00 

804.  00 

8,040 

3.51 

4.  54 

2;<  to3year.s (6/1/7(1) 

20.  52 

41.04 

61.  .50 

82.  08 

104.  16 

410.  40 

820.  80 

8,  208 

3.64 

4.  58 

3  to  3Ji  years--.. (12/1/7(1) 

2(1.  96 

41.  92 

62.88 

83.84 

167.  68 

419.  20 

838.  40 

8,384 

3.75 

4.62 

3;Uo4years (6/1/71) 

21.  42 

42.  84 

64.  26 

8,5.  68 

171.36 

428.  40 

856.  SO 

8,568 

3.84 

4.  65 

4  to  i'A  years...- (12/1/71) 

21.  S9 

43.  7S 

65.  67 

87.  50 

17.5.  12 

437.  80 

875.  60 

8,  756 

3.  91 

4.  70 

4!'2  to  5  year.s (6/1/72) 

22.  37 

44.74 

67.  11 

89.  48 

178.  96 

447.  40 

894.  80 

8,  948 

3.96 

4.76 

5  to  5)2  years (12/1/72) 

22.  80 

4.5.  72 

68.  58 

91.  44 

182.  88 

457.  20 

914.40 

9,  144 

4.00 

4.85 

5]i  to  G  years (6/1/73) 

23.  3(i 

46.  72 

70.  OS 

93.  44 

186.  88 

467.  20 

934.  40 

9,344 

4.04 

.5.  01 

G  toG!^  years (12/1/73) 

23.  8S 

47.  76 

71.  ()4 

95.  52 

191.  04 

477.  GO 

95.5.  20 

9,  5.52 

4.07 

5.  29 

G":to  7  ye.'irs ((i/1/74) 

24.  42 

4S.  84 

73.  26 

97.  OS 

195.  36 

488.  40 

976.  SO 

9,  768 

4.  11 

6.  OG 

MATURITY  VALUE 

(7  years  from  issue 

date)' (12/1/74) 

25.16 

50.32 

75.48 

100.  64 

201.  28 

503.  20 

1,  006.  40 

10,  064 

4.25 

'  Month,  day,  and  year  on  which  Issues  ol  December  1, 1007.  enter  eacli  period.  For  subsequent  Issue  moiitlis  add  the  appropriate  number  of  months. 
>  Yield  from  beginning  of  each  period  to  maturity  at  maturity  value  prior  to  tin-  June  1,  I'JOS,  revision. 
^  Maturity  value  improved  by  tbo  revision  of  June  1, 1'Jt^. 


EXHIBITS  197 

Exhibit  6.— Amendment,  September  5,  1967,  of  Department  Circular  No.  750, 
regulations  governing  payments  by  banks  and  other  financial  institutions  in 
connection  with  the  redemption  of  United  States  savings  bonds 

Treasury  Department, 
Washington,  September  5, 1967. 
Section  321.2  of  Department  Circular  No.  750,  Revised,  as  amended,  is  further 
amended  by  revision  as  follows : 

Section  321.2.  Procedure  for  qualifying  as  a  paying  agent. 

(a)  Application  for  qualification. — An  eligible  institution  possessing  adequate 
authority  under  its  charter  and  desiring  to  qualify  to  make  payments  in  con- 
nection with  the  redemption  of  United  States  Savings  Bonds  and  the  redemption- 
exchange  of  such  bonds  under  the  provisions  of  Department  Circular  No.  1036,  as 
amended  (31  CFR  Part  339),  shall  obtain  from  and  file  with  the  Federal  Re- 
serve bank  of  the  district  in  which  it  is  located  ^  an  application-agreement  form  - 
designed  for  that  purpose.  Through  use  of  the  form,  the  institution  agrees  to 
be  bound  by  and  comply  with  these  regulations,  including  all  supplements  and 
amendments  hereof  and  instructions  issued  hereunder.  In  addition,  the  terms 
of  any  application-agreement  filed  hereafter  and  by  reason  of  this  paragraph, 
include  the  provisions  prescribed  in  section  202  of  Executive  Order  No.  11246, 
entitled  "Equal  Employment  Opportunity"  (3  CFR  167,  1965  Supplement).  An 
institution  qualified  prior  hereto,  whether  under  the  revision  or  the  original 
circular,  making  payments  in  connection  with  the  redemption  or  redemption- 
exchange  of  U.S.  Savings  Bonds,  which  on  or  after  November  30,  1966,  entered 
into  a  contract  of  deposit  with  the  Treasury  Department  in  accordance  with 
Treasury  Department  Circular  No.  92  (Revised)  or  No.  176  (Revised)  (31  CFR 
Parts  203  or  202),  need  take  no  action  with  respect  to  its  qualification  hereunder. 
Any  other  institution  qualified  prior  hereto  which  desires  to  make  payments 
in  connection  with  the  redemption  or  redemption-exchange  of  U.S.  Savings  Bonds 
on  or  after  I>ocember  1,  1967,  must  signify  its  intent  in  writing  to  be  bound 
by  and  comply  with  the  provisions  of  section  202  of  the  Order. 

(b)  Notice  of  qualification. — ^Until  such  time  as  a  notice  of  qualification  is 
issued  by  the  Federal  Reserve  Bank,  an  institution  shall  not  make  any  effort 
to  or  perform  any  act  as  a  paying  agent  of  savings  bonds,  or  advertise  in  any 
manner  that  it  is  authorized  to  perform  such  acts,  or  that  it  has  applied  for 
such  qualification.  Upon  approval  of  the  application-agreement,  the  Federal  Re- 
serve Bank  will  issue  a  notice  of  qualification  to  the  institution,  whereupon 
it  will  be  authorized  to  redeem  U.S.  Savings  Bonds  as  provided  herein  and  it 
will  become  subject  to  the  provisions  of  Part  II  of  Executive  Order  No.  11246. 
The  Federal  Reserve  Bank  will  notify  the  institution  if  the  application-agreement 
is  not  approved. 

John  K.  Carlock, 
Fiscal  Assistant  Secretary. 


^  Institutions  in  Puerto  Rico,  the  Virgin  Islands,  and  the  Canal  Zone  shall  be  considered 
to  be  in  the  Second  Federal  Reserve  District  and  shall  make  application  to  the  Federal 
Reserve  Bank  of  New  York.  Institutions  in  Guam  shall  be  considered  to  be  in  the  Twelfth 
Federal  Reserve  District  and  shall  make  application  to  the  Federal  Reserve  Bank  of 
San  Francisco. 

2  Exhibit  A  of  Department  Circular  750,  Rev.  (31  CFR  Part  321). 
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Exhibit  7. — Third  amendment,  June  19,  1968,  to  Department  Circular  No.  905, 
Fourth  Revision,  offering  of  United  States  savings  bonds.  Series  H 

Tkeasuby  Depaktment, 
Washington,  June  19, 1968. 

Treasury  Department  Circular  No.  905,  Fourth  Revision,  dated  April  7,  1966, 
as  revised  and  amended  (31  CFR  Part  332),  is  hereby  further  amended  and 
revised  as  follows : 

Sec.  332.1.  Offering  of  bonds. — The  Secretary  of  the  Treasury  hereby  offers 
for  sale  to  the  people  of  the  United  States,  United  States  Savings  Bonds  of 
Series  H,  hereinafter  generally  referred  to  as  "Series  H  bonds"  or  "bonds."  This 
offering,  which  shall  be  effective  June  1,  1968,  will  continue  until  terminated  by 
the  Secretary  of  the  Treasury. 

Sec.  332.2.  Description  of  bonds.  *  *  * 

(e)  Interest  {investment  yield). — The  interest  on  a  Series  H  bond  will  be 
paid  semiannually  by  check  drawn  to  the  order  of  the  registered  owner  or  co- 
owners,  beginning  six  months  from  issue  date.  Interest  payments  will  be  on  a 
graduated  scale,  fixed  to  produce  an  investment  yield  of  approximately  4.25 
percent  per  annum  compounded  semiannually,  if  the  bond  is  held  to  maturity ;  ^ 
but  the  yield  will  be  less  if  the  bond  is  redeemed  prior  to  maturity.  See  table  1. 
Interest  will  cease  at  maturity  or,  in  the  case  of  redemption  before  maturity, 
at  the  end  of  the  interest  period  next  preceding  the  date  of  redemption,  except 
that  if  the  date  of  redemption  falls  on  an  interest  payment  date,  interest  will 
cease  on  that  date. 

(f )  Stock  for  bonds  issued  on  and  after  June  1,  1968. — Series  H  bond  stock 
in  use  prior  to  June  1,  1968,  will  be  used  for  issue  of  bonds  hereunder  until  such 
time  as  new  stock  is  printed  and  supplied  to  issuing  agents.  THE  NEW  IN- 
TEREST RATE  SHALL  APPLY  TO  SUCH  BONDS  AS  FULLY  AS  IF  EX- 
PRESSLY SET  FORTH  IN  THE  TEXT.  The  Treasury  Department  will  issue  in- 
terest checks  for  the  bonds  in  the  appropriate  amounts  as  set  forth  in  table  1. 
Accordingly,  it  is  not  necessary  for  owners  to  exchange  bonds  on  old  stock 
when  the  new  stock  becomes  available  but  they  may  do  so  if  they  wish  by  pre- 
senting bonds  issued  on  and  after  June  1,  1968,  on  old  stock  to  any  Federal 
Reserve  Bank  or  Branch,  or  to  the  Treasurer  of  the  United  States,  Securities 
Division,  Washington,  D.C.  20220. 

Sec.  332.8.  Extended  term  and  improved  yields  on  outstanding  bonds.  *  *  * 
(b)  Improved  yields.'- — The  investment  yield  on  outstanding  bonds  with  is- 
sue dates  of  June  1,  19.'j2,  through  May  1,  1968,  is  increased  by  1/10  of  1  percent 
per  annum  compounded  semiannually,  but  only  if  the  bonds  are  held  to  the 
next  maturity  date.  The  increase  for  the  remaining  time  to  next  maturity  will 
be  computed  from  the  beginning  of  the  first  interest  period  starting  on  or  after 
June  1,  1968.  The  investment  yield  for  any  presently  authorized  subsequent 
extension  x)eriod  will  be  4.25  percent  per  annum  compounded  .semiannually  if  the 
bonds  are  held  to  the  maturity  date  for  that  period.  Interim  interest  payments 
remain  unchanged.  All  increases  will  be  reflected  in  the  final  interest  check 
for  the  particular  maturity  period  involved. 

John  K.  Caklock, 
Fiscal  Assistant  Secretary  of  the  Treasury. 


1  Under  authority  of  Section  25.  73  Stat.  621  (31  U.S.C.  757c-l),  the  President  of  the 
United  States  on  May  31,  1968,  concluded  that  with  respect  to  Series  H  bonds  it  was 
necessary  in  the  national  interest  to  exceed  the  maximnm  interest  rate  and  investment 
yield  prescribed  bv  Section  22  of  the  Second  Liberty  Bond  Act,  as  amended  (31  U.S.C.  757c). 

=  See  Sec.  332.8(b)  and  footnote  5  of  Department  Circular  No.  905,  Fourth  Revision,  as 
amended  (31  CFR  Part  332),  for  earlier  yields. 


EXHIBITS 


199 


TABLES   OF   CHECKS   ISSUED   AND   INVESTMENT    YIELDS   FOR   UNITED    STATES   SAVINGS   BONDS   OF 

SERIES  H 

Each  table  shows:  (1)  The  amounts  of  interest  check  payments  during  the  current  maturity  period  and  during  a.ny 
authorized  subsequent  maturity  period,  on  bonds  bearing  issue  dates  covered  by  the  table;  (2)  for  each  maturity  period 
shown,  the  approximate  investment  yield  on  the  face  value  from  the  beginning  of  such  maturity  period  to  each  subse- 
quent interest  payment  date;  and  (3)  the  approximate  investment  yield  on  the  face  value  from  each  interest  payment 
date  to  next  maturity.  Yields  are  expressed  in  terms  of  rate  percent  per  annum,  compounded  semiannually. 


TABLE  1 

BONDS  BEARING  ISSUE  DATES  BEGINNING  JUNE  1,  1968 


[Maturity  value 

Face  value  Redemption  value 
[issue  price 


$500 
500 


$1,  000 
1,000 
1,000 


$5,  000 
5,000 
5,000 


$10,000 
10,  000 
10,  000 


Approximate  investment  yield  ( 


Period  of  time  bond  is  held  after  issue  date 


(1)  Amounts  of  interest  cliecks  for  each  denominatic 


(2)  From  issue 

date  to  each 
nterest  payment 


(3)  From  each 

interest  payment 

date  to 

maturity 


J'2  year 

1  year.. 

iK  years 

2  years 

2H  years 

3  years 

3>^  years 

4  years 

m  years 

5  years 

5)2  years 

6  years 

6)2  years 

7  years. 

7'A  years 

8  years 

8}"<  years 

9  years 

9!"^  years 

10  years  (maturity). 


$5.  50 
9.  70 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
17.03 


$11.00 
19.  40 
21.50 
21.50 
21.50 
21.  50 
21.50 
21.  50 
21.50 
21.  50 
21.50 
21.50 
21.  50 
21.  50 
21.  50 
21.  50 
21.50 
21.50 
21.  50 
34.06 


$55.  00 
97.  00 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107,  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
170. 30 


$110.  00 
194.  00 
215.  00 
215.  00 

21.5. 00 

215.  00 
215.  00 
215.  00 

215.  00 

216.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.00 
21.5.  00 
340.  60 


Percent 
2.20 
3.03 
3.45 
3.65 
3.78 
3.86 
3.92 
3.96 
4.00 
4.03 
4.05 
4  07 
4.08 
4.  10 
4.  11 
4.  12 
4.  13 
4.  13 
4.  14 
4.25 


Percent 

4.38 
4.42 
4  42 
4  43 
4  44 
4  45 
4  47 
4  48 
4  50 
4  53 
4  55 
4  59 
4  63 
4  69 
4  78 
4  91 
5.  12 
5.54 
6.81 


1  At  all  times,  except  that  bond  is  not  redeemable  during  first  G  months. 


TABLE  2 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  1,  1952 


'""""'"^IRedemptioi 


on  and  maturity  value 


Period  of  time  bond  is  held  after  matiu-ity  date 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


(1)  Amounts  of  interest  checks  for  each  denomination 


EXTENDED  MATURITY  PERIOD 


(2)  From  begin- 
ning of  extended 
maturity  period 
to  each  interest 
payment  date 


'A  year '(8/1/62) 

1  year (2/1/63) 

U'2  years (8/1/63) 

2  years.. (2/1/64) 

2>^  years (8/1/64) 

3  years (2/1/65) 

3H  years (8/1/65) 

4  years (2/1/66) 

4/2ye.ars (8/1/66) 

5  years (2/1/67) 

5}'^  years (8/1/67) 

6  years (2/1/68) 

6K  years (8/1/68) 

7  years (2/1/69) 

7H  years (8/1/69) 

8  vears (2/1/70) 

8^^  years (8/1/70) 

9  vears... (2/1/71) 

9J"^  years (8/1/71) 

10  years  (extended  maturity)* (2/1/72) 


$9.37 
9.37 
9.  37 
9.37 
9.37 
9.37 
9.37 
9.37 
9.55 
9.55 
9.55 
10.  15 
10.  15 
10.  15 
10.60 
10.60 
10.  60 
11.40 
11.40 
13.28 


$18.  75 
18.75 
18.75 
18.75 
18.75 
18.75 
18.75 
18.75 
19.  10 
19.  10 

19.  10 
20.30 
20.30 

20.  30 

21.  20 
21.20 
21.  20 
22.80 
22.80 
26.56 


$93.  75 
93.75 
93.75 
93.  75 
93.75 
93.75 
93.75 
93.75 
9.5.  50 
95.  50 
95.  50 
101.  50 
101.  50 
101.  50 
106.  00 
106.  00 
106.  00 
114  00 
1 14  00 
132.  80 


$187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
191.  00 
191.  00 
191.  00 
203.  00 
203.  00 
203.  00 
212.  00 
212.  00 
212.  00 
228.  00 
228.  00 
265.  60 


Percent 
3.75 
3.75 
3.75 
3.75 
3.75 
3.75 
3.75 
3.75 
3.76 
3.76 
3.77 
3.79 
3.81 
3.82 
3.85 
3.87 
3.89 
3.92 
3.95 
»4.00 


Percent 

23.75 

23.75 

23.75 

2  3.75 

23.75 

2  3.  75 

2  3.75 

'4.  15 

'  4  19 

3423 

3428 

3431 

4  44 

4  51 

4  57 

4  66 

4  80 

4  93 

5.31 


'  Month  day  and  year  on  which  interest  check  is  payable  on  issues  of  June  1, 1952.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
"  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  original  schedule  of  interest  cliccks  prior  to  the  December  1, 1965 

'  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  sclicdule  of  interest  checks  prior  to  the  June  1, 1968  revision. 
'  10  years  and  S  months  after  issue  date.  Fiiial  check  at  extended  maturity  improved  by  revision  of  Juire  1.  1968. 
'  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.49  percent. 
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TABLE  3 
BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1,  1952  THROUGH  MARCH  1,  1953 


''--a.ue{{f-„p|;';- 


ion  and  maturity  value. 


$500 
500 


$1, 000 
1,000 


$5,  000 
5, 000 


$10,  000 
10,  000 


reriod  of  time  bond  is  lii-ld  after  nialurity  date 


H.vpar '(12/1/62) 

1  year (f./I/«3) 

IJ^voars (12/1/63) 

2  years _ _.  (6/1/64) 

2}4  years (12/1/64) 

3  years. (6/1/65) 

3^^  years (12/1/65) 

4  years (6/1/66) 

4;^  years (12/1/66) 

5  years (6/1/67) 

5J^  years (12/1/67) 

6  ycars_ (6/1/68) 

6J^  years (12/1/68) 

7  years (6/1/69) 

7)^  years (12/1/69) 

8  years (6/1/70) 

8H  years ._ __  (12/1/70) 

0  years -(6/1/71) 

9J^  years (12/1/71) 

10  years  (extended  maturity)* (6/1/72) 


(1)  Amounts  of  interest  cliec){s  for  each  denomination 


EXTENDED  MATURITY  PERIOD 


(2)  From  begin- 
ninp  of  extended 
maturity  period 
to  eacli  interest 
payment  date 


$9.37 
9.  37 
9.  37 
9.  37 
9.37 
9.  37 
9.37 
9.  55 
9.  55 
9.  55 
ID.  05 
1 0.  05 
10.  05 
10.  60 
10.  60 
10.  60 

10.  60 

11.  45 
11.  45 
13.62 


.$18.  75 
18.75 
18.  75 
IS.  75 
IS.  75 
18.75 

18.  75 

19.  10 
19.  10 

19.  10 

20.  10 
20.  10 

20.  10 

21.  20 
21.  20 
21.  20 

21.  20 

22.  90 
22.90 
27.24 


$93.  75 
93.  75 
93.  75 
93.  75 
93.  75 
93.  75 
93.75 
95.  50 
95.  50 
95.  50 
IPO.  50 
100.  50 
100.  50 
106.  00 
106.  00 
106.  00 
106.  00 
114.50 
114.50 
136.  20 


$187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
191.  00 
191.  00 
191.00 
201.  00 
201.  00 
201.  00 
212.  00 
212.  00 
212.  00 
212.  00 
229.  00 
229.  00 
272.  40 


Percent 
3.75 
3.75 
3.75 
3.  75 
3.75 
3.75 
3.75 
3.76 
3.76 
3.77 
3.79 
3.81 
3.82 
3.85 
3.87 
3.89 
3.91 
3.94 
3.97 
5  4.  03 


(3)  From  each 

interest  payment 

date  to  extended 

maturity 


Prrcent 

«  3.  75 

«3.75 

«  3.  75 

'3.75 

2  3.  75 

23.75 

'  4.  15 

»4.  18 

»  4.  22 

'4.26 

'4.29 

4.43 

4.50 

4.54 

4.61 

4.70 

4.86 

5.01 

5.45 


'  Yield  on  face  value  from  each  Interest  payment  date  to  extended  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1, 1968  revision. 

'  19  years  and  8  months  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1,  1968. 

»  Yield  from  issue  date  to  extended  maturity  date  on  bonds  dated:  October  1  and  November  1, 1952  is  3.50  percent;  December  1, 1952  through  March  1, 1953 


TABLE  4 
BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  SEPTEMBER  1,  1953 


Face  valuel'^*"®  price.-. ._. 

(Redemption  and  maturity  value. 


Period  of  lime  bond  is  held  after  maturity  date 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


(1)  Amounts  of  interest  checks  for  each  denomination 


Approximate  investment  yield  on 


F.XTENDED  MATURITY  PERIOD 


Jlyear.. '(6/1/63) 

1  year (12/1/63) 

IJ^  years ...(6/1/64) 

2  years _ (12/1/64) 

2^^  years (6/1/65) 

3  years (12/1/65) 

ajj  years (6/1/66) 

4  years ..(12/1/66) 

iM  years .(6/1/67) 

5  years (12/1/67) 

TiM  years (6/1/G8) 

6  years (12/1/6H) 

e'i  years (6/1/69) 

7  years. (12/1/69) 

l\i  years.. ...(6/1/70) 

8  years (12/1/70) 

8H  years (6/1/71) 

9  years (12/1/71) 

9H  years ..(6/1/72) 

10  years  (extended  maturity)' (12/1/72) 


$9.37 
9.37 
9.  37 
9.37 
9.37 
9.37 
9.  55 
9.  55 
9.55 
10.  00 
10.  00 
10.  00 
10.  50 
10.  50 
10.  50 

10.  50 

11.  35 
11.  35 
11.  35 
13.82 


$18.  75 
18.75 
18.  75 
18.75 

18.  75 
18.75 

19.  10 
19.  10 

19.  10 

20.  00 
20.  00 

20.  00 

21.  00 
21.  00 
21.  00 

21.  00 

22.  70 
22.  70 
22.  70 
27.64 


$93.  75 
93.  75 
93.75 
93.75 
93.75 
93.  75 
95.  50 
95.  50 
95.  50 
100.  00 
100.  00 
1 00.  00 
105.  00 
105.  00 
105.  00 
105.  00 
113.  50 
113.50 
U3.  50 
138.  20 


$187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
191.  00 
191.  00 
191.  00 
200.  00 
200.  00 
200.  00 
210.  00 
210.  00 
210.  00 
210.  00 
227.  00 
227.  00 
227.  00 
276.  40 


Percent 
3.  75 
3.75 
3.75 
3.75 
3.75 
3.75 
3.76 
3.77 
.3.  77 
3.79 
.3.81 
.3.82 
3.85 
3.87 
.3.89 
.3.91 
3.  94 
3.97 
3.  99 
5  4.05 


Percent 

»  3.  75 

»3.  75 

»  3.  75 

'  3.  75 

'  3.  75 

M.  15 

'4.  18 

'4.21 

'4.  2G 

'4.28 

4.42 

4.  48 

4.52 

4.58 

4.66 

4.78 

4.  S6 

.5.  03 

5.53 


'  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  scliedule  of  interest  checks  prior  to  the  June  1,  1968  revision. 

'  19  years  and  8  months  after  issue  date.  Final  ciicck  at  extended  maturity  improved  by  revision  of  June  1.  1968. 

1  Yield  from  lame  dale  to  extended  maturity  date  on  bonds  dated:  April  1  and  May  1, 1953  is  3.53  percent;  June  1  through  September  1, 1953  is  3.54  percent. 
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TABLE  5 
BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1,  1953  THROUGH  MARCH  1,  1954 


/Issue  price 

IRedemption  and  maturity  value. 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Approximate  investment  yield  c 


(1)  Amounts  of  interest  checlis  for  each  denomination 


Period  of  time  bond  is  held  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


(2)  From  begin-  ]  (3)  From  each 
nine  of  extended  interest  payment 
maturity  period  date  to  extended 
to  eacli  interest  maturity 

payment  date 


Myear i(12/l/63) 

1  year (6/1/64) 

1}'^  years (12/1/64) 

2  years (6/1/65) 

2)'2  years (12/1/65) 

3  years (6/1/66) 

3|1  years (12/1/66) 

4  years (6/1/67) 

4^^  years (12/1/67) 

5  years (6/1/68) 

5',!  years (12/1/68) 

6  vears (6/1/69) 

6".'<  years (12/1/69) 

7  vears (6/1/70) 

7>i  years (12/1/70) 

8  years (6/1/71) 

8^^  years (12/1/71) 

9  years (6/1/72) 

9V2  years (12/1/72) 

10  years  (extended  maturity)* (6/1/73) 


$9.  37 
9.  37 
9.  37 
9.  37 
9.  37 
9.  55 


55 


9.95 
9.95 
9.  95 
10.  45 
10.  45 
10.45 

10.  45 
10.45 

11.  45 
11.  45 
11.  45 
14.23 


$18.  75 
IS.  75 
18.  75 
IS.  75 

18.  75 

19.  10 
19.  10 
19.  10 
19.  90 
19.  90 

19.  90 

20.  90 
20.  90 
20.  90 
20.  90 
20.  90 
22.  90 
22.90 
22.  90 
28.46 


$93. 

.. 

93. 

la 

93. 

75 

93. 

75 

93. 

75 

95. 

50 

95. 

.=;i) 

95. 

50 

99. 

50 

99. 

50 

99. 

50 

1(14. 

50 

104. 

50 

104. 

50 

104. 

.50 

104. 

50 

114. 

50 

114. 

50 

114. 

50 

142. 

30 

$187.  50 
187.  50 
187.  50 
187.  50 
187.  50 
191.  00 
191.  00 
191.  00 
199.  00 
199.  00 
199.  00 
209.  00 
209.  00 
209.  00 
209.  00 
209.  00 
229.  00 
229.  00 
229.  00 
284. 60 


Percent 
3.75 
3.75 
3.75 
3.  75 
3.  75 
3.76 
3.  77 
3.  78 
3.  80 
3.  81 
3.  83 
3.  85 
3.  88 
3.  89 
3.  91 
3.93 

3.  96 
3.99 

4.  01 


Percent 
2  3.  75 
2  3.  75 
2  3.  75 
2  3.  75 
s  4.  15 
5  4.  18 


I  4.27 
4.  41 
4.46 
4.  50 
4.  55 
4.  62 
4.  71 
4.  85 

4.  94 

5.  13 
5.69 


1  Month,  day,  and  year  on  which  interest  clieck  is  payable  on  issues  of  October  1, 1953.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

2  Yield  on  face  value  from  each  interest  payment  date  to  extended  inatu''ity  based  on  the  original  sclicdule  of  interest  checks  prior  to  the  December  1,  1965 
revision. 

3  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1, 1968  revision. 
*  19  years  and  8  months  after  issue  date.  Final  clieck  at  extended  maturity  improved  by  revision  of  June  1,  1968. 

»  Y'ield  from  issue  date  to  extended  jnaturity  date  on  bonds  dated:  October  1  and  November  1, 1953  is  3.55  percent;  December  1, 1953  through  March  1, 1954 
is  3.57  percent. 


TABLE  6 

BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  SEPTEMBER  1,  1954 


Face  valuej'^T  P^e-—.— -—.---,— 
IRedemption  and  maturity  value. 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


(1)  Amounts  of  interest  checks  for  each  denomination 


Period  of  time  bond  is  held  after  maturity  date 


EXTENDED  .MATURITY  PERIOD 


(2)  From  begin- 
ning of  extended 
maturity  period 
to  each  interest 
payment  date 


(3)  From  each 

interest  payment 

date  to  extended 

maturity 


M  year .__■  (6/1/64) 

1  year (12/1/64) 

IH  years (6/1/65) 

2  years (12/1/05) 

2yi  years (6/1/66) 

3  years (12/1/06) 

3H  years (6/1/67) 

4  years (12/1/67) 

4>J  years (6/1/68) 

5  years (12/1/6S) 

5^2  years (6/1/69) 

6  years (12/1/69) 

^M  years (6/1/70) 

7  years (12/1/70) 

7H  years (6/1/71) 

8  years (12/1/71) 

8K  years (6/1/72) 

9  years (12/1/72) 

9JC  years -(6/1/7.3) 

10  years  (extended  maturity)* (12/1/73) 


$9.37 

$18.  75 

9.  37 

18.  75 

9.  37 

18.75 

9.  37 

18.  75 

9.  55 

19.  10 

9.  55 

19.  10 

9.  55 

19.  10 

9.55 

19.  10 

10.  15 

20.  30 

10.  15 

20.  30 

10.  15 

20.  30 

10.  15 

20.  30 

10.  60 

21.20 

10.60 

21.20 

10.60 

21.20 

10.  60 

21.  20 

11.45 

22.90 

11.45 

22.  90 

11.45 

22.90 

14.54 

29.08 

$9.3.  75 
93.  75 
93.75 
93.  75 
95.  50 
95.  50 
95.  50 
95.  50 
101.  50 
101.  50 
101.  SO 
101.  50 
106.  00 
106.  00 
106.  00 
106.  00 
114.  .50 
114.  50 
114.  50 
145.40 


$187.  50 
187.  50 
187.  50 
187.  50 
191.  00 
191.  00 
191.  00 
191.  00 
20,3.  00 
203.  00 
203.  00 
203.  00 
212.  00 
212.  00 
212.  00 
212.  00 
229.  00 
229.  00 
229.  00 
290.  go 


3.  75 
.3.  75 
3.  75 
3.  76 
.3.77 
3.  78 
3.78 
3.  81 
3.  83 
.3.  85 
.3.  87 
3.  89 
3.  92 
3.  93 

3.  95 
.3.  98 

4.  01 
4.  03 

54.11 


Percent 

23.  75 

23.  75 

23.  75 

34.  15 

'4.  18 

M.  20 

'4.  24 

3  4.  28 

4.  40 

4.  44 

4.49 

4.54 

4.59 

4.  66 

4.74 


icld  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1,  1968  i 
years  and  8  months  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1,  1968. 
ield  from  issue  date  to  extended  maturity  date  on  bonds  dated:  April  I  and  .May  1, 1964  is  3.58  percent;  June  1  through  September  1, 1954  is  3.59  percent. 
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TABLE  7 
BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1,  1954  THROUGH  MARCH  1,  1955 


Face  v»'"e|jjgjg„p,i„nYnj  maturity  value. 


$500  $1,000  $3,000        $10,000 

500  1,000  5,000  10,000 


Approximate  investment  yield  on 


(1)  Amounts  of  interest  checks  for  each  denomination 


Period  of  time  bond  is  held  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


(2)  From  beeln- 
ning  of  extended 
maturity  period 
to  each  Interest 
payment  date 


Hyear '(12/1/64) 

lyear --- --(6/1/65) 

U5  years (12/1/65) 

2  years (6/1/66) 

2«  years (12/1/66) 

3  years - --- (6/1/67) 

3>^  years (12/1/67) 

4  years-- (6/1/68) 

4;.^  years -.(12/1/68) 

5  years (6/1/69) 

5K  years --- (12/1/69) 

6  years (6/1/70) 

e;^  years (12/1/70) 

7  years--. --.(6/1/71) 

7H  years --(12/1/71) 

8  years (6/1/72) 

S;^  years-- - (12/1/72) 

9  years - (6/1/73) 

9}"^  years -- (12/1/73) 

10  years  (extended  maturity)* (6/1/74) 


$9.37 
9.37 
9.37 
9.55 
9.55 
9.55 
9.  55 
10.  10 
10.  10 
10.  10 
10.  10 
10.  55 
10.  55 
10.  55 
10.  55 

10.  55 

11.  55 
11.55 
11.55 
14.96 


$18.  75 
18.75 
18.75 
19.  10 
19.  10 
19.  10 

19.  10 
20.20 
20.20 

20.  20 

20.  20 

21.  10 
21.  10 
21.  10 
21.  10 
21.  10 
23.  10 
23.  10 
23.  10 
29.92 


$93. 

75 

93. 

75 

93. 

75 

9.5. 

50 

95. 

50 

95. 

50 

95. 

50 

101. 

00 

101. 

00 

101 

00 

101. 

00 

105. 

50 

1(15 

50 

105 

50 

105 

50 

105 

50 

115 

50 

115 

50 

115 

.50 

149 

60 

$187.  50 
187.  50 
187.  50 
191.  00 
191.  00 
191.  00 
191.  00 
202.  00 
202.  00 
202.  00 
202.  00 
211.  00 
211.00 
211.  00 
211.  00 
211.00 
231.  00 
231.  00 
231.  00 
299.  20 


Percent 
3.75 
3.75 
3.75 
3.77 
3.78 
3.78 
3.79 
3.82 
3.84 
3.86 
3.87 
3.90 
3.92 
3.94 
3.96 
3.97 
4.00 
4.03 
4.06 
5  4.14 


Pereenl 

»3.  75 

»3.  75 

»4.  15 

•4.  17 

'4.20 

»4.  23 

M.  27 

4.39 

4.43 

4.47 

4.53 

4.57 

4.62 

4.69 

4.80 

4.95 

5.06 

5.29 

5.98 


I  Month.day.  and  year  on  which  interest  check  is  payable  on  Issues  of  October  1, 1934.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
3  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  original  schedule  of  Interest  checks  prior  to  the  December  1, 1965 

'  Yield  on  face  value  from  each  Interest  payment  date  to  extended  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  Juno  1, 1968  revision. 

•  19  years  and  8  months  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  I,  1968. 

■■    -       .  -  .- . i.- -. 1  bonds  dated:  October  1  and  November  1, 1954  is  3.60  percent;  December  1, 1954  through  March  I,  1955 


TABLE  8 
BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  SEPTEMBER  1,  1955 


/Issue  price 

(Redemption  and  maturity  value. 


$500 


$1,000 
1,000 


$5,000         $10,000      Approximate  Investment  yield  on 
5, 000  10, 000  1^^  ""lue 


Period  of  time  bond  is  held  after  maturity  date 


(1)  Amounts  of  interest  checks  for  each  denomination 


EXTENDED  MATURITY  PERIOD 


(2)  From  begin-       (3)  From  each 
ning  of  extended  '  interest  payment 
maturity  period    date  to  extended 
to  each  interest  maturity 

payment  date 


Myear "(6/1/65) 

1  year (12/1/65) 

l>iJ  years - _ --(6/1/66) 

2  years (12/1/66) 

2}<  years (6/1/67) 

3  years (12/1/67) 

3J^  years (6/1/68) 

4  years (12/1/68) 

4'A  years (6/1/69) 

5  years (12/1/(39) 

5>^  years (()/l/70) 

6  years - (12/1/70) 

6J'2  years (6/1/71) 

7  years--- - ---(12/1/71) 

7'A  years (6/1/72) 

8  years - (12/1/72) 

8>^  years - (6/1/73) 

9  vears (12/1/73) 

9M  years (6/1/74) 

10  years  (extended  maturity)* (12/1/74) 


$9.37 
9.37 
9.55 
9.55 
9.55 
9.55 
10.  05 
10.  05 
10.  05 
10.  05 
10.  05 
10.70 
10.  70 
10.70 
10.70 
10.  70 
11.55 
11.55 
11.55 
15.28 


$1,8.  75 
18.75 
19.  10 
19.  10 
19.  10 

19.  10 

20.  10 
20.  10 
20.  10 
20.  10 
20.  10 
21.40 
21.40 
21.40 
21.40 
21.40 
23.  10 
23.  10 
23.  10 
30.56 


$93.  75 
93.  75 
95.50 
95.  50 
95.50 
95.50 
100.  50 
100.  50 
100.  50 
100.  50 
100.  50 
107.  00 
107.  00 
107.  00 
107.  00 
107.  00 
1 15.  50 
115.  50 
115.  50 
152.  80 


$187.  50 
187.  50 
191.00 
191.00 
191.00 
191.  00 
201.  00 
201.  00 
201.  00 
201.  00 
201.  00 
214.  00 
214.  00 
214.  00 
214.  00 
214.  00 
231.  00 
231.  00 
231.  00 
305.  60 


Percent 
3.  75 
3.  75 
3.  77 
3.78 
3.79 
3.80 
3.83 
3.85 
3.87 
3.88 
3.89 
3.  92 
3.95 
3.97 
3.98 
4.00 
4.03 
4.06 
4.08 
'4.16 


Percent 

=  3.75 

»  4.  15 

»  4.  18 

»  4.  20 

>  4.23 

»4.  27 

4.39 

4.42 

4.46 

4.51 

4.57 

4.61 

4.67 

4.74 

4.83 

4.98 

5.  10 
5.36 

6.  11 


'  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  I,  1968  revision. 

I  19  years  and  S  months  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1,  1968. 

*  Yield  from  issue  date  to  extended  maturity  date  on  bonds  dated;  .\pril  1  and  .May  1, 1955  Is  3.63  percent;  June  1  llirougli  September  1,  1955  is  3.64  percent. 


EXHIBITS 
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TABLE  9 
BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1,  1955  THROUGH  MARCH  1,  1956 


Face  valuel'"^"^  price. _ __. 

IRedemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,000 
10,  000 


(1)  Amounts  of  interest  checks  for  each  denomination 


Period  of  time  bond  is  lield  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


(!)  From  begin- 
ning of  extended 
maturity  period 
to  each  interest 
payment  date 


(3)  From  each 

interest  payment 

date  to  extended 

maturity 


'A  year '(12/1/65) 

1  year (0/1/66) 

Vi  years (12/1/06) 

2  years (6/1/07) 

2}5  years (12/1/07) 

3  years (6/1/08) 

S'A  years (12/1/08) 

4  years (0/1/69) 

4K  years (12/1/69) 

5  years (6/1/70) 

5}^  years (12/1/70) 

0  years (6/1/71) 

m  years (12/1/71) 

7  years (6/1/72) 

7J^  years- (12/1/72) 

8  years (6/1/73) 

8}J  years (12/1/73) 

9  years (6/1/74) 

9}i  years (12/1/74) 

10  years  (extended  maturity)^ (6/1/75) 


$9.37 

$18.  75 

9.55 

19.  10 

9.55 

19.  10 

9.  55 

19.  10 

9.55 

19.  10 

10.00 

20.00 

10.00 

20.00 

10.  00 

20.00 

10.00 

20.  00 

10.00 

20.00 

10.65 

21.30 

10.65 

21.  30 

10.65 

21.30 

10.65 

21.30 

10.65 

21.30 

11.45 

22.  90 

11.45 

22.  90 

11.45 

22.90 

11.  45 

22.90 

15.52 

31.04 

$93.  75 
95.50 
95.50 
95.  50 
95.  50 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
106.  50 
106.  50 
106.  50 
106.  50 
106.  50 
114.  50 
114.  50 
114.  50 
114.50 
155.20 


$187.  50 
191.  00 
191.  00 
191.  00 
191.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
213.  00 
213.  00 
213.  00 
213.  00 
213.  00 
229.  00 
229.  00 
229.  00 
229.  00 
310. 40 


Percent 
3.75 
3.78 
3.80 
3.80 
3.81 
3.84 
3.86 
3.87 
3.89 
3.90 
3.93 
3.95 
3.97 
3.99 
4.01 
4.04 
4.06 
4.09 
4.  11 
*4. 19 


Percent 

24.  15 

24.  17 

M.  20 

M.  23 

24.  26 

4.38 

4.42 

4.45 

4.50 

4  56 

4.59 

4.  64 
4  70 
4  78 
4  89 
4  97 

5.  11 
5.38 
6.21 


'  Month,  day,  and  year  on  which  mterest  chock  is  payable  on  issues  ot  October  1 ,  1955.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
'  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  tlie  schedule  of  interest  checks  prior  to  the  June  1,  1968  revision. 
""  e  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1, 1968. 

1  bonds  dated:  October  1  and  November  1, 1965  is  3.66  percent;  December  1, 1955  through  March  1, 1958 


TABLE  10 
BONDS  BEARING  ISSUE  DATES  FROM  APRIL  1  THROUGH  MAY  1,  1956 


Face  value/'^®'"'  price.. 

IRedemption  and  maturity  value. 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


(1)  Amounts  of  interest  checks  for  each  denomination 


Period  of  time  bond  is  held  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


(2)  From  begin- 
ning of  extended 
maturity  period 
to  eacii  interest 
payment  date 


J^year '(6/1/66) 

1  year (12/1/66) 

V,i  years (6/1/67) 

2  yeiirs (12/1/67) 

2H  years (6/1/68) 

3  years (12/1/68) 

3H  years (6/1/69) 

4  years (12/1/69) 

4>^  years (6/1/70) 

5  years (12/1/70) 

5!.'2  years (6/1/71) 

6  years _._ (12/1/71) 

6',i  years (6/1/72) 

7  years (12/1/72) 

7H  years (6/1/73) 

8  years (12/1/73) 

SH  years (6/1/74) 

9  years (12/1/74) 

9'A  years (6/1/75) 

10  years  (extended  maturity)' (12/1/75) 


$10.  37 
10.  37 
10.  37 
10.  37 
10.37 
10.37 
10.  37 
10.37 
10.37 
10.38 
10.38 
10.  38 
10.  38 
10.  38 
10.38 
10.  38 
10.  38 
10.38 
10.  38 
14.74 


$20.  75 
20.75 
20.75 
20.  75 
20.75 
20.75 
20.75 
20.75 
20.  75 
20.75 
20.75 
20.  75 
20.75 
20.75 
20.  75 
20.75 
20.75 
20.  75 
20.75 
29.48 


$103. 

75 

1 03, 

75 

103. 

75 

103. 

75 

103. 

75 

103. 

75 

103. 

75 

103. 

75 

1 03. 

75 

103. 

75 

103 

75 

103. 

75 

103. 

75 

103 

75 

1113 

75 

103 

75 

103 

75 

103 

75 

103 

75 

147 

40 

$207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
294.  80 


4  15 
4  15 
4  15 


4  15 
4  15 
4  15 
4  15 
4  15 
4  15 


4  15 
4  15 
4  15 
4  15 
4  15 
•  4.22 


Percent 

24  15 

2  4  15 

M.  15 

24  15 

4  25 

4  26 

4  27 

4.28 

4.29 

4  31 

4  33 

4  35 

4.38 

4  43 

4  48 

4  57 

4  72 

5.01 

5.90 


I  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  April  1,  1956.  For  issues  of  May  1. 1956  add  one  month. 

*  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  schedule  of  interest  checks  prior  to  tlie  Juii 
s  19  years  and  8  months  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1,  1968. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.6S  percent. 
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TABLE  11 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  SEPTEMBER  I,  1956 


race  '^aiuejjj^jgj^pjj^^ji  ^^^  maturity  value- 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


(1)  Amounts  of  interest  checks  for  each  denomination 


Period  of  time  bond  is  lield  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


(2)  From  begin- 
ning of  extended 
maturity  period 
to  each  interest 
payment  date 


J'jyear '{8/1/66) 

1  vear (2/1/67) 

l^i  years - --(8/1/67) 

2  years - (2/1/68) 

2M  years- (8/1/68) 

3  years (2/1/69) 

3}"^  years --- (8/1/69) 

4  years (2/1/70) 

4H  years - (8/1/70) 

5  years - - (2/1/71) 

5)^  years (8/1/71) 

6  years-.- (2/1/72) 

6H  years (8/1/72) 

7  years (2/1/73) 

7}"<  years (8/1/73) 

8  years (2/1/74) 

8}^  years (8/1/74) 

9  years (2/1/75) 

9H  years (8/1/75) 

10  years  (extended  maturity)' (2/1/76) 


$10.  37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.  38 
10.  38 
10.  38 
10.38 
10.  38 
10.  38 
10.38 
10.38 
10.38 
10.38 
14.74 


.f20. 

75 

20. 

75  1 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75  1 

29 

48 

$103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
147.  40 


S207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
294.  80 


4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 


Ptrcenl 

'  4.  15 
M.  15 
2  4.  15 
'  4.  15 
4.  25 
4.  26 
4.27 
4.28 
4.29 
4.31 
4.33 
4.35 
4.38 
4.43 
4.48 
4.  57 
4.72 
5.01 
5.90 


1  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1,  1956.  For  subsequent  issue  months  add  tlie  appropriate  number  of  months. 
J  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1, 1'.i68  revision. 
>  10  years  and  8  months  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1, 1968. 
*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.70  percent. 

TABLE  12 
BONDS  BEARING  ISSUE  DATES  FROM  OCTOBER  1  THROUGH  NOVEMBER  1,  1956 


Face  value/'^*"*^  P"*^*^ 

IRedemption  and  maturity  value. 


$500 
500 


$10,000 
10,  000 


Api)roximate  investment  yield  t 


Period  of  time  bond  is  held  after  maturity  date 


(1)  Amounts  of  Interest  checks  for  each  denomination 


EXTENDED  MATURITY  PERIOD 


(2)  From  bCRin-  I    (3)  From  eacli 
ning  of  extended    interest  payment 
maturity  period    date  to  extended 
to  each  interest  |        maturity 
payinent  date 


iiyea.T >(12/l/66) 

1  year. (6/1/67) 

IK  years (12/1/67) 

2  years (6/1/68) 

2J$  years (12/1/68) 

3  years.-- (6/1/69) 

3J$  years (12/1/69) 

4  years (6/1/70) 

4}^  years (12/1/70) 

5  years (6/1/71) 

5K  years (12/1/71) 

6  years (6/1/72) 

6J^  years (12/1/72) 

7  years (6/1/73) 

7K  years (12/1/73) 

8  years (6/1/74) 

8}^  years (12/1/74) 

9  years (6/l/7.'J) 

9i<  years (12/1/75) 

10  years  (extended  maturity)' (6/1/76) 


$10.  37 
10.  37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.  37 
10.  37 
10.  38 
10.38 
10.38 
10.  38 
10.38 
10.  38 
10.  38 
10.38 
10.38 
10.  38 
15.09 


$20.  75 
20.  75 
20.75 
20.75 
20.  75 
20.75 
20.75 
20.  75 
20.  75 
20.  75 
20.75 
20.75 
20.75 
20.75 
20.  75 
20.  75 
20.75 
20.75 
20.75 
30.17 


SI 03.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
10.3.  75 
103.  75 
103.  75 
150. 90 


$207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  511 
301. 70 


Percent 
4.  15 
4.  15 
4  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4  15 
4  15 
4  15 
4.  15 
4  15 


15 


4.  15 

4.  15 

>4.23 


Percent 

»  4  15 

»  4  15 

2  4.  15 

4.25 

4.26 

4.27 

4.28 

4  29 

4  30 

4  32 

4  34 

4.37 

4.  40 

4  45 

4.  51 
4.61 
4.76 

5.  OS 
0.03 


EXHIBITS 
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TABLE  13 

BONDS  BEARING  ISSUE  DATES  FROM   DECEMBER  1,  1956  THROUGH  JANUARY  1,  1957 


Face  valuelJfT  ^^^^--r  --------- 

(Redemption  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Approximate  investment  yield  on 


(1)  Amounts  of  interest  cliecks  for  each  denomination 


?  bond  is  Iicld  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


(2)  From  begin-  |    (3)  From  eacti 
nine  of  extended    interest  payment 
maturity  period    date  to  extended 
to  eacli  interest  maturity 

payment  date 


;'2year__ __ '(2/1/G7) 

1  year (8/1/67) 

IH  years...- (2/1/68) 

2  years (8/1/68) 

2J^  years... (2/1/69) 

3  years (8/1/69) 

3H  years... (2/1/70) 

4  years (8/1/70) 

4M  years ._  (2/1/71) 

5  years (8/1/71) 

5'A  years (2/1/72) 

6  years (8/1/72) 

6K  years (2/1/73) 

7  years (8/1/73) 

7>i  years (2/1/74) 

8  years (8/1/74) 

8}4  years (2/1/75) 

9  years (8/1/75) 

9!^  years (2/1/7G) 

10  years  (extended  maturity)' (8/1/76) 


510.  37 
10.37 
10.  37 
10.37 
10.  37 
10.  37 
10.  37 
10.37 
10.  37 
10.  38 
10.  38 
10.  38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.  38 
15.09 


$20.  75 
20.  75 
20.75 
20.  75 
20.75 
20.75 
20.  75 
20.  75 
20.75 
20.  75 
20.75 
20.75 
20.  75 
20.75 
20.  75 
20.  75 
20.  75 
20.  75 
20.75 
30.17 


$103.  75 
103.  75 
10.3.  75 
103.  75 
103.  75 
103,  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103,  75 
150.  90 


$207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
301. 70 


Percent 
4.  15 
4.  15 
4.  15 
4.  15 


4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 


4.  15 
4.  15 
4.  15 


Percent 
2  4.  15 
2  4.  15 
2  4.  15 
4.25 
4.26 
4.27 
4.28 
4.29 
4.  30 
4.32 
4.  34 
4.37 
4.40 
4.45 
4.  51 
4.61 
4.76 
5.08 
6.03 


"  Monlli,  day,  and  year  on  wliidi  interest  clieck  is  payable  on  is.sues  of  December  1,  1956.  For  issues  of  January  1,  1957  add  one  moutli. 

2  ^'ield  on  face  value  from  eadi  interest  payment  date  to  extended  maturity  based  on  the  scliedule  of  interest  cllcclis  prior  to  the  June  1,  1968  revision. 

'  19  years  and  S  months  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1,  1968. 

'  Yield  on  purchase  price  from  issue  date  to  extended  jnaturity  is  3.73  percent. 

TABLE  14 

BONDS  BEARING  ISSUE  DATES  FROM  FEBRUARY  1   THROUGH  MAY  1,  1937 


/Issue  price 

[Redemption  and  maturity  value. 


Period  of  time  bond  is  licld  after  maturity  date 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


(1)  Amounts  of  interest  checks  for  each  denomination 


EXTENDED  iMATURITY  PERIOD 


maturity  period 
to  each  interest 
payment  date 


5^  year '(8/1/67) 

1  year (2/1/68) 

i;^  years (8/1/68) 

2  years (2/1/69) 

2>^  years (8/1/69) 

3  years (2/1/70) 

3}$  years (8/1/70) 

4  years (2/1/71) 

4Hypars (8/1/71) 

5  years (2/1/72) 

5H  years (8/1/72) 

6  years (2/1/73) 

6;^yeai-s (8/1/73) 

7  years (2/1/74) 

7J^  years _.  (8/1/74) 

8  years (2/1/75) 

8H  years (8/1/75) 

9  years (2/1/76) 

9;^  years (S/1/70) 

10  years  (extended  maturity)' (2/1/77) 


510.  37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.  37 
10.  37 
10.37 
10.38 
10.  38 
10.  38 
10.  38 
10.  38 
10.  ,38 
10.  38 
10.  38 
10.  38 
10.  38 
13.44 


$20.  75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

10 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20, 

75 

20, 

75 

20, 

75 

20, 

75 

20, 

75 

20, 

75 

20, 

75 

20, 

75 

30. 

87 

$103,  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
154.  40 


$207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
308. 70 


Percent 
4,  15 
4,  15 
4,  15 
4,  15 


4,  15 
4,  15 
4,  15 
4,  15 
4,  15 
4,  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
14.23 


Percent 
2  4.  15 
'-  4.  15 
4.25 
4  26 
4.27 
4.2s 
4.29 
4  30 
4  31 
4  33 
4  30 
4  38 
4  42 
4  47 
4  54 
4  64 
4  81 

5.  15 

6.  17 


>  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  February  1, 1057.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
=  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1,  11168  revision. 

'  20  years  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1, 1968. 

>  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.S8  percent. 
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TABLE  15 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  I,  1957 


Fare  value  !'*'*"''  f"''"''' 

race  \aiue  iRedemplion  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,000 
10, 000 


(1)  Amounts  of  interest  checks  tor  each  denomination 


Period  of  time  bond  is  held  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


(2)  From  begin-  (3)  From  each 

ning  of  extended  interest  payment 

maturity  period  dale  to  extended 

to  each  interest  maturity 
payment  date 


Hyear ...>(12/l/67) 

lyear (6/1/68) 

I'A  years (12/1/68) 

2  years.. (6/1/69) 

2H  years. (12/1/69) 

3  years (6/1/70) 

3J^  years (12/1/70) 

4  years... (6/1/71) 

4K  years... (12/1/71) 

5  years.. .(6/1/72) 

5H  years (12/1/72) 

6  years.. (6/1/73) 

6K  years (12/1/73) 

7  years (6/1/74) 

7H  years. (12/1/74) 

8  years (6/1/75) 

8J^  years _ (12/1/75) 

9  years (6/1/76) 

9Ji  years.. (12/1/76) 

10  years  (extended  maturity)^ (6/1/77) 


$10.  37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
15.79 


$20.  75 

20. 

75 

20. 

75 

20. 

75 

20. 

75 

20.  75  1 

20. 

75 

20.  75  1 

20. 

75 

20.  75  1 

20. 

75 

20. 

75 

20.  75  1 

20.  75  1 

20. 

75 

20.  75  1 

20 

75 

20 

75 

20 

75 

31 

58 

$103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
157.90 


$207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207,  50 
207.  50 
207.  50 
207.  50 
315.80 


Percent 
4.15 
4.  15 
4.  15 
4.  15 
4  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.15 
4.  15 
4.  15 
4.  15 
4  15 
4  15 
4  15 
M.24 


Pereenl 
'  i.  15 
4  25 
4  26 
4  27 
4  27 
4  28 
4  30 
4  31 
4  33 
4  35 
4  37 
4  40 
4  44 
4  49 
4  56 
4  67 
4  85 
5.22 
6.32 


'  Month,  day,  and  year  on  which  interest  checlc  is  payable  on  issues  of  June  1, 1957.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

*  Yield  on  face  value  from  each  interest  payment  date  to  extended  maturity  based  on  the  schedule  ol  interest  cliecks  prior  to  the  June  1, 1968  revision. 
3  20  years  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  I,  iy68. 

*  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.91  percent. 

TABLE  16 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1957  THROUGH  MAY  1,  1958 


1^  1      jlssue  price 

face  value  jjjgjg^p,jg„  j^^j  maturity  value. 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Approximate  Investment  yield  c 


(1)  Amounts  of  interest  checks  for  each  denomination 


Period  of  time  bond  is  lield  after  maturity  date 


EXTENDED  MATURITY'  PERIOD 


(2)  From  begin-  |  (3)  From  each 
ning  of  extended  interest  payment 
maturity  period  date  to  extended 
to  each  interest  maturity 

payment  date 


Myear ...>(6/l/68) 

lyear... ....(12/1/68) 

IK  years (6/1/69) 

2  years (12/1/69) 

2H  years (6/1/70) 

3  years.. (12/1/70) 

3}^  years (6/1/71) 

4  years.... (12/1/71) 

4>5  years (6/1/72) 

5  years (12/1/72) 

5}^  years (6/1/73) 

6  years (12/1/73) 

6>^  years (6/1/74) 

7  years (12/1/74) 

7}^  years (6/1/75) 

8  years- (12/1/75) 

8>^  years.. (6/1/76) 

9  years (12/1/76) 

9'A  years (&lil7') 

10  years  (extended  maturity)' (12/1/77) 


$10.  37 
10.37 
10.  37 
10.37 
10.37 
10.  37 
10.37 
10.37 
10.37 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.  38 
10.  38 
10.38 
16.16 


$20.  75 
20.75 
20.  75 
20.75 
20.  75 
20.  75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.75 
32.31 


$103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103  75 
161.60 


$207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
323. 10 


Percent 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
3  4.24 


Percent 

4  25 
4  26 
4  26 
4  27 
4  28 
4  29 
4  31 
4  32 
4  34 
4.  36 
4.  39 


I  Month,  day,  and  year  on  wlilch  interest  ciicck  is  payable  on  issues  of  December  1,  l'J57.  For  subsequent  issue  months  add  the  appropriate 

3  20  "years  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1, 1968. 
'  Yield  on  purchase  |irice  from  issue  date  to  extended  maturity  is  3.94  percent. 


EXHIBITS 
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TABLE  17 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1958 


Face  valuel'*^"®  P"'® 

IRedemption  ■  and  maturity  value. 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Period  of  time  bond  is  held  after  issue  date 


(I)  Amounts  of  interest  cheeks  for  each  denomination 


(2)  From  issue 

date  or  maturity 

date  to  each 

interest  pay- 


(3)  From  each 
interest  pay- 
ment date  (a)  to 
maturity 


J^year 2(12/1/58) 

1  year (6/1/59) 

1}^  years (12/1/59) 

2  years (6/1/60) 

2H  years (12/1/60) 

3  years (6/1/61) 

3}^  years (12/1/61) 

4  years (6/1/62) 

4H  years (12/1/62) 

5  years (6/1/63) 

5M  years (12/1/03) 

6  years (6/1/64) 

6'A  years (12/1/64) 

7  years (6/1/65) 

7M  years (12/1/65) 

8  years (6/1/66) 

8>^  years _  (12/1/66) 

9  years (6/1/67) 

9^2  years (12/1/67) 

10  years  (maturity) (6/1/68) 


$4.00 
7.25 
8.  70 
8.70 

8.  70 
8.70 
8.70 

9.  55 
9.  55 
9.  55 
9.  55 
9.  55 

10.  30 
10.  30 
10.  30 
10.  55 
10.  55 
12.  65 
12.  65 
12.65 


$8.00 
14.  50 
17.40 
17.  40 
17.40 
17.  40 
17.40 
19.  10 
19.  10 
19.  10 
19.  10 

19.  10 

20.  60 
20.  60 

20.  60 

21.  10 
21.  10 
25.  30 
25.  30 
25.30 


$40.  00 
72.  50 
87.00 
87.  00 
87.  00 
87.  00 
87.00 
95  50 
95.  50 
95  50 
95.  50 
95  50 
103.  00 
103.  00 
103.  00 
105.  50 
105.  50 
126.  50 
126.  50 
126. 50 


$80.  00 
145.  GO 
174.00 
174.  00 
174.  00 
174,  00 
174.  GO 
191.  GO 
191.  00 
191.00 
191.  00 
191.  00 
206.  00 
206.00 
206.  00 
211.  00 
211.00 
253.  00 
253.00 
253. 00 


Percent 
1.60 
2.25 
2.  65 
2.  85 

2.  98 

3.  06 
3.  11 
3.20 
3.26 
3.  31 
3.  35 
3.39 
3.44 
3.48 
3.52 
3.56 
3.59 
3.  66 
3.72 
3.78 


Percent 

3  3.35 
«3.  88 
<3.  91 
<3.  94 
*3.  97 
*  4.01 
•4  06 
«4  08 
*4.  11 
*4.  14 
«4.  18 
•4.  23 
*4.25 
•4.27 
5  4.71 
'4.  84 
«5.  06 
«5.  06 
'5.06 


Period  of  time  bond  is  held  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


Hyear ...(12/1/68) 

lyear -(6/1/69) 

I'A  years (12/1/69) 

2  years. -(6/1/70) 

2K  years (12/1/70) 

3  years (6/1/71) 

3K  years (12/1/71) 

4  years (6/1/72) 

4H  years (12/1/72) 

5  years (0/1/73) 

5K  years (12/1/73) 

6  years (6/1/74) 

6}^  years (12/1/74) 

7  years (6/1/75) 

7H  years (12/1/75) 

8  years (6/1/76) 

8>^  years -.(12/1/76) 

9  years (6/1/77) 

9K  years (12/1/77) 

10  years  (extended  maturity)^ (6/1/78) 


10  37 
10.  37 
10.  37 
10.  37 
10  37 
10.  37 
10.  37 
10.  37 
10.  37 
10.  38 
10.  38 
10.  38 
10.  38 
10.  38 
10.  38 
10.  38 
10.  38 
10.  38 
10.  38 
16.53 


20.75 
20.75 
20.75 
20.  75 
20.75 
20.  75 
20.  75 
20.  75 
20.  75 
20.  75 
20.  75 
20.  75 
20.  75 
20.  75 
20.  75 
20.  75 
20.75 
20.  75 
20.  75 
33.  05 


103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
165.  30 


207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
330.  50 


4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4  15 
4  15 
4  15 
4  15 
4  15 
4  15 
'4.25 


4  26 
4  26 
4  27 
4  28 
4  29 
4  30 
4  32 
4  33 
4  35 
4  37 
4  40 
4  43 
4  48 
4  54 
4  62 
4  74 
4  95 
5.  36 
6.61 


1  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

i  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1. 1958.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

*  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  original  schedule  of  interest  checks  prior  to  the  June  1, 1959  r 

'  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  0 " 

1  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  c 

>  20  years  after  issue  date.  Final  check  at  extended  maturity  improved  by  revision  of  June  1,  1968. 

'  Yield  on  purchase  price  from  issue  date  to  extended  maturity  is  3.97  percent. 
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TABLE  18 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1958  THROUGH  MAY  1,  1959 


Face  valued'****"*  P"" 

IRedemplion'  and  maturity  value. 


Period  of  time  bond  Is  hold  aftor  issue  date 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


(I)  Amounts  of  interest  clieclcs  for  eaeli  denomination 


Approximate  investment  yield 


(2)  From  issue 

date  or  maturity 

dnte  to  eacti 

interest  pay- 


(3)  From  each 
interest  pay- 
ment date  (a)  to 
maturity 


J^year H6/1/59) 

lyear (12/1/59) 

IK  years.. _ (6/1/60) 

2  years (12/1/60) 

2^^  years.... (6/1/61) 

3  years .(12/1/61) 

3}^  years ...(6/1/62) 

4  years (12/1/62) 

4H  years... (6/l/6:i) 

5  years (12/1/6:!) 

5}^  years ...(6/1/64) 

6  years (12/1/C4) 

6K  years (6/1/65) 

7  years (12/1/65) 

7)^  years (6/1/66) 

8  years (12/1/66) 

8)^  years (6/1/67) 

9  years (12/1/67) 

9H  years .(6/1/68) 

10  years  (maturity) (12/1/68) 


$4.00 
7.50 
8.70 

8.  70 
8.70 
8.70 

9.  45 
9.45 
9.  45 
9.  45 
il.  45 

10.  25 
10.  25 
10.25 
10.  50 
10.  50 
10.  50 
13.  10 
13.  10 
13.35 


$8.00 
15.00 
17.  40 
17.40 
17.40 

17.  40 
18.90 

18.  90 
18.  90 
18.  90 
18.00 
20.  50 
20.  50 
20.  50 
21.00 
21.00 
21.00 
26.  20 
26.  20 
26.70 


$40.  00 
75.00 
87.00 
87.00 
87.00 
87.00 
94.  50 
94.50 
94.  50 
94.  50 
94.50 
102.  50 
102.  50 
102.  50 
105.  00 
105.  00 
105.  00 
131.  00 
131.  00 
133.50 


$80.  00 
150.  00 
174.  00 
174.  00 
174.  00 
174.  00 
189.  00 
189  00 
189  00 
189.  00 
189.  00 
205.  00 
205.  00 
205.  00 
210.00 
210.00 
210.  00 
262.  00 
262.  00 
267. 00 


Percent 
1.60 
2.30 
2.68 
2.88 
3.00 
3.07 
3.  17 
3.24 
3.30 
3.34 
3.38 
3.43 
3.48 
3.52 
3.56 
3.59 
3.62 
3.70 
3.76 
3.83 


Perctnl 

'3.85 
'  3.  91 
'  3.94 
'  3.  97 
'  4.  01 
'4.05 
»4.  08 
»4.  10 
>4.  14 
>4.  18 
'4.23 
'4.24 
'4.26 
«4.70 
«4.81 
•4.97 
*5.  24 
«5.  24 
5.34 


Period  of  time  bond  is  iieid  after  maturity  date 


EXTENDED  MATURITY  PERIOD 


Hyear (6/1/69) 

lyear (12/1/69) 

1>^  years (6/1/70) 

2  years (12/1/70) 

25^  years (6/1/71) 

3  years (12/1/71) 

3K  years (6/1/72) 

4  years (12/1/72) 

4}^  years (6/1/73) 

5  years (12/1/73) 

6>^  vears (6/1/74) 

6  years... (12/1/74) 

6K  years (6/1/75) 

7  years ...(12/1/75) 

7K  years (6/1/76) 

8  years (12/1/76) 

8J^  years (6/1/77) 

9  years .(12/1/77) 

9K  years (6/1/78) 

10  years  (extended  maturity)^  ...(12/1/78) 


10.37 
10.37 
10.37 
10.  37 
10.37 
10.37 
10.37 
10.37 
10.37 
10.  38 
10.  38 
10.38 
10.  38 
10.  38 
10.  38 
10.  3S 
10.  38 
10.  38 
10.  38 
16.53 


20.75 
20.75 
20.  75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.75 
20.  75 
20.75 
20.  75 
20.  75 
20.  75 
20.  75 
20.75 
20.  75 
20.  75 
20.75 
33.05 


103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
103.  75 
165.30 


207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
207.  50 
330. 50 


4  15 
4.  15 
4  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
4.  15 
8  4.25 


4.26 
4.26 
4.27 
4.28 
4.29 
4.30 
4.32 
4.33 
4.35 
4.37 
4.40 
4.43 
4.48 
4.54 
4.62 
4.74 
4.95 
5.36 
6.61 


•  At  all  times,  except  tliat  bond  was  not  redeemable  during  first  6  montlis. 

3  Month,  day,  and  year  on  which  interest  checit  is  payable  on  issues  of  December  1, 1958.  For  subsequent  issue  months  add  tlte  appropriate  number  of  months. 
3  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  sciiedulo  of  interest  cheeks  prior  to  the  December  1,  l!)fi5  revision. 

•  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1, 1068  revision. 

•  20  years  after  issue  date.  Final  checks  at  original  and  extended  maturity  improved  by  revision  of  June  1,  l'J68. 

•  Yield  on  purctiasc  price  from  issue  date  to  extended  maturity  is  4.00  percent. 


EXHIBITS 
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TABLE  19 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1959 


Face  value/'**"^  ■'"'^'^ 

IRedetnption '  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Approximate  investment  yield 


Period  of  time  bond  is  lield  after  i; 


(1)  Amounts  of  interest  checks  for  each  denomination 


(2)  From  issue 
date  to  eacii 
interest  pay- 
ment date 


Kyear 2(12/1/59) 

1  year (6/1/60) 

1J<  years (12/1/60) 

2  years (6/1/61) 

2J^  years (12/1/61) 

3  years (6/1/62) 

3)^  years (12/1/62) 

4  years... (6/1/63) 

4J^  years (12/1/63) 

5  years ...(6/1/64) 

5}1  years (12/1/64) 

6  years (6/1/65) 

6J^  years (12/1/65) 

7  years (6/1/66) 

7>^  years (12/1/66) 

8  years (6/1/67) 

8/2  years (12/1/67) 

9  years (6/1/68) 

9K  years (12/1/68) 

10  years  (maturity) ' (6/1/69) 


$4.00 
7.25 
S.  00 
10.  00 
10.  00 
10.00 
10.  00 
10.00 
10.00 
10.00 
10.  00 
10.00 
10.00 
10.20 
10.  20 
10.  90 
10.90 
11.70 
11.70 
12.21 


$S.  00 
14.50 
16.  00 
20.  00 
20.  00 
20.00 
20.00 
20.00 
20.00 
20.00 
20.00 
20.00 
20.00 
20.40 
20.40 
21.80 
21.80 
23.40 
23.40 
24.42 


$40.  00 
72.  50 
80.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
102.  00 
102.  00 
109.  00 
109.  00 
117.  00 
117.00 
122. 10 


$S0.  00 
145.  00 
160.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
204.  00 
204.  00 
218.  00 
218.  00 
234.  00 
234.  00 
244.  20 


Perant 
1.60 
2.  25 
2.  56 

2.  91 

3.  12 
3.26 
3.36 
3.44 
3.49 
3.54 
3.58 
3.61 
3.64 
3.66 
3.  69 
3.72 
3.76 
3.80 
3.  84 
3.88 


Percent 
'3.88 
'  3.  95 
5  4.  00 
'  4.  00 
'4.00 
'4.  00 
'4.00 
'4.00 
'4.00 
'4.00 
'4.00 
'  4.00 
*4.  41 
<4.  47 
'4.55 
'4.60 
'4.68 
4.78 
4.88 


1  At  all  times,  except  that  bond  was  not  rcdpeniable  during  first  6  months. 

2  Montli,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1, 1959.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

3  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  llic  schedule  of  interest  cliecks  prior  to  the  December  1,  HifiS  revision. 

*  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1,  lliGS  revision. 

*  Final  check  at  maturity  improved  by  revision  of  June  1, 1968. 

TABLE  20 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1959  THROUGH  MAY  1,  1960 


Face  valuel^*^"*'  P"'** 

(Redemption' and  maturity  value 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,000 
10,  000 


Approximate  investment  yield 


Period  of  time  bond  is  held  after  issue  date 


(1)  Amounts  of  interest  checks  for  each  denominatic 


Myear 2(6/1/60) 

lyear (12/1/60) 

IH  years (6/1/61) 

2  years (12/1/61) 

2J^  years (6/1/62) 

3  years (12/1/62) 

3>^  years (6/1/63) 

4  years (12/1/63) 

4}^  years (6/1/64) 

5  years (12/1/64) 

5}4  years (6/1/65) 

6  years (12/1/65) 

6J^  years (6/1/66) 

7  years (12/1/66) 

7H  years (6/1/67) 

8  years (12/1/67) 

8/2  years (6/1/68) 

9  years (12/1/68) 

9^2  years (6/1/69) 

10  years  (maturity)' (12/1/69) 


$4.00 
7.25 
8.00 
10.00 
10.00 
10.  00 
10.00 
10.00 
10.00 
10.00 
10.00 
10.00 
10.  20 
10.  20 
10.80 
10.  80 
10.  80 
11.85 
11.85 
12.62 


$8.00 
14.50 
16.  00 
20.00 
20.00 
20.00 
20.00 
20.  00 
20.00 
20.00 
20.00 
20.  00 

20.  40 
20.40 
21.60 

21.  60 
21.  60 
23.  70 
23.  70 
25.24 


$40.  00 
72.  50 
80.00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
102.  00 
102.  00 
108.  00 
108.  00 


00 


118.  50 
118.50 
126.  20 


$80.  00 
145.  00 
160.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
204.  00 
204.  00 
216.  00 
216.  00 
216.  00 
237.  00 
237.  00 
252.  40 


1.  60 
2.25 

2.  56 
2.91 

3.  12 
3.  26 
3.36 
3.44 


Percent 
'3.88 
'3.95 
'  4.  00 
'  4.00 
'  4.  00 
'4.00 
'4.00 
'  4.  00 
'4.00 
'  4.  00 
'4.  00 
'4.41 
'  4.46 
'  4.  52 
'4.  57 
'4.  63 
4.84 

4.  89 

5.  05 


1  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 
^  Month,  day,  and  yeai'  on  which  interest  check  is  payable  on  issues 
number  of  months. 

'  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  or 
*  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  o 
>  Final  check  at  maturity  improved  by  revision  of  June  1, 1968. 


of  December  1,  1959.  For  subsequent 


onths  add  the  appropriate 
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TABLE  21 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1960 


Face  value/'^*"^  ''"^^ 

IRcdemplion '  and  maturity  value. 


$500 
SOO 


$1,000 
1,000 


$5,  000 
5,000 


$10,  000 
10,000 


Period  of  time  bond  Is  held  &fter  issue  date 


(I)  Amounts  of  interest  cliecks  for  each  denomination 


(2)  From  issue 
date  to  each 
interest  pay- 


J^year '(12/1/00) 

1  year ..(6/1/61) 

1)^  years (12/1/61) 

2  years... ..(6/1/62) 

2}^  years (12/1/62) 

3  years .(6/1/63) 

3>^  years (12/1/63) 

4  years ...(6/1/64) 

iii  years .(12/1/64) 

5  years ..(6/1/65) 

5H  years (12/1/05) 

6  years ...(6/1/66) 

6K  years (12/1/66) 

7  years (6/1/67) 

TA  years ...(12/1/67) 

8  years (6/1/68) 

8J^  years (12/1/68) 

9  years. _ .(6/1/69) 

9!.5  years (12/1/69) 

10  years  (maturity)'.. (6/1/70) 


$4.  00 
7,25 
8.  00 
10.  00 
10.00 
10.00 
10.  00 
10.00 
10.  00 
10.00 
10.  00 
10.  20 
10.20 
10.  70 
10.70 
10.  70 
10.70 
12.  05 
12.05 
13.09 


SS.  00 
14.  50 
16.  00 
20.  00 
20.  00 
20.  00 
20.  00 
20.  00 
20.00 
20.  00 
20.  00 
20  40 
20.40 
21.40 
21.40 
21.40 
21.40 
24.  10 
24.  10 
26.18 


$40.  00 
72.  50 
80.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 

loa  00 

100  00 

loa  00 

102.  00 
102.  00 
107.  00 
107.  00 
107.  00 
107.  00 
120.  50 
120.  50 
130.  90 


$80.  00 
145.  00 
160  00 
200  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200  00 
204.  00 
204.  00 
214.  00 
214.  00 
214.  00 
214.  00 
241.  00 
241.  00 
261.  80 


Percent 
1.60 
2.25 
2.56 
2.91 
3.  12 
3.26 
3.36 
3.44 
3.  49 
3.54 
3.58 
3.62 
3.65 
3.69 
3.72 
3.75 
3.78 
3.  83 
3.87 
3.93 


Percent 

"3.88 
'  3.  95 
'4.00 
'4,  00 
»4.  00 
'4.  00 
'  4.  00 
'  4.  00 
'4.  00 


'4.  60 
4.78 
4.90 
5.  03 
5.24 


I  At  all  tinips,  except  tliat  bond  was  not  redeemable  during  first  G  months. 
I  Montli,  day,  and  year  on  which  interest  clipck  is  payable  on  issues  of  Jnm 
'  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  oi 
*  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  oi 
■  Final  check  at  maturity  improved  by  revision  of  June  1,  l'J68. 


1 . 1!)G0.  For  subsequent  issue  months  add  the  appropriate  number  of  months, 
tile  schedule  of  interest  checks  prior  to  tlie  Ueccnilier  I,  l'.ir*5  revision, 
the  scliedute  of  interest  cheeks  prior  to  tlie  June  1,  lMtj8  revision. 


TABLE  22 

BONDS  BEARING  ISSUE  DATES  FROM   DECEMBER  1,1960  THROUGH  MAY   1,1961 


Face  value/^^^"^  P"'^^ 

(Redemption  >  and  maturity  value. 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Feriod  of  time  bond  is  held  after  issue  date 


(1)  Amounts  of  interest  checks  for  each  denomination 


(2)  From  issue 
date  to  each 
interest  pay- 


Kyear '(6/1/61) 

1  year (12/1/61) 

1}^  years.... (6/1/62) 

2  years (12/1/62) 

2J^  years. (6/1/63) 

3  years (12/1/63) 

3J^  years... .(6/1/64) 

4  years (12/1/64) 

4K  years _ (6/1/65) 

5  years (12/1/G5) 

5K  years ._  (6/1/66) 

6  years (12/1/66) 

6H  years... (6/1/67) 

7  years (12/1/67) 

7H  years. (6/1/68) 

8  years (12/1/68) 

8)4  years.... _ (6/1/69) 

9  years .(12/1/69) 

9)4  vears _ (6/1/70) 

10  years  (maturity)* (12/1/70) 


$4.  00 
7.  25 
8.00 
10.  00 
10.00 
10.  00 
10.00 
10.  00 
10.  00 
10.  00 
10.20 
10.  20 

10.  20 
11.00 
U.  00 
11.00 
11.00 
11.95 

11.  95 
13.27 


$8.00 

14 

50 

16. 

00 

20 

00 

20 

00 

20 

00 

20 

00 

20 

0(1 

20. 

00 

20 

00 

20 

40 

20. 

40 

20 

40 

22 

00 

22 

00 

22 

00 

22 

00 

23. 

90 

23.  90  1 

26. 

54 

$40  00 
72.  50 
80.  00 
100.  00 
100.  00 
100.  00 
100.  00 
lOO  00 
100  00 
100  00 
102.  00 
102.  00 
102.  00 
110  00 

no  00 

110.  00 

no  00 

119.  50 
119.  50 
132.  70 


$80  00 
145.  00 
160  00 
200  00 
200  00 
200.  00 
200.  00 
200.  00 
200.  00 
200  00 
204.00 
204.00 
204.  00 
220.  00 
220.  00 
220.  00 
220.  00 
239.  00 
239.  00 
265.  40 


Percent 
1.60 
2.  25 

2.  56 
2.91 

3.  12 
3.26 
3.36 
3.  44 
3.49 
3.54 
3.58 
3.  62 
3.65 
3.70 
3.74 
3.78 
3.81 
3.85 
3.89 
3.95 


Perura 

»3.  88 

>3.  95 

»4.  00 

»4.00 

'4.00 

'4.00 

'4.00 

'4.  00 

'4.00 

M.  40 

•4.44 

M.  49 

•4.56 

M.  58 

4.72 

4.81 

4.95 

5.04 

5.31 


1  At  all  times,  except  that  bond  was  not  redeemable  durine  first  0  months. 

I  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  f^eeember  1,1960.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

1  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  December  1.  1965  revision. 

'  Yield  on  face  value  from  each  interest  payment  date  to  matutity  based  on  the  sctiedule  of  interest  ciiecks  prior  to  the  Juno  1,  1968  revision. 

>  Final  check  at  maturity  improved  by  revision  of  Juno  1, 1968. 


EXHIBITS 
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TABLE  23 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1961 


Fare  valupl'^®"^  P"*^^ 

race  ''a"'e\Redemption'  and  maturity  value. 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Approximate  investment  yield 


Period  of  time  bond  is  held  afic 


(1)  Amounts  of  interest  ciiecks  for  each  denomination 


(2)  From  issue 
date  to  each 
interest  pay- 


(3)  From  each 
interest  pay- 
ment date  to 
maturity 


Myear 2(12/1/61) 

1  year (6/1/62) 

1)^  years (12/1/62) 

2  years (6/1/63) 

2>'2  years (12/1/63) 

3  years (6/1/64) 

3J'2  years ..(12/1/64) 

4  years... (6/1/65) 

4;'2  years (12/1/65) 

5  years .(6/1/66) 

SU  years (12/1/66) 

6  years (6/1/67) 

6^2  years .(12/1/B7) 

7  years (6/1/68) 

7H  years (12/1/68) 

8  years (6/1/69) 

8>'2  years (12/1/69) 

9  years (6/1/70) 

9,4  years (12/1/70) 

10  years  (maturity)' (6/1/71) 


$4.  00 
7.  25 
8.00 
10.  00 
10.00 
10.00 
10.00 
10.00 
10.00 
10.  20 
10.  20 
10.  20 
10.85 
10.85 
10.  85 
11.35 
11.35 
11.35 
12.  15 
13.75 


$8.  00 
14.  50 
16.  00 
20.  00 
20.00 
20.00 
20.00 
20.00 
20.00 
20.  40 

20.  40 
20.40 

21.  70 
21.  70 

21.  70 

22.  70 
22.  70 
22.  70 
24.30 
27.50 


$40.  00 
72.  50 
80.00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
100.  00 
102.  00 
102.  00 
102.  00 
108.  50 
108.  50 
108.  50 
113.  50 
113.50 
113.50 
121.  50 
137.  50 


$80.  00 
145.  00 
160.  00 
200.  00 
200.00 
200.  00 
200.  00 
200.  00 
200.  00 
204.  00 
204.  00 
204.  00 
217.  00 
217.  00 
217.  00 
227.  00 
227.  00 
227.  00 
243.  00 
275.  00 


PtTcmt 
1.60 
2.25 
2.56 

2.  91 

3.  12 
3.26 
3.36 
3.44 
3.49 
3.55 
3.59 
3.63 
3.68 
3.72 
3.75 
3.80 
3.83 
3.87 
3.91 
3.97 


Percent 

>3.  88 

'3.95 

'4.00 

'4.00 

'4.00 

'4.00 

'4.00 

'4.00 

*4.  40 

*4.  44 

«4.  48 

M.  54 

M.  57 

4.71 

4.79 

4.85 

4.96 

5.  18 

5.50 


'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

!  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  I,  1961.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

3  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  December  1,  1965  revision. 

•  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1,  1968  revision. 


»  Final  check  at  maturity  improved  by 


o!  June  1,  1968. 


TABLE  24 

BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1961   THROUGH  MAY  1,  1962 


Face  valuel^^*"^  P""^" 

(Redemption '  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Approximate  investment  yield 


Period  of  time  bond  is  held  after  issue  date 


(!)  Amounts  of  interest  checks  for  each  denomination 


(2)  From  issue 
date  to  each 
interest  pay- 


Hyear '(6/1/62) 

lyear ...(12/1/62) 

i;4  years (6/1/6.3) 

2  years (12/1/63) 

2}^  years (6/1/64) 

3  years (12/1/64) 

3M  years (6/1/65) 

4  years (12/1/65) 

4^2  years (6/1/66) 

5  years. _. .(12/1/66) 

5H  years (6/1/67) 

6  years (12/1/67) 

6'/:  years (6/1/68) 

7  years (12/1/68) 

7;'2  years (6/1/69) 

8  years (12/1/69) 

8;'2  years _ (6/1/70) 

9  years (12/1/70) 

9V2  years (6/1/71) 

10  years  (maturity)' (12/1/71) 


$4.  00 
7.25 
8.00 
10.  00 
10.00 
10.00 
10.00 
10.  00 
10.  20 
10.20 

10.  20 
10.75 
10.75 
10.75 

11.  25 
11.  25 
11.  25 
12.00 
12.00 
13.89 


$8.00 

14. 

,50 

16. 

00 

20. 

00 

20. 

00 

20. 

00 

20. 

00 

20. 

00 

20. 

40 

20. 

40 

20. 

40 

21. 

50 

21. 

.50 

21. 

50 

22. 

,50 

22. 

50 

22. 

50 

24. 

00 

24. 

00 

27 

78 

$40.  00 
72.50 
80.00 
100.  00 
100.  00 
100.  00 
100.00 
100.  00 
102.  00 
102.  00 
102.  00 
107.  50 
107.  50 
107.  50 
112.50 
112.  50 
112.  50 
120.  00 
120.  00 
138.  90 


$80.  00 
145.  00 
160.  00 
200.  00 
200.  00 
200.  00 
200.  00 
200.  00 
204.  00 
204.  00 
204.  00 
215.  00 
215.  00 
215.  00 
225.  00 
225.  00 
225.  00 
240.  00 
240.  00 
277.  80 


Percent 

1.60 
2.25 
2.  56 

2.  91 

3.  12 
3.26 
3.36 
3.44 
3.50 
3.56 
3.60 
3.  65 
3.69 
3.73 
3.78 
3.82 
3.85 
3.89 
3.93 
4.00 


Percent 

'  3.88 

'  3.95 

'  4.00 

'  4.00 

'  4.  00 

'  4.  00 

'  4.00 

'  4.40 

«  4.  43 

•4.47 

M.  52 

•4.55 

4.69 

4.76 

4.82 

4.90 

5.05 

5.  17 

5.56 


'  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

J  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  December  1,  1961.  For  subsequent  issue  months  add  the  appropriate  number  of 
months. 

3  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  December  1, 1965  r 
*  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1, 1968  revision, 
i  Final  check  at  maturity  improved  by  revision  of  June  1, 1968. 


212 


196S    REPORT    OF    THE    SECRETARY    OF    THE    TREASURY 


TABLE  25 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1962 


''"-'"-{S:^;^: 


ion 'and  maturity  value. 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,  000 
10, 000 


Approximate  investment  yield 


J  Ijoiul  Is  lield  after  issue  date 


(1)  Amounts  of  interest  clieclcs  for  each  denomination 


(2)  From  issue 
date  to  eacli 
Interest  pay- 
ment date 


(3)  From  eacli 
interest  pay- 
ment date  to 
maturity 


Vi  year... '(12/1/62) 

1  year (0/1/G3) 

U4  years (12/l/(>3) 

2  years.. (G/1/G4) 

2'/2  years (12/1/64) 

3  years (6/1/65) 

3!-5  years (12/1/65) 

4  years (6/1/66) 

4}i  years (12/1/66) 

5  years (6/1/67) 

5H  years (12/1/67) 

6  years (6/1/68) 

6}"^  years (12/1/68) 

7  years (6/1/69) 

7J^  years (12/1/G9) 

8  years (6/1/70) 

8K  years (12/1/70) 

9  years (6/1/71) 

9J"4  years ..(12/1/71) 

10  years  (maturity)' ..(6/1/72) 


$4.00 

7.  25 

8.  00 
10.  00 
10.  00 
10.00 
10.00 
10.  20 
10.20 
10.20 
10.65 
10.65 

10.  65 

11.  25 
11.25 
11.25 
11.25 
12.05 
12.05 
14.23 


$8.00 
14.50 
16.00 
20.00 
20.00 
20.00 
20.00 
20.40 
20.  40 

20.  40 

21.  30 
21.30 
21.30 
22.50 

22.  50 
22.  50 
22.50 
24.  10 
24.  10 
28.46 


$40.  00 
72.50 
80.00 
100.  00 
100.  00 
100.  00 
100.  00 
102.  00 
102.  00 
102.  00 
106.  50 
106.  50 
106.  50 
112.  50 
112.50 
112.  50 
112.50 
120.  50 
120.  50 
142.30 


880.  00 
145.  00 
160.  00 
200.  00 
200.  00 
200.  00 
200.  00 
204.  00 
204.  00 
204.  00 
213.  00 
213.  00 
213.  00 
225.  00 
225.  00 
225.  00 
225.  00 
241.  00 
241.  00 
284.  60 


Percent 

1.60 
2.25 
2.56 
2.91 
3.  12 
3.26 
3.36 
3.45 
3.51 
3.56 
3.62 
3.67 
3.71 
3.76 


Percent 

'  3.88 

»3.  95 

'4.00 

'4.00 

'  4.00 

'4.00 

*4.  40 

<4.43 

•4.47 

•4.51 

M.  54 

4.68 

4.75 

4.79 

4.85 

4.95 

5.  10 

5.25 

5.69 


'MUhs. 

'  'i  June  1 ,  1962.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

si^d  on  the  schedule  of  interest  cliccits  prior  to  the  December  1,  1965  re 

<-d  on  the  schedule  of  interest  checks  prior  to  the  June  1,  1968  revision. 


TABLE  26 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1.  1962  THROUGH  MAY  1,  1963 


/Issue  price. 

(Redemption'  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,000 
10,  000 


Period  of  time  bond  is  held  after  i: 


(1)  Amounts  of  interest  checks  for  eacli  del 


(2)  From  issue 
date  to  each 
interest  pay- 
ment date 


maturity 


^A  year '(6/1/63) 

1  year (12/1/63) 

IK  years (6/1/64) 

2  years (12/1/64) 

2}'2  years .(6/1/65) 

3  years (12/1/65) 

3}^  years (6/1/66) 

4  years .-- ...(12/1/66) 

4!.^  years ...(6/1/67) 

5  years (12/1/67) 

5}^  years (6/1/68) 

6  years (12/1/68) 

6}^  years (6/1/69) 

7  years (12/1/69) 

7H  years .(6/1/70) 

8  years (12/1/70) 

8H  years .(6/1/71) 

9  years (12/1/71) 

9K  years _ (6/1/72) 

10  years  (maturity)' (12/1/V2) 


$4.00 
7.25 
8  00 
10.  00 
10.00 
10.00 
10.  20 
10.  20 
10.  20 
10.60 
10.60 

10.  60 

11.  15 
11.  15 
11.  15 
11.  15 
11.95 
11.95 
11.95 
14.43 


$8.00 
14.50 
16.00 
20.  00 
20.00 

20.  00 
20.40 
20.40 
20.40 
21.20 

21.  20 

21.  20 
22.30 
22.30 

22.  30 
22.30 
23.90 

23.  90 
23.90 
28.86 


$40.  00 
72.  50 
80.00 
100.  00 
100.  00 
100.  00 
102.  00 
102.  00 
102.  00 
106.  00 
106.  00 
106.  00 
111.  50 
111.  50 
111.  50 
111.50 
119.  50 
119.50 
119.  50 
144.30 


$80.  00 
145.  00 
160.  00 
200.  00 
200.  00 
200.  00 
204.  00 
204.  00 
204.  00 
212.  00 
212.  00 
212.  00 
223.  00 
223.  00 
223.  00 
223.  00 
239.  00 
239.  00 
239.  00 
288.  60 


Percent 
1.60 
2.25 


3.45 
3.52 
3.58 


.3.94 
3.98 
4.05 


Percent 

'3.88 

'3.95 

'4.00 

'4.00 

'4.00 

•4.40 

•4.43 

•4  46 

•4.50 

•4.53 

4.67 

4.73 

4.77 

4.82 

4.90 

5.02 

5.  10 

5.  27 

5.77 


fible  during  first  6  months. 

I  tayable  on  issues  of  1  >cceniber  1, 1962.  For  subsequent  issue  months  add  the  appropriate  number  of  montlis 
It  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  Di-ceniber  1. 1965  revision. 
T  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  tu  the  June  1,  ItiOS  revision. 
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TABLE  27 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE   1  THROUGH  NOVEMBER   1,  1963 


Face  valuel'*®"^  P"*^* 

IRedempfion'  and  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Approximate  investment  yield  on 


[■  bond  is  lield  aftc: 


s  of  interest  checks  for  each  dcnominatic 


(2)  From  issue 
date  to  each 
interest  pay- 


3<  vear =  (12/1/63) 

1  vear (6/1/64) 

m  years (12/1/64) 

2  years (6/1/65) 

2K  years (12/1/65) 

3years_. (6/1/66) 

3M  years (12/1/66) 

4  years (6/1 /G7) 

4y2  years (12/1/67) 

5  years_ __,  (6/1/68) 

5)2  years (12/1/68) 

6  years (6/1/69) 

6'A  years (12/1/69)  ' 

7  years (6/1/70) 

7>^years._.. __(12/l/70) 

8  years (6/1/71) 

8M  years (12/1/71)   | 

9  years (6/1/72) 

9%  years (12/1/72) 

10  years  (maturity)'.. (6/1/73) 


$4.  00 

7.  25 

8.  00 
10.  00 
10.  00 
10.20 
10.  20 
10.  20 
10.55 
10.  55 

10.  55 

11.  10 
11.  10  I 

11. 10  ! 

11.  10  I 

11.  10  I 

12.  05  j 
12.05 
12.05 
14.84 


$8.00 
14.50 
16.00 
20.  00 
20.00 
20.  40 
20.40 

20.  40 

21.  10 
21.  10 

21.  10 
22.20 

22.  20 
22.  20 
22.  20 
22.  20 
24.  10 
24.  10 
24.  10 
29.68 


$40.  00 
72.  .50 
80.  00 
100.  00 
100.  00 
102.  00 
102.  00 
102.  00 
105.  50 
105.  50 
105.  50 
111.00 
1 1 1.  00 
111.  00 
111.  00 
111.00 
120.  50 
120.  50 
120.  50 
148.40 


$80.  00 
145.  00 
160.  00 
200.  00 
200.  00 
204.  00 
204.  00 
204.  00 
211.00 
211.00 
211.  00 
222.  00 
222.  00 
222.  00 
222.  00 
222.  00 
241.  00 
241.  00 
241.  00 
296. 80 


Percent 
1.  60 
2.25 
2.56 
2.91 
3.  12 
3.27 
3.38 
3.  46 
3.54 
3.60 
3.  65 
3.71 
3.  76 
3.  80 
3.84 
3.87 
3.  92 
3.96 
4.00 
4.08 


Percent 

'3.88 

'3.95 

'  4.00 

'4.00 

M.  40 

*  4.43 

*4.  46 

M.  49 

M.  52 

4.66 

4.71 

4.  75 

4.80 

4.86 

4.95 

5.09 

6.  18 

5.37 

5.94 


1  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

2  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  June  1, 1063.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
'  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  December  1, 1965  revision. 

*  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  i,  1968  revision, 
i  Final  check  at  maturity  improved  by  revision  of  June  l,  lf!68. 

TABLE  28 

BONDS  BEARING  ISSUE  DATES  FROM   DECEMBER  1,  1963  THROUGH  MAY  1,  1964 


raceva.ue{|f|-^ji?-r,„d 


maturity  value. 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


Period  of  time  bond  is  licld  after  issue  date 


(1)  Amounts  of  interest  checlfs  for  each  denominati< 


(2)  From  issue 
date  to  each 
interest  pay- 


M  year. '(6/1/64) 

1  year (12/1/64) 

1)^  years (S/1/6.5) 

2  years (12/1/6.5) 

2J$  years (6/1/66) 

3  years (12/1/66) 

3K  years... (6/1/67) 

4  years (12/1/67) 

4H  years... _._ .(6/1/68) 

5  years (12/1/68) 

5>'2  years (6/1/69) 

6  years (12/1/69) 

6/2  years (6/1/70) 

7  years (12/1/70) 

7^2  years (6/1/71) 

8  years __  (12/1/71) 

S'A  years (0/1/72) 

9  years (12/1/72) 

9J'2  years (6/1/73) 

10  years  (maturity)* (12/1/73) 


$4.  00 

7.  2.-) 

8.  00 
10.  00 
10.  20 
10.  20 
10.  20 
10.  20 
10.  75 
10.  75 
10.  75 

10.  75 
11.25 

11.  25 
!1.  25 

11.  25 

12.  10 
12.  10 
12.  10 
15.21 


$8.  00 
14.  .50 
16.  00 
20.  00 
20.  40 
20.  40 
20.  40 

20.  40 
21.50 

21.  .50 

21.  50 
21.50 

22.  50 
22.  50 
22.  50 
22.  50 
24.  20 
24.  20 
24.  20 
30.42 


$40.  00 
72.  50 
80.  00 
100.  00 
102.  00 
102.  00 
102.  00 
102.  00 
107.  50 
107.  50 
107.  50 
107.  50 
112.  .50 
112.  50 
112.50 
112.50 
121.  00 
121.  00 
121.  00 
152.  10 


$80.  00 
145.  00 
160.  00 
200.  00 
204.  00 
204.  00 
204.  00 
204.  00 
21.5.  00 
21.5.  00 

215.  on 

21.5.  00 
22.5.  00 
225.  00 
225.  00 
225.  00 
242.  00 
242.  00 
242.  no 
304.  20 


Percent 
1.60 
2.25 
2.  56 

2.  91 

3.  14 
3.  29 
3.  39 
3.47 
3.56 
3.  63 
3.68 
3.73 
3.78 
3.83 
3.86 
3.90 
3.94 
3.99 
4.02 
4.11 


Percent 

3  3.  88 
'3.95 
'4.00 

*  4.40 

*  4.  43 

*  4.  46 

*  4.49 

*  4.53 
4.65 
4.69 
4.74 
4.80 
4.85 
4.92 
5.01 
5.  14 
5.24 

5.  45 

6.  08 


'  At  all  times,  except  that  bond  was  not  rcdceiiiahle  <luriiig  first  0  months. 
-  Monti),  day.  and  year  on  which  interest  clieck  ispayalileon  issues  of  lleceni 
'  Yield  on  face  value  from  each  interest  payment  date  to  niatui  ity  bxsed  01 
*  Yield  on  face  value  from  each  inteiust  payment  date  to  maturity  based  Qi 
6  Final  check  at  maturity  improved  by  revision  of  June  1,  lytiS. 


rl,  1%3.  For  subsequent  issue  months  add  the  apinopriatc  number  of  months, 
lie  schedule  of  interest  checks  prior  to  the  December  1,  1>165  r 
lie  schedule  of  interest  checks  prior  to  the  June  1,  I'JGS  revision. 


318-223—69- 
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TABLE  29 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1961 


T,           1     /Issue  price 

$500 

$1. 000 

$5,  000 

$10, 000 

Approiimate  investment  yield  on 

Face  vaIue|R^j^^p,i„„ 

and  maturity  value. 

500 

1,000 

5,000 

10,  000 

(ace  value 

(2)  From  issue 

(3)  From  each 

Period  of  time  bond  is  held  after  issue  date 

(1)  Amounts  of  interest  ciieclis  for  each  denomination 

ment  date  to 

ment  date 

maturity 

* 

Perctnt 

Perunt 

li  year 

.'(12/1/64) 

$4.00 

$8.00 

$40.  00 

$80.  00 

1.60 

>3.  88 

1  year 

(6/1/05) 

7.25 

14.  50 

72.  50 

145.  00 

2.25 

»3.  95 

lii  years 

(12/1/65) 

8.00 

16.00 

80.  00 

100.  00 

2.50 

«4.  40 

(6/1/66) 

10.20 
10.20 

20.40 
20.  40 

102.  00 
102.  00 

204.  00 
204.  00 

2.93 
3.  15 

•4.42 

2J^  years 

.-(12/1/66) 

•4.45 

.--- (6/1/67) 

10.  20 

20.  40 

102.  00 

204.  00 

3.30 

•4.48 

3^2  years 

...(12/1/67) 

10.  20 

20.40 

102.  00 

204.  00 

3.41 

•4.52 

4  years 

(6/1/68) 

10.70 

21.40 

107.  00 

214.  00 

3.51 

4.64 

4j4  years 

.- (12/1/68) 

10.70 

21.40 

107.  00 

214.  00 

3.59 

4.68 

(6/1/69) 

10.70 

21.40 

107.  00 

214.  00 

3.65 

4.72 

(12/1/69) 

10.70 

21.40 

107.  00 

214.  00 

3.70 

4.78 

6  years 

(6/1/70) 

11.20 

22.40 

112.00 

224.  00 

3.76 

4.82 

6H  years 

(12/1/70) 

11.20 

22.40 

112.00 

224.  00 

3.81 

4.87 

7  years 

(6/1/71) 

11.20 

22.40 

112.00 

224.  00 

3.85 

4.94 

7}1  years 

(12/1/71) 

11.20 

22.40 

112.00 

224.00 

3.89 

.5.04 

(6/1/72) 

11.20 

22.40 

112.00 

224.  00 

3.92 

5.  19 

Sjl  years 

-(12/1/72) 

12.  15 

24.30 

121.  ,50 

243.  00 

3.96 

5.31 

(6/1/73) 

12.  15 

24.30 

121.  50 

243.  00 

4.01 

5.  .54 

9^2  years...  

(12/1/73) 

12.  15 

24.30 

121.  50 

243.  00 

4.04 

6.23 

10  years  (maturity)' 

(6/1/74) 

15.58 

31.16 

155.80 

311.60 

4.13 

>  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 
J  Month,  day,  and  year  on  which  interest  check  is  payable  on  issues  of  Jun< 
'  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  ( 
'  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on 
6  Final  check  at  maturity  improved  by  revision  of  June  1, 1968. 


1,  19G4.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 
n  the  schedule  of  interest  checks  prior  to  the  December  1, 1065  revision, 
the  scliedule  of  interest  checks  prior  to  the  June  1, 1968  revision. 


EXHIBITS 
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TABLE  30 

BONDS  BEARING  ISSUE  DATES  FROM   DECEiMBER  1,   1904  THROUGH  MAY  1,  19G5 


Face  value  f'^^"*  price 

iRedemplion  '  and  maturity  value. 


$500  $1,000 

500  1,000 


$5,  000 
5,000 


$10,000 
10,  000 


Period  of  time  bond  is  held  arte: 


(1)  Amouiils  of  interest  cliecks  for  eacli  doi 


!.^year '  (6/1/65) 

1  year (12/1/65) 

VA  years --(6/I/6G) 

2  years ..(12/1/06) 

2'5  years (6/1/G7) 

3  years (12/1/67) 

3/:  years (6/1/68) 

4  years ..(12/1/68) 

Hi  years (6/1/69) 

5  years ...(12/1/69) 

5J^  years (6/1/70) 

6  years (12/1/70) 

6>^  years (6/1/71) 

7  years (12/1/71) 

THyeare (6/1/72) 

8  years (12/1/72) 

8K  years. (6/1/73) 

9  years (12/1/73) 

9Hyeare (0/1/74) 

10  years  (maturity)' (12/1/74) 


$4.  00 

7.  25 

8.  20 
10.  20 
10.  20 
10.  20 
10.  65 
10.  05 
10.  65 
10.  65 

10.  65 

11.  35 
11.35 
11.  35 
11.  35 
n.  35 


12.  15 
15.91 


$8.  00 
14.  .jO 
16.  40 
20.  40 
20.  40 

20.  40 

21.  30 
21.  30 
21.  30 
21.  30 

21.  30 

22.  70 
22.  70 


22.  70 
24.  30 
24.  30 
24.  30 
31.82 


$40. 

72. 

S2. 
102. 
102. 
102. 
106. 
106. 
106. 
106. 
106. 
113. 
113. 
113. 
113. 
113. 
121. 
121. 
121. 
159. 


164. 
204. 
204. 
204. 
213. 
213. 
213. 
213. 
213. 
227. 
227. 
227. 
227. 
227. 
243. 
243. 
243. 
318. 


Percent 

1.60 
2.  25 


3.31 
3.  44 
3.54 


.3.78 
3.83 
3.88 
3.91 
3.95 
3.99 
4.03 
4.  07 
4.16 


Percent 
a  3. 
*i. 


ntiis  add  the  appropriate  number  of 


'  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  < 
'  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  o 
1  Final  check  at  maturity  improved  by  revision  of  June  1, 1068. 

T.4BLE  31 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,   1965 


P  ,      /Issue  price.. 

race  *'a'ue\Redemption'  and  maturity  value. 


$500 
500 


$1,  000 
1,000 


$5,  000 
5,000 


$10,000 
10,  000 


Period  of  time  bond  is  held  after  i: 


(1)  Amounts  of  interest  checks  for  each  denomination 


(2)  From  issue 
date  to  each 
interest  pay- 


(3)  From  each 
interest  pay- 
ment dale  to 
maturity 


H  year 2(12/1/65) 

1  year (6/1/66) 

n'2  years (12/1/66) 

2  years (6/1/67) 

2}^  years (12/1/67) 

3  years (6/1/68) 

3K  years (12/1/68) 

4  years (6/1/69) 

4K  years (12/1/69) 

5  years (6/1/70) 

5>'2  years (12/1/70) 

6  years (6/1/71) 

6/2  years (12/1/71) 

7  years (6/1/72) 

7^2  years __  (12/1/72) 

8  years (6/1/73) 

8H  years (12/1/73) 

9  years (6/1/74) 

9J'2  years (12/1/74) 

10  years  (maturity)' (6/1/75) 


S4.  00 
7.45 
8.20 
10.  20 
10.  20 
10.  60 
10.  60 
10.  60 
10.  60 

10.  60 
11.30 

11.  30 
11.  30 
11.30 

11.  30 

12.  05 
12.  05 
12.05 
12.  05 
16.15 


S8.  00 
14.  90 
16.  40 
20.40 
20.40 
21.  20 
21.  20 
21.  20 
21.20 

21.  20 

22.  60 
22.  60 
22.  60 
22.  60 
22.  60 
24.  10 
24.  10 
24.  10 
24.  10 
32.30 


$40.  00 
74.  50 
82.00 
102.  00 
102.  00 
106.  00 
106.  00 
106.  00 
106.  00 
106.  00 
113.00 
113.  00 
113.00 
113.  00 
113.  00 
120.  50 
120.  50 
120.  50 
120.  50 
161.50 


$80.  00 
149.  00 
104.  00 
204.  00 
204.  00 
212.  00 
212.  00 
212.  00 
212.  00 
212.  00 
226.  00 
226.  00 
226.  00 
226.  00 
226.  00 
241.  00 
241.  00 
241.  00 
241.  00 
323. 00 


2. 
2. 

3! 

3. 

3. 

3. 

3.63 

3.69 

3.76 

3.81 

3.86 

3.90 

3.94 

3.98 

4.02 

4.06 

4.  09 

4.19 


Percent 

'4  28 

'4.37 

'4.45 

'4.47 

'4.51 

4.63 

4.06 

4.70 

4.75 

4.81 

4.84: 

4.89 
4.95 
5.02 
5.  13 
5.21 
5.35 
5.63 
6.46 


1  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

I  Month,  day.  and  year  on  wliieh  interest  check  is  payable  on  issues  of  June  1, 1965.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

3  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1,  1968  revision. 

'  Final  check  at  maturity  improved  by  revision  of  June  1,  1968. 
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TABLE  32 
BONDS  BEAHING  ISSUE  DATES  FROM  DECEMBER  1,  1965  THROUGH  MAY  1.  1966 


Kirp  viliiPs"^^"''  price-. 


and  maturity  value. 


$500  $1,000  $5,000        $10,000 

500  i         1,000  5,000  I       10,000 


Period  of  time  bond  is  lidd  after  issue  date 


(1)  Amounts  of  interest  ctieclfs  for  eacii  denomination 


(2)  From  issue       (3)  From  eacli 
d  te  to  eacli  in-  \  interest  payment 
terest  payment  |  date  to  maturity 


liyear =(6/1/66) 

1  year (12/1/66) 

iro-ears... (6/1/67) 

2ycai-s (12/1/67) 

2!^  years... -.-(6/1/6.S) 

3  years (12/1/68) 

3;$  years (6/1/69) 

4  years (12/1/69) 

4Ki  years (6/1/70) 

5  years (12/1/70) 

5)4  years (6/1/71) 

6  years (12/1/71) 

6J«  years (6/1/72) 

7  years (12/1/72) 

7H  years... _-- (6/1/73) 

8  years (12/1/73) 

SJ'z  years... (6/1/74) 

9  years (12/1/74) 

OJ:  years. (6/1/75) 

10  years  (maturity)' (12/1/75) 


$5.50 
9.  70 
10.  75 
10.75 
10.  75 
10.  75 
10.  75 
10.75 
10.75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.75 
10.75 
10.  75 
10.75 
10.75 
15.14 


$11.00 
19.40 
21.  50 
21.50 
21.  50 
21.50 
21.50 
21.50 
21.50 
21.50 
21.50 
21.50 
21.50 
21.50 
21.50 
21.50 
21.50 
21.  50 
21.50 
30.28 


$55.  00 
97.00 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
151.40 


$1 10.  00 
194.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.00 
215.  00 
21a  00 
215.  00 
215.  00 
302.  80 


J*ercent 
2.20 
3.03 
3.  45 

3.  65 
3.78 
3.86 
3.92 
3.96 
4.00 
4.03 
4.05 
4.07 
4.08 

4.  10 
4.  11 
4.  12 
4.  13 
4.  13 
4.  14 
4.22 


Perfenl 
»4.  27 
'4.30 
'  4.30 
'  4.  30 
4.  40 

4.  41 
4.42 
4.43 
4.44 
4.46 
4.48 
4.50 
4.53 
4.58 
4.64 
4.72 
4.87 

5.  17 
6.06 


»  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

I  Month,  day,  and  your  on  which  interest  check  is  payable  on  issues  oi  December  1 ,  1965.  For  subsequent  issue  months  add  the  appropriate  number  of  montlis. 

1  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  eheclfs  prior  to  the  June  1,  li«>8  revision. 

*  Pinal  check  at  maturity  improved  by  revisio.i  of  June  1, 196S. 

TABLE  33 
BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1.  1966 


Facp  valup/'^^"^  ^'"^^ - 

race  ''^"'ejRedemptioni  and  maturity  value. 


$500  $1,000  $5,000        $10,000 

500  1,000  5,000  10,000 


Approximate  investment  yield 


Period  of  time  bond  is  lield  after  issue  date 


<1)  Amounts  of  interest  checks  for  each  denomination 


(2)  From  issue 
date  to  each 
Interest  pay- 
ment date 


(3)  From  each 

interest  pay* 

ment  date  to 

maturity 


J^year .2(12/1/66) 

lyear (6/1/67) 

1}^  years -..(12/1/67) 

2  years (6/1/68) 

2M  years (12/1/68) 

3  years ...(B/1/69) 

3H  years .(12/l/(ffl) 

4  years (6/1/70) 

4>4  years (12/1/70) 

5  years .(6/1/71) 

S'A  years (12/1/71) 

6  years ..(6/1/72) 

6^4  years .(12/1/72) 

7  years (6/1/73) 

7J5  years (12/1/73) 

8  years. (6/1/74) 

8}S  years (12/1/74) 

9  years. (0/1/75) 

9J"^  vears (12/1/75) 

10  years  (maturity)' (6/1/70) 


$5.  50 
9.70 
10  75 
10.75 
10.75 
10.  75 
10.  75 
10  75 
10.  75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
10.75 
15.49 


511.00 
19.40 
21.50 
21.50 
21.50 
21.50 
21.  50 
21.  50 
21.  50 
21.  50 
21.50 
21.  50 
21.50 
21.  50 
21.50 
21.50 
21.50 
21.  50 
21.  50 
30.98 


$55  00 
97.  00 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
154.90 


$110.  00 
194.  00 
215  00 
215.  00 
215.  00 
215.  00 
215.  00 
215  00 
215.  00 
215  00 
215  00 
215.  00 
215  00 
215.  00 
215  00 
215.  00 
215.  00 
215  00 
215  00 
309.  80 


Percent 
2.20 
3.  03 
3.45 
3.  65 
3.78 

3.  86 
3.92 
3.96 
4.00 
4.03 
4.05 
4.07 
4.08 

4.  10 
4.  11 
4.  12 
4  13 
4.  13 
4.  14 
4.23 


Percent 

54.27 
M.  30 
'  4.  30 
4.  40 
4.41 
4.42 
4.43 
4.  44 
4.  45 
4.47 
4.41) 
4.  52 
4.  55 
4.  60 
4.  66 
4.  70 
4.92 
5  24 
0.20 


1  At  all  times,  except  that  bond  was  not  redeemable  during  first  6  months. 

3  Moiuh,  day,  and  year  on  which  interest  check  is  payable  on  Issues  of  June  1 ,  196G.  For  subsequent  issue  months  add  the  appropriate  nunil>er  of  monllis 

3  Yield  on  face  value  from  each  interest  payment  date  to  maturity  based  on  llic  schedule  of  interest  checks  prior  to  the  June  1, 19&i  revision. 

<  Fmai  check  at  maturity  improved  by  revision  of  June  1,  1968. 
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TABLE  34 

BONDS  BEARING  ISSUE  DATES  FROM   DECEMBER  1,  19GG  THROUGH  MAY  1.  19G7 


Face  value/'®^"®  P"*^" 

IRedemption' and  maturity  value. 


Fciiorl  of  lime  bond  is  held  aftpi 


year _.  2(6/1/67) 


1  year. 


If:  ycars_._ 

2  years 

2J2  years. 

3  years 

3;  2  years 

4  years 

4)2  years 

5  years 

5;^  years 

6  years 

6)2  years 

7  years _.. 

7!2  years 

8  years 

8J2  years 

9  years 

OJo  years 

10  years  (maturity)' 


-(12/1/67) 
.-(6/1/68) 
-(12/1/68) 
--(6/1/69) 
-(12/1/69) 
.-(0/1/70) 
-(12/1/70) 
--(6/1/71) 
.(12/1/71) 
--(6/1/72) 
-(12/1/72) 
--(0/1/73) 
.(12/1/73) 
--(6/1/74) 
-  (12/1/74) 
--(0/1/75) 
.(12/1/75) 
--(0/1/76) 
.(12/1/76) 


$500  I        $1,000  ;        $5,000        $10,000     Approximate  invcstmenl  vicld  on 
500  I  1, 000  !  5, 000  10, 000  'ace  value 


(1)  .^mounts  of  interest  cliecks  for  each  denominatic 


$5.  50 
9.70 
10.75 
10.  75 
10.75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
15.84 


$11.  00 
19.  40 
21.  50 
21.  50 
21.  50 
21.  50 
21.  50 
21.50 
21.  50 
21.50 
21.  50 
21.  50 
21.50 
21.  50 
21.50 
21.50 
21.  50 
21.50 
21.  50 
31.68 


$55.  00 

97.  no 

107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
158.  40 


$110.00 
194.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
21.5.  00 
215.00 
215.  00 
215.  00 
215.  00 
215.  00 
316.  80 


(2)  From  issue 
date  to  eacli 
interest  pay- 


PcrcciU 
2.20 
3.03 
3.45 
3.65 
3.78 
3.86 
3.92 
3.96 
4.00 
4.03 
4.05 
4.07 
4.08 
4.  10 
4.  11 
4.12 
4.  13 
4.  13 
4.  14 
4.23 


4.41 
4.42 
4.43 
4.44 
4.45 
4.47 
4.  48 
4.  51 
4.53 
4.57 
4.62 
4.69 
4.79 
4.96 
5.30 
6.34 


TABLE  35 

BONDS  BEARING  ISSUE  DATES  FROM  JUNE  1  THROUGH  NOVEMBER  1,  1967 


Farp  valin./'^^""^  P"*^*' 

r  dce  "a'ue^jjgjg^pli^^  ,  ^^j  maturity  value. 


$500 
500 


$1,000 
1,000 


$5,  000 
5,000 


$10,  000 
10,  000 


?  bond  is  held  after  i 


(1)  Amounts  of  interest  checks  for  each  denomination 


(2)  From  issue 
date  to  each 
interest  pay- 
ment date 


J2year 

1  year 

lii  years.. 

2  years 

2^2  years 

3  years 

3'/i  years.- -. 

4  years 

4}^  years 

5  years 

512  years 

6  years 

6^2  years 

7  years 

7J<  years 

8  years 

SJ"  years 

9  years 

yV2  years 

10  years  (maturity) 


=(12/1/67) 
--(6/1/6S) 
-(12/1/6.S) 
-.(0/1/69) 
.(12/1/69) 
--(0/1/70) 
-(12/1/70) 
--(6/1/71) 
-(12/1/71) 
--(0/1/72) 
.(12/1/72) 
..(6/1/73) 
-(12/1/73) 
--(6/1/74) 
.(12/1/74) 
--(0/1/75) 
-(12/1/75) 
--(6/1/76) 
.(12/1/76) 
--(6/1/77) 


$.5. 

50 

9. 

70 

10. 

75 

10. 

75 

10. 

75 

10. 

75 

10. 

10 

10. 

75 

10, 

75 

10. 

75 

10. 

75 

10. 

75 

10. 

75 

10. 

75 

10, 

75 

10. 

75 

10. 

75 

10. 

75 

10. 

75 

IG. 

20 

$11.  00 
19.  40 
21.50 
21.  50 
21.  50 
21.  50 
21.  50 
21.  50 
21.50 
21.  50 
21.  .50 
21.  50 
21.50 
21.  .50 
21.50 
21.  50 
21.  50 
21.  50 
21.  50 
32.40 


$55.  00 
97.  00 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  .50 
107.  50 
107.  50 
107.  50 
107.  50 
107.  50 
162.00 


$110.  00 
194.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
21.5.  00 
324.  00 


Percent 
2.20 
3.03 
3.45 
3.65 
3.78 
3. 
3. 
3. 
4, 


4.03 
4.05 
4.07 
4.  08 
4.  10 
4.  11 
4.  12 
4.  13 
4.  13 
4.  14 
4.24 


Percent 
3  4.  27 
4.40 
4.  41 
4.  42 
4.  42 
4.43 
4.  45 
4.46 
4.  48 
4.50 
4.52 
4.55 
4.  59 
4.  64 
4.72 
4.83 
5.01 
5.38 
6.48 


1  At  all  times,  except  tliat  bond  was  not  redeemable  during  first  6  months. 

-  Montli,  day,  and  year  on  whicli  interest  cliccli  is  payable  on  issues  of  June  1,  1967.  For  subsequent  issue  months  add  the  appropriate  number  of  months. 

3  Yield  on  lace  value  from  each  interest  payment  date  to  maturity  based  on  the  schedule  of  interest  checks  prior  to  the  June  1,  lytiS  revision. 

*  Final  check  at  maturity  improved  by  revision  of  June  1, 1968. 
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TABLE  36 
BONDS  BEARING  ISSUE  DATES  FROM  DECEMBER  1,  1967  THROUGH  MAY  1,  1968 


Face  Taluel'*^"*  price.. 

\Redcmption'  and  maturity  value. 


$500 
500 


$1.  000 
1,000 


$5,000 
5,000 


$10,  000 
10,  000 


Period  of  time  bond  Is  held  after  issue  dale 


(1)  Amounts  of  Interest  ctiecks  for  each  denomination 


(2)  From  issue 
date  to  each 
interest  pay- 


J^year '(6/1/68) 

1  year (12/1/68) 

IJ^  years (fl/1/69) 

2  years (12/I/G9) 

2}^  years (6/1/70) 

3  years (12/1/70) 

3Ji  years (6/1/71) 

4  years (12/1/71) 

4}^  years (6/1/72) 

5  years (12/1/72) 

5}^  years (6/1/73) 

6  years... (12/1/73) 

6}^  years (6/1/74) 

7  years ..(12/1/74) 

7H  years .(6/1/75) 

8  years (12/1/75) 

8J^  years (0/1/76) 

9  years (12/1/76) 

9J^  years... (6/1/77) 

10  years  (maturity)' (12/1/77) 


$5.  50 
9.70 
10.  7.5 
10.  7.5 
10.  75 
10.  75 
10.  75 
10.  75 
10.75 
10.  75 
10.75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
10.  75 
16.57 


SI  1.00 

S55.  00 

19.40 

97.00 

21.  50 

107.  50 

21.  50 

107.  50 

21.  50 

107.  50 

21.  50 

107.  50 

21.  50 

107.  50 

21.50 

107.  50 

21.50 

107.  50 

21.50 

107.  50 

21.50 

107.  50 

21.50 

107.  50 

21.50 

107.  50 

21.50 

107.  50 

21.  50 

107.  50 

21.50 

107.  50 

21.50 

107.  50 

21.50 

107.  50 

21.50 

107,50 

33.14 

165.  70 

$110.  00 
194.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
215.  00 
331.  40 


Percent 
2.20 
3.03 
3.45 
3.65 
3.78 
3.86 
3.92 
3.96 
4  00 
4.03 
4.05 
4.07 
4.08 
4.  10 
4.  11 
4.  12 
4.  13 
4.  13 
4.  14 
4.24 


Peranl 

4.37 
4.41 
4.41 
4.42 
4.43 
4.44 
4.46 
4.47 
4.49 
4.51 
4.54 
4  57 
4  61 
4  67 
4  74 
4  86 
5.06 
6.45 
6.63 


■  At  all  tin- 

'  Month,  di  .  . 

>  Final  checit  at  maturity 


except  that  bond  was  not  redeemable  during  first  6  montlis. 
,d  year  on  which  Interest  check  is  payable  on  issues  of  December  1, 1967.  For  subsequent  issue  months  add  the  appropriate  number  of  months, 
proved  by  revision  of  June  1, 1968. 


Exhibit  8. — Department  Circular,  Public  Debt  Series  No.  3-67,  Revised,  June  19, 
1968,  offering  of  United  States  savings  notes 

Treasury   Department, 
Washington,  June  19, 1968. 

Treasury  Department  Circular,  Public  Debt  Series  No.  3-67,  dated  February 
22,  1967,  including  the  table  incorporated  therein  (31  CFR  342),  is  hereby 
amended  and  reissued  as  Treasury  Department  Circular,  Public  Debt  Series  No. 
3-67,  Revised. 

Authority  :  Sees.  342.0  through  342.9  and  the  tables  incorporated  in  the  cir- 
cular are  issued  under  authority  of  Sections  18  and  20  of  the  Second  Liberty 
Bond  Act,  as  amended  (40  Stat.  1304,  48  Stat.  343,  both  as  amended ;  31  U.S.C. 
753,754b). 

Sec.  342.0.  Offering  of  notes. — The  Secretary  of  the  Treasury  hereby  offers  for 
sale  to  the  people  of  the  United  States,  United  States  Savings  Notes  (also  known 
as  "Freedom  Shares"  and  generally  referred  to  herein  as  "savings  notes"  or 
"notes").  The  notes  may  be  purchased  only  in  combination  with  I'nitod  States 
Savings  Bonds  of  Series  E  of  equal  or  greater  face  amounts.  This  offering, 
which  shall  be  effective  June  1,  1968,  will  continue  until  terminated  by  the 
Secretary  of  the  Treasury. 

Sec.  342.1.  Definitions  of  icords  and  terms  as  used  in  this  offer. —  (a)  "Payroll 
savings  plan"  refers  to  a  voluntary  program  maintained  by  an  employer  whereby 
its  participating  officers  and  employees  authorize  regular  withholdings  from 
their  salaries  or  wages  for  the  purchase  of  Series  E  bonds. 

(b)  "Quarter"  refers  to  a  3-month  period  of  a  year,  as  follows:  .Tanuary- 
February-March,  April-May-June,  July-August-September,  or  October- 
November-December. 

Sec.  342.2.  Description  of  notes. —  (a)  General. — Savings  notes  are  issued 
only  in  registered  form  and  are  nontransferable. 

(b)  Term. — A  savings  note  will  be  dated  as  of  the  first  day  of  the  month  in 
which  payment  of  the  purchase  price  is  received  by  an  issuing  ageut.^  This 
date  is  the  issue  date  and  the  note  will  mature  and  be  payable  at  its  maturity 
value  4  years  and  6  months  from  such  issue  date.  The  note  may  not  be  called  for 
redemption  by  the  Secretary  of  the  Treasury  prior  to  maturity,  and  is  not 
redeemable  during  the  first  year  from  issue  date.  Thereafter,  the  note  may  be 
redeemed  at  fixed  redemption  values  at  the  option  and  request  of  the  owner. 


'  Generally,  Incorporated  banks,  trust  companies  and  other  agencies  as  have  been  duly 
qualified  as  Issuing  agents  of  Series  E  bonds. 
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(c)  Denominations — prices — investment  yield  (interest). — Savings  notes  are 
issued  on  a  discount  basis.  The  denominations  and  purchase  prices  are : 

Purchase 
Denomination  (ioUara) 

$25 20.  25 

$50  40.  50 

$75 60.  75 

$100 81.  00 

Interest  will  be  paid  as  a  part  of  the  redemption  value.  A  note  will  increase 
in  value  one  year  after  issue  date  and  at  the  beginning  of  each  half-year  period 
thereafter  until  maturity,  at  which  time  interest  will  cease.  Interest  on  a 
note  redeemed  before  maturity  will  cease  at  the  end  of  the  interest  period  next 
preceding  the  redemption  date,  except  that  if  redeemed  on  a  date  on  which  the 
redemption  value  increases,  interest  will  cease  on  that  date. 

(1)  Notes  with  issue  dates  June  1,  196 S,  or  thereafter. — The  investment  yield 
on  a  savings  note  with  issue  date  of  June  1,  1968,  or  thereafter,  will  be  approxi- 
mately 5  percent  per  annum  compounded  semiannually,  if  the  note  is  held  to 
maturity,  but  the  yield  will  be  less  if  the  note  is  redeemed  prior  to  maturity 
(see  Table  1). 

(2)  Notes  with  issue  dates  May  1, 1967,  through  May  1, 1968. — ^The  investment 
yield  on  savings  notes  with  issue  dates  of  May  1,  1967,  through  May  1,  1968,  if 
held  to  maturity,  will  be  4.74  percent  per  annum  compounded  semiannually,  but 
the  yield  will  be  less  if  the  notes  are  redeemed  earlier  (see  Table  2). 

(d)  Inscription  and  issue. — At  the  time  of  issue  the  authorized  issuing  agent 
will  (1)  inscribe  on  the  face  of  each  note  the  name  and  address  of  the  owner 
and  the  name  of  the  beneficiary,  if  any,  or  the  names  of  the  coowners  and  the 
address  of  the  first-named  coowner,*  (2)  enter  the  issue  date  in  the  right-hand 
portion  of  the  note  in  the  space  provided  for  that  purpose,  and  (3)  imprint 
thereunder,  by  use  of  the  agent's  validating  stamp  for  the  issue  of  United  States 
Savings  Bonds,  the  date  the  note  is  actually  inscribed.  A  note  shall  be  valid  only 
if  an  authorized  issuing  agent  receives  payment  therefor  and  duly  inscribes,  dates, 
stamps,  and  delivers  it. 

(e)  Stock  for  notes  issued  on  and  after  June  1,  1968. — Savings  note  stock  in 
use  prior  to  June  1,  1968,  will  be  used  for  notes  issued  hereunder  until  such  time 
as  new  stock  is  printed  and  supplied  to  issuing  agents.  THE  NEW  INVESTMENT 
YIELD  AND  REDEMPTION  VALUES  SHALL  APPLY  TO  SUCH  NOTES  AS 
FULLY  AS  IF  EXPRESSLY  SET  FORTH  IN  THE  TEXT.  They  will  be  redeemed 
by  all  paying  agents  at  the  redemption  values  in  Table  1.  Accordingly,  it  is  not 
necessary  for  owners  to  exchange  notes  on  old  stock  when  the  new  stock  is 
available,  but  they  may  do  so  if  they  wish  by  presenting  notes  issued  on  and 
after  June  1,  1968,  on  old  stock  to  any  Federal  Reserve  Bank  or  Branch,  or  to 
the  Treasurer  of  the  United  States,  Securities  Division,  Washington,  D.C.  20220. 

Sec.  342.3.  Purchase — registration. —  (a)  Purchase. — Savings  notes,  in  combina- 
tion vsdth  Series  E  bonds,  may  be  obtained  from  any  authorized  issuing  agent, 
or  a  Federal  Reserve  Bank  or  Branch,  or  the  OflBce  of  the  Treasurer  of  the  United 
States,  Securities  Division,  Washington,  D.C.  20220.  Payments  for  the  notes  may 
be  made  in  the  same  manner  as  payments  for  United  States  Savings  Bonds. 
Issuing  agents  will  deliver  the  notes  at  the  time  of  purchase,  or  by  mail  at  the 
risk  and  expense  of  the  United  States,  but  only  within  the  United  States,  its 
territories  and  possessions,  the  Commonwealth  of  Puerto  Rico  and  the  Canal 
Zone.  No  mail  deliveries  elsewhere  will  be  made. 

(b)  Registration. — On  original  issue  a  savings  note  (1)  is  limited  to  registra- 
tion in  the  name  of  a  natural  person  (whether  adult  or  minor),  alone  or  with 
another  natural  person  as  coowner  or  beneficiary,  and  (2)  must  be  identical  in 
registration  to  the  Series  E  bond  purchased  in  combination  therewith. 

See.  342.4.  Limitations. —  (a)  Purchases. —  (1)  Payroll  savings  plans. — Under 
a  payroll  savings  plan,  withholdings  for  notes  shall  not  exceed  the  ratio  of  $1.08 
for  the  notes  to  $1.(K)  for  the  Series  E  bonds  and  shall  not  exceed  $20.25  per 
weekly  pay  period,  or  $40.50  per  biweekly  or  semimonthly  pay  period,  or  $81.(X) 
per  monthly  pay  period. 


*  When  placing  a  taxpayer  Identifying  number  (an  individual's  social  security  account 
number)  on  a  note,  tbe  Issuing  agent  should  place  the  number  on  the  note  In  the  same 
position  as  on  the  companion  Series  E  bond. 
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(2)  Others. — In  combination  purchases  of  notes  and  Series  E  bonds,  other  than 
under  a  payroll  savings  plan,  purchases  of  notes  shall  not  exceed  $350  (face 
amount)  a  quarter,  and  in  no  event  shall  the  annual  limitation  of  $1,350 
(face  amount)   be  exceeded. 

(b)  Holdinys. — Savings  notes  originally  issued  to  any  one  i)erson  during  any 
one  calendar  year  that  may  be  held  by  that  person  at  any  one  time  is  limited 
to  $1,350  (face  amount). 

See.  342.5.  Taxation. —  (a)  General. — For  the  purpose  of  determining  taxes 
and  tax  exemptions,  the  increment  in  value  represented  by  the  difference  between 
the  purchase  price  and  the  redemption  value  received  for  a  savings  note  will  be 
considered  as  interest.  The  interest  is  subject  to  all  taxes  imix)sed  under  the 
Internal  Revenue  Code  of  1954.  The  notes  are  subject  to  estate,  inheritance,  gift, 
or  other  excise  taxes,  whether  Federal  or  State,  but  are  exempt  from  all  taxation 
now  or  hereafter  imposed  on  the  principal  or  interest  thereof  by  any  State,  or 
any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing  authority. 

(b)  Federal  income  tax  on  notes. — An  owner  of  savings  notes  who  is  a  cash 
basis  taxpayer  may  use  either  of  two  methods  for  reporting  the  increase  in  the 
redemption  value  of  the  notes  for  Federal  income  tax  purposes,  as  follows : 

(1)  Defer  reporting  of  the  increase  until  the  year  of  maturity,  actual 
redemption,  or  other  disposition,  whichever  is  earlier,  or 

(2)  Elect  to  report  the  increase  for  the  year  in  which  it  accrues,  in  which 
case  the  election  will  apply  also  to  all  Series  E  bonds  then  owned  by  him  and 
those  thereafter  acquired,  as  well  as  to  any  other  similar  obligations  sold 
on  a  discount  basis. 

If  method  (1)  is  used,  the  taxpayer  may  change  to  method  (2)  without  obtaining 
permission  from  the  Internal  Revenue  Service.  However,  once  the  election  to 
use  method  (2)  is  made,  the  taxpayer  may  not  change  the  method  of  reporting, 
imless  he  obtains  permission  to  do  so  from  the  Internal  Revenue  Service.  Inquiries 
requesting  further  information  on  Federal  taxes  should  be  addressed  to  the 
District  Director,  Internal  Revenue  Service,  of  the  taxpayer's  district,  or  the 
Internal  Revenue  Service,  Washington,  D.C.  20224. 

Sec.  342.6.  Payment  or  redemption. —  (a)  General. — At  any  time  one  year  or 
more  after  the  issue  date,  a  savings  note  may  be  redeemed  upon  presentation  and 
surrender  of  the  note  with  a  duly  executed  request  for  payment  to  any  Federal 
Reserve  Bank  or  Branch,  or  the  Office  of  the  Treasurer  of  the  United  States, 
Securities  Division,  AVashington,  D.C.  20220,  or  to  any  financial  institution  which 
has  been  designated  as  paying  agent  by  the  Secretary  of  the  Treasiiry. 

(b)  Judgment  creditors. — Payment  of  a  savings  note  to  the  purchaser  at  a 
sale  under  a  levy  or  to  the  officer  authorized  to  levy  upon  the  property  of  the 
owner  under  appropriate  process  to  satisfy  a  money  judgment  will  not  be  made 
until  one  year  after  the  issue  date  of  the  note. 

Sec.  342.7.  Governing  regulations. — Savings  notes  are  subject  to  the  regulations 
of  the  Treasury  Department,  now  or  hereafter  prescribed,  governing  United 
States  Savings  Bonds,  contained  in  Department  Circular  No.  530.  current  revision 
(31  CFR  Part  315),^  except  as  otherwise  specifically  provided  herein. 

Sec.  342.8.  Fiscal  agents. — Federal  Reserve  Banks  and  Branches,  as  fiscal 
agents  of  the  United  States,  are  authorized  to  perform  such  services  as  may  be 
requested  of  them  by  the  Secretary  of  the  Treasury  in  connection  with  the  issue, 
delivery,  redemption,  and  payment  of  savings  notes. 

Sec.  342.9.  Reservations. —  (a)  Issue  of  notes. — The  Secretary  of  the  Treasury 
reserves  the  right  to  reject  any  application  for  purchase  of  savings  notes,  in 
whole  or  in  part,  and  to  refuse  to  issue  or  permit  to  be  issued  hereunder  any 
such  notes  in  any  case  or  any  class  or  classes  of  cases  if  he  deems  such  action 
to  be  in  the  public  interest,  and  his  action  in  any  such  respect  shall  be  final. 

(b)  Terms  of  offer. — The  Secretary  of  the  Treasury  may  at  any  time  or  from 
time  to  time  supplement  or  amend  the  terms  of  this  offering  of  notes,  or  of  any 
amendments  or  supplements  thereto. 

John  K.  Oaklock, 
Fiscal  Assistant  Secretary  of  the  Treasury. 

*  Copies  mav  be  obtained  from  any  Federal  Reserve  Bank  or  Branch,  or  the  Bureau  of  the 
Public  Debt,  Division  of  Loans  and'Currency  Branch,  536  South  Clark  Street,  Chicago,  111. 
60605. 
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TABLES  OF  REDEMPTION  VALUES  AND  INVESTMENT  YIELDS  FOR  UNITED  STATES 

SAVINGS  NOTES 

Each  table  shows:  (1)  redemption  values,  by  denomination,  during  each  successive  half-year  term  of 
holding  after  first  year  i  following  the  date  of  issue;  (2)  the  approximate  investment  yield  on  the  purchase 
price  from  issue  date  to  the  beginning  of  each  half-year  period;  ■  and  (3)  the  approximate  investment  yield 
on  the  current  redemption  value  from  the  beginning  of  each  half-year  period  2  to  maturity.  Yields  are 
expressed  in  terms  of  rate  percent  per  annum  compounded  semiannually. 

TABLE  1 

NOTES  BEARING  ISSUE  DATES  BEGINNING  JUNE  1,  1968 


Denomination  - $25. 00 

Issue  price. _  _ 20. 25 


$50.00 
40.50 


$75.00 
60.75 


$100.00 
81.00 


Period  after  issue  date 


(1)  Redemption  values  during 
each  half-year  period  after 
the  first  year  (values  in- 
crease on  first  day  of  period 
shown)  1 


Approximate  Investment  yield 


(2)  On  purchase 
price  from  issue 
date  to  begin- 
ning of  each 
half-year  period  2 


(3)  On  current 

redemption  value 

from  beginning 

of  each  half-year 

period  to  ma- 
turity 2 


1  to  1}-^  years $21.07 

IH  to  2years 21.53 

2  to  2;^  years _ 22.03 

2J^  to3  years. _ 22.56 

3  to  3M  years 23.14 

314  to  4  years _._  23.74 

4  to  41^  years 24.36 

MATURITY  VALUE 

(43^  years  from  issue  date) 25 .  29 


Percent 


H2. 14 

$63.  21 

$84.  28 

43.06 

64.59 

86.12 

44.06 

66.09 

88.12 

45.12 

67.68 

90.24 

46.28 

69.42 

92.56 

47.48 

71.22 

94.96 

48.72 

73.08 

97.44 

50.58      75.87      101.16 


4.01 
4.13 
4.26 
4.37 
4.50 
4.60 
4.67 

5.00 


Percent 


5.28 
5.44 
5.60 
5.79 
6.01 
6.43 
7.64 


•  Savings  notes  are  not  redeemable  before  1  year  from  issue  date. 
2  Except  the  first  half-year. 

TABLE  2 

NOTES   BEARING   ISSUE   DATES   FROM  MAY    1,    1967    THROUGH   MAY    1,    1968 


Denomination $25. 00 

Issue  price _ _ 20.25 


$50.00    $75.00    $100.00 
40.50      60.75        81.00 


Period  after  issue  date 


(1)  Redemption  values  during 
each  half-year  period  after 
the  first  year  (values  in- 
crease on  first  day  of  period 
shown)  1 


Approximate  investment  yield 


(2)  On  purchase 
price  from  issue 
date  to  begin- 
ning of  each 
half-year  period  - 


(3)  On  current 
redemption  value 

from  beginning 
of  each  half-year 

period  to  ma- 
turity 2 


1  to  IM  years $21.07 

1}4  to  2  years 21.53 

2  to2M  years 22.03 

2J^  to3  years 22.56 

3  to  33^  years 23.14 

3H  to  4  years 23.74 

4  to  44  years 24. 36 

MATURITY  VALUE 

(4J-2  years  from  issue  date) 25. 00 


$42. 14 
43.06 
44.06 
45.12 
46.28 
47.48 
48.72 


$63. 21 
64.59 
66.09 
67.68 
69.42 
71.22 
73.08 


$84.  28 
86.12 
88. 12 
90.24 
92.56 
94.96 
97.44 


Percent 


50.00      75.00      100.00 


4.01 
4.13 
4.26 
4.37 
4.50 
4.60 
4.67 

4.74 


Percent 


4.95 
5.04 
5.12 
5.20 
5.22 
5.24 
5.25 


•  Savings  notes  are  not  redeemable  before  1  year  from  issue  date. 
-  Except  the  first  half-year. 

Exhibit  9. — Amendment,  September  5,  1967,  of  Department  Circular  Public  Debt 
Series  No.  4-67,  regulations  governing  agencies  for  the  issue  of  United  States 
savings  bonds  of  Series  E  and  United  States  savings  notes 


Treasury  Department, 
Washington,  September  5, 1967. 
Section  317.2,  paragraph  (a),  and  Section  317.3  of  Department  Circular,  Public 
Debt  Series  No.  4-67  (31  CFR,  Part  317),  are  amended  by  revision  as  follows: 
Sec.  317.2.  Procedure  for  qualifying  as  an  issuing  agent. 
(a)   General. — An  organization  desiring  to  qualify  as  an  issuing  agent  shall 
obtain  from  and  file  with  the  Federal  Reserve  Bank  an  appropriate  application- 
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agreement  form.  If  the  organization  desires  to  qualify  as  an  issuing  agent  for 
bonds  only,  it  shall,  before  submission,  amend  the  form  furnished  so  that  it  refers 
only  to  bonds.  Through  use  of  the  appropriate  form,  the  person  authorized  to  act 
on  behalf  of  the  organization  will  certify  that  it  is  authorized  by  its  governing 
body,  or  other  body  authorized  to  act  in  the  premises,  or  by  its  charter,  constitu- 
tion or  bylaws,  to  apply  for  and  act  as  an  issuing  agent  under  the  terms  of  the 
agreement,  these  regulations  and  the  circulars  offering  the  bonds  and  notes  for 
sale,  or,  if  appropriate,  bonds  only,  and  that  applicable  Federal  or  State  law 
permits  or  does  not  prohibit  the  organization  from  so  acting.  In  addition,  the 
terms  of  any  application-agreement  filed  hereafter  and  by  reason  of  this  para- 
graph include  the  provisions  prescribed  by  Section  202  of  Executive  Order  No. 
11246,  entitled  "Equal  Employment  Opportunity"  (.3  CFR  167,  1965  Supplement). 
An  issuing  agent  qualified  prior  hereto,  whether  under  the  provisions  of  this 
circular  or  Treasury  Department  Circular  No.  657,  as  amended  (rescinded  effec- 
tive February  24,  1967),  requisitioning  stock  on  any  of  the  bases  provided  for 
in  paragraph  (b)  of  this  section,  and  which  on  or  after  November  30.  1966, 
entered  into  a  contract  of  deposit  with  the  Treasury  Department  in  accordance 
with  Treasury  Department  Circulars  No.  92  (Revised)  or  No.  176  (Revised) 
(31  CFR  Parts  203  or  202),  need  take  no  action  with  respect  to  its  qualification 
hereunder.  Any  other  issuing  agent  qualified  prior  hereto  which  desires  to  requi- 
sition stock  on  or  after  December  1,  1967,  must  signify  its  intent  in  writing  to  be 
bound  by  and  comply  with  the  provisions  of  section  202  of  the  Order. 

Sec.  317.3.  Certificate  of  qualification. — Until  such  time  as  a  certificate  of 
qualification  is  issued  by  the  Federal  Reserve  Bank,  an  organization  shall  not 
make  any  effort  to  or  perform  any  acts  as  an  issuing  agent,  or  advertise  in  any 
manner  that  it  is  authorized  to  perform  such  acts,  or  that  it  has  applied  for 
qualification  as  an  issuing  agent.  Upon  approval  of  the  application-agreement, 
the  Federal  Reserve  Bank  will  issue  a  notice  of  qualification  to  the  organization, 
whereupon  it  will  be  authorized  to  issue  bonds  and  notes,  or  bonds  only,  as  herein 
provided,  and  become  subject  to  the  provisions  of  Part  II  of  Executive  Order 
No.  11246.  The  Federal  Reserve  Bank  will  notify  the  organization  if  the  applica- 
tion-agreement is  not  approved,  or  after  qualification,  at  any  such  time  as  the 
certificate  of  qualification  is  modified  or  terminated. 

John  K.  Cablock, 
Fiscal  Assistant  Secretary. 


Exhibit  10.— Department  Circular,  Public  Debt  Series  No.  3-68,  March  18,  1968, 
regulations  governing  United  States  mortgage  guaranty  insurance  company 
tax  and  loss  bonds 

Tkeasxjuy  Department, 
Washington,  March  IS,  19GS. 

§  343.0  Offering  of  londs. — The  Secretary  of  the  Treasury,  under  the  author- 
ity of  the  Second  Liberty  Bond  Act,  as  amended,  and  pursuant  to  §  832(e)  of  the 
Internal  Revenue  Code  of  1954,  offers  for  sale  to,  and  only  to,  companies  orga- 
nized and  engaged  in  the  business  of  writing  mortgage  guaranty  insurance  within 
the  United  States,  bonds  of  the  United  States  designated  as  mortgage  guaranty 
insurance  company  tax  and  loss  bonds,  hereinafter  referred  to  as  "tax  and  loss 
bonds."  This  offering  will  continue  until  terminated  by  the  Secretary  of  the 
Treasury. 

§  343.1     Description  of  Vonds. 

(a)  General. — Tax  and  loss  bonds  will  be  issued  in  registered  form  only  and 
in  the  exact  amount  paid  by  the  purchaser.  The  bonds  will  not  earn  interest  and 
may  not  be  transferred  by  sale,  exchange,  assignment,  pledge  or  otherwise.  They 
may  be  reissued  as  provided  in  §  343.5. 

(b)  Term. — Tax  and  loss  bonds  will  mature  10  years  from  their  issue  date 
and  will  not  be  subject  to  call  for  redemption  prior  to  maturity. 

(c)  Datinf/.—Tax  and  loss  bonds  will  be  issued  as  of  the  date  of  receipt  of  an 
application  for  issue  and  remittance  by  the  OflSce  of  the  Treasurer  of  the  United 
States  or  a  Federal  Reserve  Bank  or  Branch,  except  that  all  bonds  purchased 
during  the  month  of  March  1968  will  be  dated  March  15,  1968.  An  application 
received  from  a  commercial  bank  for  a  customer  will  be  treated  as  though 
received  on  the  date  shown  on  its  postmark,  if  the  purchase  price  is  transmitted 
by  credit  to  its  Treasury  Tax  and  Loan  Account  and  the  Certificate  of  Advice 
is  dated  on  or  prior  to  that  date. 
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§  343.2  Purchase. — ^Tax  and  loss  bonds  may  be  purchased  over  the  counter 
or  by  mail  from  the  OflSce  of  the  Treasurer  of  the  United  States,  Securities  Divi- 
sion, Washington,  D.C.  20220,  or  the  Federal  Reserve  Banks  and  Branches,  which 
will  furnish  application  forms  for  the  purchase  of  such  bonds  upon  request.  An 
application  properly  completed  and  accompanied  by  a  remittance  for  the  full 
amount  of  the  bond  applied  for  must  be  received  by  the  Ofhce  of  the  Treasurer  or  a 
Federal  Reserve  Bank  or  Branch  before  a  bond  will  be  issued.  Any  form  of 
exchange  will  be  accepted  subject  to  collection. 

Banking  institutions,  generally,  may  submit  applications  for  customers,  but 
only  the  Federal  Reserve  Banks  and  Branches  and  the  Office  of  the  Treasurer 
are  authorized  to  act  as  official  agencies.  Remittance  of  the  purchase  price  may 
be  made  through  credit  to  Treasury  tax  and  loan  accounts. 

§  343.3  Redemption. — Tax  and  loss  bonds  may  not  be  called  for  redemption 
by  the  Secretary  of  the  Treasury  prior  to  maturity,  but  may  be  redeemed  in 
whole  or  in  part  at  the  owner's  option  at  any  time  after  three  months  from  issue 
date.  To  obtain  redemption,  a  bond  with  the  assignment  for  redemption  properly 
completed  and  executed  must  be  presented  to  the  Bureau  of  the  Public  Debt, 
Division  of  Loans  and  Currency,  Washington,  D.C.  20226.  Payment  will  be  made 
in  accordance  with  the  instruction  in  the  assigment  for  redemption.  The  District 
Director  of  the  Internal  Revenue  District  in  which  the  owner's  principal  place 
of  business  is  located  will  be  furnished  a  copy  of  the  redemption  advice.  Upon 
partial  redemption  of  a  bond,  the  remainder  will  be  reissued  as  of  the  original 
issue  date. 

§  343.4  Taxation. — Tax  and  loss  bonds  will  be  exempt  from  all  taxation  now 
or  hereafter  imposed  on  the  principal  by  any  State  or  any  possession  of  the 
United  States  or  of  any  local  taxing  authority. 

§  343.5     Reissue. 

(a)  General. — Reissue  of  a  bond  may  be  made  only  under  the  conditions  speci- 
fied in  these  regulations.  A  request  for  reissue  must  be  made  by  an  officer  of  the 
owner  authorized  to  assign  the  bond  for  redemption.  An  appropriate  form  may 
1)6  obtained  from  the  Bureau  of  the  Public  Debt,  Division  of  Loans  and  Currency, 
Wa.>hington,  D.C.  20226.  A  reissued  bond,  upon  reissue,  will  bear  the  same  issue 
date  as  the  original  bond. 

(b)  Correction  of  error. — The  reissue  of  a  bond  may  be  made  to  correct  an 
error  in  the  original  issue  upon  appropriate  request  supported  by  satisfactory 
proof  of  error. 

(c)  Change  of  name. — An  owner  whose  name  is  changed  in  any  legal  manner 
after  the  issue  of  the  bond  should  submit  the  bond  with  a  request  for  reissue,  to 
substitute  the  new  name  for  the  name  inscribed  on  the  bond.  The  signature  on  the 
request  for  reissue  should  show  the  new  name,  the  manner  in  which  the  change 
was  made  and  the  former  name,  and  must  be  supported  by  satisfactory  proof 
of  the  change  of  name. 

(d)  Legal  succession. — A  bond  registered  in  the  name  of  a  company  which 
has  been  succeeded  by  another  company  as  the  result  of  a  merger,  consolida- 
tion, incorporation,  reincorporatiou,  conversion,  or  reorganization,  or  which  has 
been  lawfully  succeeded  in  any  manner  whereby  the  business  or  activities  of  the 
original  organization  are  continued  without  substantial  change  will  be  paid  to  or 
reissued  in  the  name  of  the  successor  upon  appropriate  request  on  its  behalf, 
supported  by  satisfactory  evidence  of  successorship. 

§  343.6     General  provisions. 

(a)  Regulations. — All  tax  and  loss  bonds  shall  be  .subject  to  the  general  regu- 
lations prescribed  by  the  Secretary  of  the  Treasury  with  respect  to  United  States 
securities  which  are  set  forth  in  the  Treasury  Department  Circular  No.  300. 
current  revision,  to  the  extent  applicable.  Copies  of  the  general  regulations  may 
be  obtained  upon  request  from  the  Bureau  of  the  Public  Debt,  Division  of  Loans 
and  Currency,  Washington,  D.C.  20226. 

(b)  Fiscal  Agents. — Federal  Reserve  banks  and  branches,  as  fiscal  agents  of 
the  United  States,  may  be  authorized  to  perform  such  services  as  may  be  re- 
quested of  them  by  the  Secretary  of  the  Treasury  in  connection  with  the  issue, 
delivery,  redemption,  reissue,  and  payment  of  tax  and  loss  bonds. 

(c)  Reservations. — The  Secretary  of  the  Treasury  may  at  any  time,  or  from 
time  to  time,  supplement  or  amend  the  terms  of  this  circular  or  any  amendments 
or  supplements  thereto. 

Henry  H.  Fowler, 
Secretary  of  the  Treasury. 
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Legislation 

Exhibit  11. — An  act  to  amend  section  14(b)  of  the  Federal  Reserve  Act,  as 
amended,  to  extend  for  two  years  the  authority  of  Federal  Reserve  banks  to 
purchase  United  States  obligations  directly  from  the  Treasury 

[PubUc  Law  90-300,  90th  Congress,  H.R.  15344,  May  4,  1968] 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the     Federal 
United  States  of  America  in  Congress   assemMed,  That   section      ^elidm^nt' 
14(b)  of  the  Federal  Reserve  Act,  as  amended  (12  U.S.C.  355),  is      80  Stat.  235. 
amended  by  striking  out  "July  1,  1968"  and  inserting  in  lieu  there- 
of ''July  1,  1970"  and  by  striking  out  "June  30,  1968"  and  inserting 
in  lieu  thereof  "June  30, 1970". 

Approved  May  4,  1968. 


Financial  Policy 

Exhibit  12. — Statement  by  Secretary  Fowler,  January  30,  1968,  before  the  Senate 
Banking  and  Currency  Committee,  on  legislation  to  remove  the  gold  cover 

I  am  grateful  to  you  for  the  opportunity  to  appear  before  you  promptly  in 
support  of  the  President's  recommendation  for  removal  of  the  gold  cover. 

The  legislation  before  you  would  eliminate  the  25  percent  gold  reserve  require- 
ment from  Federal  Reserve  notes  and  the  $156  million  reserve  held  against  U.S. 
notes  and  Treasury  notes  of  1890. 

The  Administration  believes  that  prompt  action  to  remove  the  cover  require- 
ment is  necessary  for  three  principal  reasons : 

— Prospective  normal  increases  in  currency  holdings — Federal  Reserve  notes — 
by  the  public  will  "lock  up"  more  and  more  of  our  "free"  gold  and  soon  reach  a 
point  inhibiting  further  expansion  of  our  pocket  cash,  one  portion  of  our  domestic 
money  supply.  Obviously  we  cannot  tolerate  such  a  situation. 

— There  should  be  no  doubt  whatsoever  that  our  total  gold  stock  is  available 
to  insure  the  free  international  convertibility  between  the  dollar  and  gold  at  the 
iixed  price  of  $35  an  ounce. 

— The  world  knows  as  a  fact  that  the  strength  of  the  dollar  depends  upon  the 
strength  of  the  U.S.  economy  rather  than  upon  a  legal  25  percent  reserve  re- 
quirement against  Federal  Reserve  notes,  and  it  is  clearly  appropriate  for  this 
fact  now  to  be  recognized  in  legislation. 

Despite  these  facts,  the  gold  reserve  requirement  against  Federal  Reserve  notes, 
instituted  at  a  time  when  gold  circulated  freely  in  the  domestic  economy,  is  still 
part  of  our  law.  It  should  be  removed. 

The  need  for  prompt  removal  is  apparent  from  a  look  at  the  simple  arithmetic 
of  the  problem. 

The  U.S.  gold  stock  is  now  at  $12  billion — the  cover  requirement  is  approxi- 
mately $10.7  hillion — the  balance  remaining  is  $1.3  billion. 

The  normal  increa.se  in  notes  will  absorb  over  $500  million  annually  and  a 
further  $150  million  or  more  will  be  absorbed  each  year  for  domestic  artistic 
and  industrial  purpo.se.s.  These  two  factors  taken  together  mean  that  about  $700 
million  a  year  of  our  free  gold  will  be  absorbed  for  domestic  reasons.  There  is 
thus  but  2  years  grace  at  most  even  if  one  assumes  that  no  gold  at  all  will  be 
needed  for  international  purposes.  Clearly  we  cannot  proceed  on  such  an 
assumption. 

Since  the  passage  of  the  Federal  Reserve  Act  more  than  a  half  century  ago, 
the  function  of  gold  in  our  monetary  system  has  undergone  a  fundamental  trans- 
formation. Gold  no  longer  circulates  freely  as  domestic  currency  in  any  major 
country  in  the  world.  We  Americans  have  not  used  gold  as  domestic  currency 
since  1934.  Gold  belongs  in  a  nation's  international  reserves.  The  dollar  serves 
as  a  reserve  currency  to  the  world ;  the  U.S.  gold  supply  is  available  to  convert 
dollars  held  by  national  monetary  authorities  at  a  fixed  price.  As  such,  it  is  one 
cornerstone — and  a  very  main  cornerstone — of  our  international  monetary  system. 

Today,  the  strength  of  the  dollar  is  not  a  function  of  this  legal  tie  to  gold — 
a  tie  which  is  only  applicable  to  one  portion  of  our  total  money  supply,  Federal 


EXHIBITS  225 

Reserve  notes.  The  value  of  the  dollar — whether  it  be  in  the  form  of  a  bank 
balance,  a  coin,  or  "folding  money" — is  dependent  on  the  quantity  and  quality 
of  goods  and  services  which  it  can  purchase.  It  is  the  strength  and  soundness 
of  the  American  economy  which  stands  behind  the  dollar.  Balanced  growth  at 
home  and  a  strong  competitive  position  internationally  give  the  dollar  we  use 
as  everyday  pocket  money  its  strength. 

An  expanding  U.S.  economy  needs  an  expanding  supply  of  currency.  Our  main 
form  of  currency  is  Federal  Reserve  notes.  In  the  years  ahead,  we  can  expect 
increases  in  Federal  Reserve  note  circulation  of  about  $2  billion  a  year.  This 
growth  is  a  normal  response  to  the  public's  demand  for  cash  in  a  growing  econ- 
omy. It  is  basically  a  trend  development,  reflecting  a  growing  population,  a  grow- 
ing economy,  and  a  growing  number  of  transactions. 

Not  to  move  on  the  cover  requirement  at  this  time  ivould  only  mean  putting 
off  the  inevitable.  We  cannot  afford  to  permit  an  outmoded  provision  of  our  law 
to  impinge  on  the  nation's  supply  of  pocket  m,oney. 

Removal  of  this  requirement  is  also  of  key  importance  from  the  viewpoint  of 
the  role  of  the  dollar  and  of  gold  in  the  international  monetary  system. 

I  know  most  members  of  this  committee  are  well  versed  in  the  functions  of 
gold  and  the  dollar  in  the  international  monetary  system.  Rather  than  take  up 
your  time  with  a  description  at  this  point,  I  would  refer  you  to  a  Treasury 
report  which  was  issued  2  weeks  ago,  entitled  "Maintaining  the  Strength  of  the 
United  States  Dollar  in  a  Strong  Free  World  Economy."  ^ 

If  this  system,  which  has  served  the  entire  free  world  so  admirably  in  the 
past  20  years,  is  to  continue  to  facilitate  the  growth  of  world  trade  and  prosper- 
ity, we  must  assure  that  confidence  in  the  system  and  in  the  strength  of  the  dollar 
is  maintained.  This  requires  action  on  four  fronts  : 

— We  must  continue  the  long-standing  U.S.  policy  of  maintaining  the  gold- 
dollar  relationship  at  $35  per  ounce.  This  must  not  be  open  to  question,  and  the 
best  way  to  make  continuation  of  that  policy  crystal  clear  is  to  free  our  entire 
gold  stock  for  that  purpose. 

— We  must  assure  that  the  U.S.  economy  grows  in  an  environment  of  cost  and 
price  stability  through  enactment  of  the  anti-inflation  tax  and  through  expendi- 
ture controls  and  appropriate  monetary  policy. 

—We  must  achieve  sustained  equilibrium  in  our  balance  of  payments. 

— -We  and  the  rest  of  the  free  world  must  put  into  place  the  plan  for  the  cre- 
ation of  a  new  reserve  asset  agreed  upon  in  Rio  last  September. 

Our  policy  of  maintaining  the  fixed  relationship  between  gold  and  the  dollar 
at  $35  an  ounce  for  legitimate  monetary  purposes  is  one  of  the  reasons  why  vir- 
tually all  countries  hold  dollars  in  their  reserves  and  why  many  of  them  hold 
very  large  amounts  of  dollars.  In  addition,  of  course,  countries  hold  dollars  be- 
cause, unlike  gold,  they  can  invest  them  in  interest  earning  assets. 

The  monetary  authorities  of  most  of  the  major  industrialized  countries  under- 
stand full  well  that  the  link  between  gold  and  domestic  currencies  is  no  longer 
a  pertinent  and  relevant  fact  and  that  gold  is  an  international  asset.  Only  three 
other  countries  in  the  Group  of  Ten  plus  Switzerland,  the  major  industrialized 
countries,  still  maintain  some  link  between  their  domestic  currencies  and  gold. 
While  foreign  authorities  are  aware  of  the  fact  that  the  Federal  Reserve  can 
suspend  the  cover  requirement,  they  find  it  difficult  to  understand  why  the  United 
States,  the  world's  major  reserve  currency  country,  still  maintains  this  legal 
impediment  to  the  free  international  use  of  gold. 

Thus,  legislative  action  on  the  cover  requirement,  by  making  it  clear  to  the 
world  that  the  Congress  as  well  as  the  Executive  Branch  are  committing  our 
total  gold  stock  to  international  use,  is  necessary  to  maintain  confidence  in  the 
dollar. 

Removal  of  the  gold  cover  will  not  solve  the  U.S.  balance  of  payments  problem 
nor  is  it  a  substitute  for  the  solution  of  that  problem. 

The  need  to  achieve  sustained  equilibrium  in  our  international  payments  posi- 
tion is  essential  to  confidence  in  the  dollar  and  the  future  stability  of  the  inter- 
national monetary  system.  The  series  of  measures  announced  by  the  President 
on  January  1,  with  which  you  are  all  familiar,  are  designed  to  bring  us  to,  or 
close  to,  equilibrium  this  year.  It  is  vital  that  they  be  successful.  I  ask,  Mr. 
Chairman,  that  the  President's  message  be  made  a  part  of  the  record  of  these 
hearings. 


1  See  exhibit  58. 
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Conclusion 

I  urge  the  committee  to  consider  and  act  promptly  on  tlie  gold  cover  legislation 
before  you  in  order  that,  domestically,  we  can  continue  to  be  assured  that  the 
Federal  Reserve  will  be  able  to  supply  appropriate  amounts  of  currency  to  meet 
the  needs  of  our  growing  economy  for  cash,  and  in  order  that  our  policy  of  main- 
taining the  gold-dollar  relationshiiJ — one  of  the  major  elements  of  confidence  in 
the  dollar  and  the  international  monetary  system — will  not  be  open  to  question. 

THE  PRESIDENT'S  MESSAGE  TO  THE  NATION  ON  THE  BALANCE  OF 
PAYMENTS,  JANUARY  1,  1968 

\\'Tiere  we  stand  today 

I  want  to  discuss  with  the  American  people  a  subject  of  vital  concern  to  the 
economic  health  and  well-being  of  this  Nation  and  the  Free  World. 

It  is  our  international  balance  of  payments  position. 

The  strength  of  our  dollar  depends  on  the  strength  of  that  position. 

The  soundness  of  the  free  world  monetary  system,  which  rests  largely  on  the 
dollar,  also  depends  on  the  strength  of  that  position. 

To  the  average  citizen,  the  balance  of  payments,  and  the  strength  of  the  dollar 
and  of  the  international  monetary  system,  are  meaningless  phrases.  They  seem 
to  have  little  relevance  to  our  daily  lives.  Yet  their  consequences  touch  us  all — 
consumer  and  captain  of  industry,  worker,  farmer,  and  financier. 

More  than  ever  before,  the  economy  of  each  nation  is  today  deeply  intertwined 
with  that  of  every  other.  A  vast  network  of  world  trade  and  financial  transactions 
ties  us  all  together.  The  prosperity  of  every  economy  rests  on  that  of  every  other. 

More  than  ever  before,  this  is  one  world — in  economic  affairs  as  in  every 
other  way. 

Your  job,  the  prosperity  of  your  farm  or  business,  depends  directly  or  indirectly 
on  what  happens  in  Europe,  Asia,  Latin  America,  or  Africa. 

The  health  of  the  international  economic  system  rests  on  a  sound  international 
money  in  the  same  way  as  the  health  of  our  domestic  economy  rests  on  a  sound 
domestic  money.  Today,  our  domestic  money — the  U.S.  dollar — is  also  the  money 
most  used  in  international  transactions.  That  money  can  be  sound  at  home — 
as  it  surely  is — yet  can  be  in  trouble  abroad — as  it  now  threatens  to  become. 

In  the  final  analysis  its  strength  abroad  depends  on  our  earning  abroad  about 
as  many  dollars  as  we  send  abroad. 

U.S.  dollars  flow  from  these  shores  for  many  reasons — to  pay  for  imports  nnd 
travel,  to  finance  loans  and  investments,  and  to  maintain  our  lines  of  defense 
around  the  world. 

When  that  outfiow  is  greater  than  our  earnings  and  credits  from  foreign 
nations,  a  deficit  results  in  our  international  accounts. 

For  17  of  the  last  IS  years  we  have  had  such  deficits.  For  a  time  those  deficits 
were  needed  to  help  the  world  recover  from  the  ravages  of  World  War  II.  They 
could  be  tolerated  by  the  United  States  and  welcomed  by  the  rest  of  the  world. 
They  distributed  more  equitably  the  world's  monetary  gold  reserves  and  supple- 
mented them  with  dollars. 

Once  recovery  was  assured,  however,  large  deficits  were  no  longer  needed  and 
indeed  began  to  threaten  the  strength  of  the  dollar.  Since  1961  your  Government 
has  worked  to  reduce  that  deficit. 

By  the  middle  of  the  decade,  we  could  see  signs  of  success.  Our  annual  deficit 
had  been  reduced  two-thirds— from  $3.9  billion  in  1960  to  .$1.3  billion  in  1965. 

In  1966,  because  of  our  increased  responsibility  to  arm  and  supjdy  our  men 
in  Southeast  Asia,  progress  was  interrupted,  with  the  deficit  remaining  at  the 
same  level  as  1965 — about  $1.3  billion. 

In  1967,  progress  was  reversed  for  a  number  of  reasons : 

■ — Our  costs  for  Vietnam  increased  further. 

— Private  loans  and  investments  abroad  increased. 

^Our  trade  surplus,  although  larger  than  1966,  did  not  rise  as  much  as  we 
had  expected. 

— Americans  spent  more  on  travel  abroad. 

Added  to  these  factors  was  the  luicertainty  and  unrest  surrounding  the  devalua- 
tion of  the  British  pound.  This  event  strained  the  international  monetary  system. 
It  sharply  increased  our  balance  of  payments  deficit  and  our  gold  sales  in  the  last 
quarter  of  1967. 


EXHIBITS  227 

The  problem 

Preliminary  reports  indicate  that  these  conditions  may  result  in  a  1967  balance 
of  payments  deficit  in  the  area  of  $3.5  billion  to  $4  billion — the  highest  since  1960. 
Although  some  factors  affecting  our  deficit  will  be  more  favorable  in  1968,  my 
advisors  and  I  are  convinced  that  we  must  act  to  bring  about  a  decisive 
improvement. 

We  cannot  tolerate  a  deficit  that  could  threaten  the  stability  of  the  international 
monetary  system — of  which  the  U.S.  dollar  is  the  bulwark. 

We  cannot  tolerate  a  deficit  that  could  endanger  the  strength  of  the  entire  Free 
World  economy,  and  thereby  threaten  our  unprecedented  prosperity  at  home. 

A  time  for  action 

The  time  has  now  come  for  decisive  action  designed  to  bring  our  balance  of 
payments  to — or  close  to — equilibrium  in  the  year  ahead. 

The  need  for  action  is  a  national  and  international  responsibility  of  the  highest 
priority. 

I  am  proposing  a  program  which  will  meet  this  critical  need,  and  at  the  same 
time  satisfy  four  essential  conditions : 

— Sustain  the  growth,  strength  and  prosperity  of  our  own  economy. 

— Allow  us  to  continue  to  meet  our  international  responsibilities  in  defense  of 
freedom,  in  promoting  world  trade,  and  in  encouraging  economic  growth  in  the 
developing  countries. 

• — ^Engage  the  cooperation  of  other  free  nations,  whose  stake  in  a  sound  inter- 
national monetary  system  is  no  less  compelling  than  our  own. 

— Recognize  the  special  obligation  of  those  nations  with  balance  of  payments 
surpluses,  to  bring  their  payments  into  equilibrium. 

The  first  order  of  business 

The  first  line  of  defense  of  the  dollar  is  the  strength  of  the  American  economy. 

No  business  before  the  returning  Congress  will  be  more  urgent  than  this :  To 
enact  the  anti-inflation  tax  which  I  have  sought  for  almost  a  year.  Coupled  with 
our  expenditure  controls  and  appropriate  monetary  policy,  this  will  help  to  stem 
the  inflationary  pressures  which  now  threaten  our  economic  prosperity  and  our 
trade  surplus. 

No  challenge  before  business  and  labor  is  more  urgent  than  this :  To  exercise  the 
utmost  responsibility  in  their  wage-price  decisions,  which  affect  so  directly  our 
competitive  position  at  home  and  in  world  markets. 

I  have  directed  the  Secretaries  of  Commerce  and  Labor,  and  the  Chairmnn  of 
the  Council  of  Economic  Advisers  to  work  tvith  leaders  of  business  and  labor 
to  make  more  effective  our  voluntary  program  of  wage-price  restraint. 

I  have  also  instructed  the  Secretaries  of  Commerce  and  Labor  to  work  with 
unions  and  companies  to  prevent  our  exports  from  being  reduced  or  our  imports  in- 
creased by  crippling  work  stoppages  in  the  year  ahead. 

A  sure  way  to  instill  confidence  in  our  dollar — both  here  and  abroad — is  through 
these  actions. 

The  new  program 

But  we  must  go  beyond  this,  and  take  action  to  deal  directly  with  the  balance  of 
payments  deficit. 

Some  of  the  elements  in  the  program  I  propose  will  have  a  temporary  but 
immediate  effect.  Others  will  be  of  longer  range. 

All  are  necessary  to  assure  confidence  in  the  American  dollar. 

1.  Direct  investment. — Over  the  past  3  years,  American  business  has  cooperated 
with  the  Government  in  a  voluntary  program  to  moderate  the  flow  of  U.S. 
dollars  into  foreign  investments.  Business  leaders  who  have  participated  so 
wholeheartedly  deserve  the  appreciation  of  their  country. 

But  the  savings  now  required  in  foreign  investment  outlays  are  clearly  beyond 
the  reach  of  any  voluntary  program.  This  is  the  unanimous  view  of  all  my 
economic  and  financial  advisers  and  the  Chairman  of  the  Federal  Reserve 
Board. 

To  reduce  our  balance  of  payments  deficit  by  at  least  $1  billion  in  1968  from,  the 
estimated  1961  level,  I  am  invoking  my  authority  under  the  Banking  Laws  to 
establish  a  mandatory  program  that  will  restrain  direct  investment  abroad. 

This  program  will  be  effective  immediately.  It  will  insure  success  and  guarantee 
fairness  among  American  business  firms  with  overseas  investments. 
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The  program  will  be  administered  by  the  Department  of  Commerce,  and  will 
operate  as  follows : 

— As  in  the  voluntary  program,  overall  and  individual  company  targets  will  be 
set.  Authorizations  to  exceed  these  targets  will  be  issued  only  in  exceptional 
circumstances. 

— New  direct  investment  outflows  to  countries  in  continental  western  Europe 
and  other  developed  nations  not  heavily  dependent  on  our  capital  will  be  stopped 
in  1968.  Problems  arising  from  work  ali'eady  in  process  or  commitments  under 
binding  contracts  will  receive  special  consideration. 

— New  net  investments  in  other  developed  countries  will  be  limited  to  Go  iiercent 
of  the  19G5-GG  average. 

— New  net  investments  in  the  developing  countries  will  be  limited  to  110 
percent  of  the  1965-6G  average. 

This  program  also  requires  businesses  to  continue  to  bring  back  foreign  earn- 
ings to  the  United  States  in  line  with  their  own  1964-GG  practices. 

In  addition,  I  have  directed  the  Secretary  of  the  Treasury  to  explore  with  tlie 
Chairmen  of  the  House  Ways  and  Means  Committee  and  Senate  Finance  Com- 
mittee legislative  proposals  to  induce  or  encourage  the  repatriation  of  accumulated 
earnings  by  U.S.-owned  foreign  businesses. 

2.  Lending  by  financml  institutions. — To  reduce  the  balance  of  payments  deficit 
by  at  least  another  $500  million,  I  have  requested  and  authorized  the  Federal 
Reserve  Board  to  tighten  its  program  restraining  foreign  lending  by  bunks  and 
other  fitiancial  institutions. 

Chairman  Martin  has  asured  me  that  this  reduction  can  be  achieved : 

— without  harming  the  financing  of  our  exports ; 

— primarily  out  of  credits  to  developed  countries  without  jeopardizing  tlie 
availability  of  funds  to  the  rest  of  the  world. 

Chairman  Martin  believes  that  this  objective  can  be  met  through  continued 
cooperation  by  the  financial  community.  At  the  request  of  the  Chairman,  however, 
I  have  given  the  Federal  Reserve  Board  standby  authority  to  invoke  mandatory 
controls,  should    such  controls  become  desirable  or  necessary. 

3.  Travel  abroad. — Our  travel  deficit  this  year  will  exceed  $2  billion.  To  reduce 
this  deficit  by  $500  million : 

— /  am  asking  the  American  people  to  defer  for  the  next  2  years  all  nonessential 
travel  outside  the  Western  Hemisphere. 

— /  am  asking  tlie  Secretary  of  the  Treasury  to  explore  icith  the  appropriate 
congressional  committees  legislation  to  help  achieve  this  objective. 

4.  Government  expenditures  overseas. — We  cannot  forego  our  essential  com- 
mitments abroad,  on  which  America's  security  and  survival  depend. 

Nevertheless,  we  must  take  every  step  to  reduce  their  impact  on  our  balance  of 
payments  without  endangering  our  security. 

Recently,  we  have  reached  important  agreements  with  some  of  our  NATO  part- 
ners to  lessen  the  balance  of  payments  cost  of  deploying  American  forces  on  the 
Continent — troops  necessarily  stationed  there  for  the  common  defense  of  all. 

Over  the  past  three  years,  a  stringent  program  has  saved  billions  of  dollars  in 
foreign  exchange. 

I  am  convinced  that  much  more  can  be  done.  /  believe  we  should  set  as  our 
target  avoiding  a  drain  of  another  $500  million  on  our  balance  of  payments. 

To  this  end,  I  am  taking  three  steps. 

First,  I  have  directed  the  Secretary  of  State  to  initiate  prompt  negotiations  with 
our  NATO  allies  to  minimize  the  foreign  exchange  costs  of  keeping  our  troops  in 
Europe.  Our  allies  can  help  in  a  number  of  ways,  including  : 

— The  purchase  in  the  U.S.  of  more  of  their  defense  needs. 

— Investments  in  long-term  United  States  securities. 

I  have  also  directed  the  Secretaries  of  State,  Treasury  and  Defense  to  find 
similar  ways  of  dealing  with  this  problem  in  other  parts  of  the  world. 

Second,  I  have  instructed  the  Director  of  the  Budget  to  find  ways  of  reducing 
the  numbers  of  American  civilians  working  overseas. 

Third,  I  have  instructed  the  Secretary  of  Defense  to  find  ways  to  reduce  further 
the  foreign  exchange  impact  of  personal  spending  by  U.S.  forces  and  their  de- 
I)endents  in  Europe. 

Long-term  measures 

5.  Export  increases. — American  exports  provide  an  important  source  of  earn- 
ings for  our  businessmen  and  jobs  for  our  workers. 

They  are  the  cornerstone  of  our  balance  of  payments  position. 
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Last  year  we  sold  abroad  $30  billion  worth  of  American  goods. 

What  we  now  need  is  a  long-range  systematic  program  to  stimulate  the  flow  of 
the  products  of  our  factories  and  farms  into  overseas  markets. 

We  must  begin  now. 

Some  of  the  steps  require  legislation  : 

/  shall  ask  the  Congress  to  support  an  intensified  five  year,  $200  million  Com- 
merce Department  program  to  promote  the  sale  of  American  goods  overseas. 

I  shall  also  ask  the  Congress  to  earmark  $500  million  of  the  Export-Import  Bank 
authorization,  to: 

— Provide  better  export  insurance. 

— Expand  guarantees  for  export  financing. 

— Broaden  the  scope  of  Government  financing  of  our  exports. 

Other  measures  require  no  legislation. 

I  have  today  directed  the  Secretary  of  Commerce  to  begin  a  Joint  Export  Asso- 
ciation program.  Through  these  Associations,  we  will  provide  direct  financial 
support  to  American  corporations  joining  together  to  sell  abroad. 

And  finally,  the  Export-Import  Bank — through  a  more  liberal  rediscount 
system^ — ^will  encourage  banks  across  the  Nation  to  help  firms  increase  their 
exports. 

6.  Nontariff  harriers. — In  the  Kennedy  Round,  we  climaxed  three  decades  of 
intensive  effort  to  achieve  the  greatest  reduction  in  tariff  barriers  in  all  the  his- 
tory of  trade  negotiations.  Trade  liberalization  remains  the  basic  policy  of  the 
United  States. 

We  must  now  look  beyond  the  great  success  of  the  Kennedy  Round  to  the  prob- 
lems of  nontariff  barriex's  that  pose  a  continued  threat  to  the  growth  of  world 
trade  and  to  our  competitive  position. 

American  commerce  is  at  a  disadvantage  because  of  the  tax  systems  of  some  of 
our  trading  partners.  Some  nations  give  across-the-board  tax  rebates  on  exports 
which  leave  their  ports  and  impose  special  border  tax  charges  on  our  goods  enter- 
ing their  country. 

International  rules  govern  these  special  taxes  under  the  General  Agreement 
on  Tariffs  and  Trade.  These  rules  must  be  adjusted  to  expand  international  trade 
further. 

In  keeping  with  the  principles  of  cooperation  and  consultation  on  common  prob- 
lems, I  have  initiated  discussions  at  a  high  level  with  our  friends  abroad  on  these 
critical  matters — particularly  those  nations  with  balance  of  payments  surpluses. 

These  discussions  will  examine  propo.sals  for  prompt  cooperative  action  among 
all  parties  to  minimize  the  disadvantages  to  our  trade  which  arise  from  differ- 
ences among  national  tax  systems. 

We  are  also  pi-eparing  legislative  measures  in  this  area  whose  scope  and  nature 
will  depend  upon  the  outcome  of  these  consultations. 

Through  these  means  we  are  determined  to  achieve  a  substantial  improvement 
in  our  trade  surplus  over  the  com,ing  years.  In  the  year  immediately  ahead,  we 
expect  to  realize  an  improvement  of  $500  million. 

7.  Foreign  investment  and  travel  in  the  United  States. — We  can  encourage 
the  flow  of  foreign  funds  to  our  shores  in  two  other  ways  : 

— First,  by  an  intensified  program  to  attract  greater  foreign  investment  in 
U.S.  corporate  securities,  carrying  out  the  principles  of  the  Foreign  Investors  Tax 
Act  of  1966. 

— Second,  by  a  program  to  attract  more  visitors  to  this  land.  A  Special  Task 
Force  headed  by  Robert  McKinney  of  Santa  Fe,  N.  Mex.,  is  already  at  work  on 
measures  to  accomplish  this.  I  have  directed  the  Task  Force  to  report  within  45 
days  on  the  immediate  measures  that  can  be  taken,  and  to  make  its  long-term 
recommendations  within  00  days. 

Meeting  the  world's  reserve  needs 

Our  movement  toward  balance  will  curb  the  flow  of  dollars  into  international 
reserves.  It  will  therefore  be  vital  to  speed  up  plans  for  the  creation  of  new  re- 
serves— the  Special  Drawing  Rights — in  the  International  Monetary  Fund.  These 
new  reserves  will  be  a  welcome  companion  to  gold  and  dollars,  and  will  strengthen 
the  gold  exchange  standard.  The  dollar  wall  remain  convertible  into  gold  at  $35 
an  ounce,  and  our  full  gold  stock  will  back  that  commitment. 

A  time  for  responsibility 

The  program  I  have  outlined  is  a  program  of  action. 

It  is  a  program  which  will  preserve  confidence  in  the  dollar,  both  at  home 
and  abroad. 
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The  U.S.  ilolhu-  lias  wrought  the  groiiti'.st  economic  miracles  of  modem  times. 

It  stimulated  the  resurgence  of  a  war-ruinetl  Europe. 

It  has  helped  to  bring  new  .strength  and  life  to  the  developing  world. 

It  has  underwritti'u  unprecedented  prosiK'rity  for  the  American  people,  who  are 
now  in  the  s;;d  month  of  sustained  economic  growth. 

A  strong  dollar  protects  and  preserves  the  prosperity  of  businessman  and 
banker,  worker  and  farmer — here  and  overseas. 

The  action  program  1  have  outlined  in  this  nu'ssage  will  keep  the  dollar  strong. 
It  will  fulfill  our  responsibilities  to  the  American  people  and  to  the  free  woi-ld. 

I  appeal  to  all  of  our  citizens  to  join  me  in  this  very  necessary  and  laudable 
effoi-t  to  preserve  our  country's  financial  strength. 


Exhibit  13. — Statement  by  Secretary  Fowler,  February  15,  1968,  before  the  Joint 
Economic  Committee,  on  economic  and  financial  policies  and  programs 

It  is  a  pleasure  to  be  with  you  again  this  morning.  These  annua.l  hearings 
on  the  President's  Economic  Report  are  always  an  important  occasion.  They 
provide  us  wdth  a  valuable  opportunity  to  review  the  performance  of  the 
economy  and  to  chart  a  course  for  the  future. 

In  my  view  this  is  a  year  in  which  economic  and  financial  policy  should  be 
directed  toward  reversing  decisively  the  trend  in  1967  to  increasing  deficits  in 
our  internal  budget  and  our  international  balance  of  payments.  We  should  move 
back  toward  balance  in  our  budget  and  our  international  payments — and  thei'eby 
assure  a  balanced  economy,  properly  iwised  to  discharge  our  national  and  inter- 
national responsibilities — in  war  or  peace — at  home  or  abroad.  With  the  nation 
engaged  in  a  costly  conflict  abroad,  we  must  act  at  home  so  as  to  maintain  the 
stability  of  the  economy  and  the  strength  of  the  dollar. 

We  meet  after  a  year  in  which  the  domestic  economy  moved  ahead,  slowly  at 
first,  then  at  a  faster  pace — in  fact,  too  fast  a  pace  to  be  sustained.  Meanwhile, 
the  balance  of  payments,  which  had  shown  sharp  improvement  in  1965,  and 
held  its  own  in  1966  in  face  of  the  mounting  foreign  exchange  costs  resulting  from 
the  conflict  in  Southeast  Asia,  took  a  sharp  turn  for  the  worse  in  1967.  Prompt 
measures  are  needed — and  are  being  taken — 'to  cut  the  payments  deficit.  But, 
there  is  an  equally  pressing  need  to  cut  the  Federal  budget  deficit  and  bring  our 
domestic  finances  into  better  order. 

In  the  domestic  economy,  real  growth  resumed  at  a  rapid  rate  in  the  last  two 
quarters  of  1!>67  after  an  anticipated  inventory  adjustment  in  the  first  half 
of  the  year,  but  it  has  been  accompanied  by  far  too  strong  a  rise  in  costs  and 
prices. 

Moderation  of  the  upward  pressures  on  our  costs  and  prices  must  be  a  con- 
tinuing objective  in  the  period  ahead.  We  nuist  reverse  the  trend  toward  a 
•spiralling  inflation.  An  economic  climate  conducive  to  a  return  to  stable  costs  and 
prices — in  the  pattern  of  1961-65 — would  protect  our  trade  balance  against  a 
short-term  floodtide  of  imports  and  a  long-term  deterioration  in  competitive  posi- 
tion. It  would  al.so  avoid  the  risk  of  an  excessive  and  unsustainable  rate  of 
growth  that  could  terminate  not  in  an  inventory  adjustment  like  early  1967 
but  a  recession  like  those  of  other  years. 

Since  mid-1965,  the  economy  has  absorbed  nearly  a  $25  billion  increase  in 
national  defense  spending  levels  without  re.sort  to  wartime  controls  and  without 
lasting  interruption  to  the  economy's  advance.  This  has  been  a  remarkable 
achievement.  But,  it  has  not  all  been  smooth  sailing.  We  have  seen  how  a  surge  of 
demand  in  an  economy  near  full  employment  can  distort  financial  flows,  boost 
interest  rates,  lead  to  excessive  inventory  buildup,  disrupt  cost-price  stability, 
and  touch  off  a  sharp  rise  in  imports.  With  total  public  and  private  spending 
now  rising  strongly,  that  sam<>  unwelcome  pattern  could  begin  to  unfold  once 
again. 

As  the  President  stated  in  his  .January  1  Message  to  the  Nation  on  the  Balance 
of  Payments :  "No  business  before  the  returning  Congress  will  be  more  urgent 
than  this :  To  enact  the  anti-inflation  tax  wdiich  I  have  sought  for  almost  a  year. 
Coupled  with  our  expenditure  controls  and  appropriate  monetary  policy,  this 
will  help  to  stem  the  inflationary  pressures  whicli  now  threaten  our  economic 
pro.sperity  and  our  trade  surplus." 

Prompt  application  of  a  degree  of  fi.scal  restraint  is,  indeed,  es.sential  for  the 
health  of  the  economy  and  the  soundness  of  our  financial  position — at  home  and 
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abroad.  We  dare  not  allow  a  liigbly  stimulative  fiscal  policy  to  conjoin  with  in- 
creasing demand  in  most  areas  of  the  private  sector.  Whether  fiscal  restraint 
will  be  applied  or  whether  we  will  depend  exclusively  on  monetary  restraint 
with  its  imbalancing  impact  is,  and  has  been  for  some  time  now,  the  overriding 
domestic  economic  policy  issue.  Fiscal  restraint  is  also  the  key  to  the  success 
of  our  overall  balance  of  payments  program  and  the  maintenance  of  confidence  in 
the  dollar  and  the  international  monetary  system. 

The  domestic  economy  in  1967 

With  the  President's  Economic  Reiwrt  before  you,  there  is  no  need  for  me  to 
comment  on  last  year's  domestic  economic  developments  in  any  detail.  I  will 
concentrate  on  a  few  features  of  last  year's  experience  that  are  most  iniixtrtant 
for  an  understanding  of  our  present  situation. 

As  we  find  it  now,  the  economy  is  rapidly  gaining  momentum,  while  a  year 
ago  that  was  far  from  the  case.  A  year  ago,  it  was  clear  that  some  adjustment 
of  a  temporarily  excessive  inventory  position  would  have  to  take  place  in 
1967.  It  was  important  to  insure  that  this  adjustment  occurred  within  the 
context  of  a  generally  prosperous  private  economy.  Therefore,  it  was  decided 
to  complement  the  relaxation  of  monetary  stringency  that  was  already  in 
progress  with  a  degree  of  fiscal  supix)rt  during  the  fir.st  half  of  1967. 

Between  the  end  of  1966  and  the  middle  of  1967,  the  Fedei-al  sector  of  the  na- 
tional income  accounts  moved  from  a  deficit  position  of  about  $3  billion  annual 
rate  to  a  deficit  approaching  $15  billion  annual  rate.  During  the  same  period, 
monetary  policy  also  moved  to  a  significantly  easier  position.  For  example,  the 
level  of  "free  reserves"  which  averaged  more  than  a  minus  $1.jO  million  in  late 
1966  rose  near  a  plus  $300  million  by  mid-1967. 

Contrary  to  the  fears  of  those  who  saw  recession  lurking  around  every  corner, 
final  sales  increased  strongly  in  the  first  half  of  the  year  while  the  inventory 
adjustment  ran  its  course.  This  was  made  possible,  in  large  part,  by  fiscal  and 
monetary  action  which  had  been  accurately  timed  to  the  needs  of  the  economy. 

During  the  second  half  of  last  year,  the  economy  moved  ahead  briskly,  with 
production  interrupted  only  temporarily  by  work  stoppages  and  growth  in  final 
sales  tempered  only  by  a  personal  saving  rate  rising  to  unusual  levels.  Because 
the  first  half  of  1967  was  relatively  weak,  the  full  extent  of  the  economy's  re- 
surgence tends  to  be  concealed  in  statistics  for  the  full  year.  For  example,  gross 
national  product  in  current  prices  rose  at  about  a  6  percent  annual  rate  be- 
tween the  end  of  1966  and  1967.  But  this  is  the  result  of  an  annual  rate  rise  of 
a  little  less  than  SYo  pei'cent  in  the  first  half  of  1967  and  SY2  percent  in  the  sec- 
ond half.  Real  output  grew  at  little  more  than  a  1  percent  annual  rate  in  the  first 
half  of  1967  but  at  about  4^2  percent  in  each  of  the  last  two  quarters  of  the 
year. 

This  I'ebound  has  left  only  a  narrow  margin  of  unutilized  eflicient  resources 
readily  available  which  can  be  drawn  upon  to  boost  this  year's  rate  of  growth  in 
output.  It  may  appear  that  there  is  still  some  margin  of  spare  manufacturing 
capacity  with  operating  rates  in  the  85  percent  range — about  6  points  below  the 
peak  1966  levels.  But  much  of  this  unused  capacity  is  likely  to  be  the  high  cost 
and  less  eflicient  capacity.  In  any  event,  the  utilization  rate  by  itself  is  a  very 
unreliable  indication  of  slack  because  of  the  shortage  of  skilled  and  semiskilled 
labor.  The  overall  unemployment  rate  has  fallen  to  3M;  percent — the  lowest  in 
14  years.  The  rate  for  adult  males  is  2.3  iiercent  also  as  low  as  at  any  time  since 
the  early  1950's. 

Despite  the  slow  first  half  of  1967,  the  resumption  of  strong  growth  in  the 
economy  during  the  .second  half  set  off  a  sharp  advance  in  prices.  The  c(nnpre- 
hensive  GNP  price  deflator  which  had  increased  at  an  annual  rate  of  about  2% 
percent  in  the  first  half  of  the  year  advanced  at  nearly  a  4-percent  rate  in  the 
second  half.  This  second-half  advance  was  the  large.st  in  more  than  a  decade 
despite  the  fact  that  farm  product  prices  were  falling  during  much  of  1967. 

The  economy  is  in  grave  danger  of  excessive  overheating.  Restraint  or  the 
risk  of  spiralling  infiation  are  the  alternatives.  If  we  move  decisively  to  apply 
restraint,  we  can  reduce  inflationary  pressures  and  expect  a  year  of  stable 
growth.  The  economy  enters  the  Sth  year  of  its  record  breaking  expansion  in 
better  balance  than  a  year  ago.  Then  there  was  an  inventory  overhang  and  the 
housing  industry  was  depres.sed.  Now,  the  rate  of  inventory  accumulation  is  in 
better  relation  to  sales  and  housing  has  made  a  strong  recovery.  But  there  is 
still  a  serious  imbalance  domestically  that  must  be  removed.  That  imbalance  is 
in  the  Federal  sector.  The  Federal  budget  is  in  heavy  deficit  at  a  time  when  there 
is  a  need,  not  for  steady  stimulus,  but  for  a  sharp  and  decisive  movement  toward 
fiscal  restraint. 
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Budgetary  policy:  The  need  for  restraint 

In  the  period  from  late  19G5  to  the  middle  of  last  year,  the  Federal  fiscal  posi- 
tion operated  in  a  consistently  stabilizing  direction.  Opinions  may  differ  as  to 
whether  or  not  fiscal  actions  were  always  large  enough  or  prec-ise  in  their  timing. 
But,  the  general  profile  of  the  Federal  fiscal  position  was  appropriately  geared  to 
the  state  of  the  economy.  In  the  third  quarter  of  1965,  with  the  Vietnam  buildup 
barely  underway  the  Federal  deficit  on  national  income  accounts  basis  was  run- 
ning in  excess  of  $3  billion  annual  rate.  By  the  end  of  the  year,  rising  revenues 
had  pulled  the  NIA  budget  to  a  position  of  near  balance.  In  early  1966,  the  rise 
in  payroll  taxes  for  social  security  and  the  Tax  Adjustment  Act,  along  with  the 
revenues  generated  by  the  faster  pace  of  activity,  swung  the  NIA  budget  into  a 
surplus  of  $3  billion  annual  rate  by  mid-1966. 

By  the  third  quarter  of  1966.  the  NIA  budget  had  moved  back  to  a  position  of 
near  neutrality.  And,  by  the  final  quarter,  with  signs  of  a  possible  inventory 
adjustment  appearing,  that  budget  moved  further  in  the  direction  of  stimulus 
to  a  $3.3  billion  rate  of  deficit.  As  the  economy  slowed  further  early  in  1967,  the 
budget  moved  to  an  even  more  stimulative  position  with  an  NIA  deficit  which 
approached  a  $15  billion  annual  rate  by  the  middle  of  the  year. 

But  the  large  Federal  deficits  have  overstayed  their  time.  The  rate  of  deficit 
in  the  exuberant  last  half  of  1967  narrowed  slightly  but  still  averaged  in  the 
$12  billion  range — clearly  inappropriate  in  a  high  employment  economy  with 
private  demand  strong  and  rising.  Increasingly,  the  effects  of  that  deficit  are 
being  registered  in  rising  prices  and  a  deteriorating  trade  balance. 

As  a  consequence  of  the  President's  proposed  fiscal  actions,  initially  proposed 
last  August  3  in  his  Tax  Message  and  renewed  this  January,  the  Federal  NIA 
deficit  would  be  reduced  from  the  $12.5  billion  rate  of  1967  to  an  estimated  $5 
billion  for  calendar  1968.  In  terms  of  fiscal  years,  the  reduction  would  be  from 
$10  billion  in  1968  to  $2.5  billion  in  1969. 

Without  fiscal  action,  the  NIA  deficit  would  remain  near  its  present  levels 
and  would  be  an  excessively  stimulative  influence  on  our  high  employment 
economy.  Continuation  of  deficits  on  such  a  scale  would  greatly  increase  the 
risk  of  more  inflation  and  further  short-run  deterioration  in  our  trade  balance. 

Also,  with  monetary  policy  now  pointed  in  the  direction  of  restraint,  an  ex- 
cessively large  budget  deficit  with  a  corresponding  need  for  continuing  heavy 
Federal  borrowing  would  tip  the  odds  toward  a  return  to  tight  money  condi- 
tions. Interest  rates  are  already  at  extremely  high  levels  in  terms  of  our  his- 
torical experience  and  a  move  to  even  higher  rates  and  reduced  availaliility  of 
credit  for  housing.  State  and  local  needs,  and  small  business  would  be  a  very 
unhappy  prospect. 

The  President's  fiscal  program  includes  expenditure  restraint  as  well  as  the 
proposed  tax  increase.  The  expenditure  cuts  in  specific  programs  totaling  $4.3 
billion  achieved  by  joint  congressional  and  Executive  action  late  last  year  were 
in  the  spirit  of  the  recommendations  made  by  your  committee  in  its  last  annual 
report. 

Tlie  current  budget  also  projiosed  program  reductions  and  reforms,  totaling 
.$2.9  billion  in  fiscal  3069,  with  the  expenditure  savings  spread  over  several 
years.  As  a  result,  outlays  in  relatively  controllable  civilian  programs  will  be 
virtually  stable  between  fiscal  1968  and  1960.  The  net  rise  of  .$0.5  billion  is  made 
up  of  decreases  in  controllable  civilian  outlays  of  $2.5  billion  and  increases  of 
$3.0  billion.  About  two-thirds  of  the  $3  billion  increase  is  for  payments  on  prior 
contracts  and  commitments. 

The  total  expenditure  increase  for  fiscal  1060,  on  the  unified  biidget  basis,  of 
$10.4  billion  is  almost  entirely  accounted  for  by  rising  outlays  for  defense  and 
for  relatively  fixed  charges  under  present  laws. 

While  there  may  be  considerable  differences  of  opinion  about  the  choice  of 
priorities,  there  has  been  a  definite  application  of  priorities.  The  prompt  enact- 
ment of  the  proposed  tax  program  is  the  only  realistic  way  of  assuring  the  timely 
reduction  in  the  fiscal  1969  deficit  of  $13  billion  or  any  sum  approaching  that 
magnitude.  And  every  day  that  passes  without  a  tax  incr(>ase  adds  $33  million 
to  the  fiscal  1968  deficit.  Already  delay  has  cost  $4.5  billion  in  revenues. 

Over  the  years,  the  activities  of  this  committee  have  done  a  great  deal  to 
elevate  the  level  of  public  discussion  of  economic  issues  and  have  contributed  to 
much  mf)re  informed  attitudes  on  public  policy.  With  your  help  we  have  gone 
b(>yond  an  earlier,  and  misleading,  orthodoxy  which  did  not  assign  fiscal  jiolicy 
any  role  in  stabilizing  the  economy.  There  is  a  need  now  to  demonstrate  that 
fiscal  policy  can  appropriately  be  used  to  restrain  as  well  as  to  stimulate.  Your 
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support  of  the  President's  fiscal  recommendations — on  the  basis  of  their  eco- 
nomic logic — ^would  be  an  effective  and  influential  endorsement  of  the  practice, 
as  well  as  the  theory,  of  stabilizing  fiscal  policy. 

Financial  policies  and  debt  management 

In  the  financial  area,  we  look  back  on  a  year  of  strong  demand  pressures  in 
our  money  and  capital  markets.  Because  of  these  strong  demands,  interest  rates 
moved  higher  despite  a  larger  flow  of  savings  and  monetary  ease  during  most 
of  the  year.  Money  market  rates  did  decline  in  the  first  half  of  the  year  but  then 
moved  up  rather  steadily.  Longer-term  interest  rates  dipped  only  temporarily 
in  early  1967  and  rose  during  the  balance  of  the  year. 

The  financial  demands  of  the  private  sector  were  strong  even  while  the  economy 
was  moving  more  slowly  in  early  1967.  Partly  in  reaction  to  the  credit  squeeze 
of  1966,  efforts  were  made  to  rebuild  liquidity  and  provide  for  possible  future 
credit  needs.  As  the  year  progressed,  an  upturn  in  planned  business  plant  and 
equipment  expenditures  and  a  rise  in  inventory  investment  were  adding  to 
corporate  financial  requirements.  Long-term  corporate  security  offerings  and 
placements  (including  refundings)  reached  $24  billion  in  1967.  about  36  iiercent 
above  the  sizeable  1966  total.  State  and  local  issues  in  1967  are  estimated  at 
$141/2  billion,  about  27  percent  above  1966.  Net  additions  to  mortgage  debt  at 
$22  billion  were  only  slightly  above  the  1966  total,  but  were  rising  throughout 
the  year  as  savings  inflows  to  mortgage  lenders  continued  in  large  volume. 

With  private  demands  strong  all  year,  the  major  change  was  in  the  Federal 
fiscal  position  which  swung  from  debt  repayment  to  heavy  net  borrowing.  In  terms 
of  the  new  budget  concept  of  the  Federal  sector's  net  financing  demand  on  the 
economy,  which  includes  the  Federal  Reserve  System  with  the  private  sector, 
there  was  a  net  repayment  of  $5%  billion  in  the  January-June  11^)67  period. 
Adding  the  financing  activities  of  the  Federal  home  loan  banks  and  the  Federal 
land  banks  and  subtracting  security  purchases  of  the  Federal  Reserve,  there 
was  a  net  repayment  of  $11  billion  to  the  private  sectors.  In  contrast,  repayments 
to  the  private  sectors  were  only  $2  billion  in  January- June  1966  and  $4i/^  billion 
in  January-June  1965. 

In  the  second  half  of  last  year,  the  Federal  sector  made  net  credit  demands 
on  the  private  sector  of  about  $18  billion.  This  was  sharply  above  the  net  credit 
demands  of  roughly  $5  billion  each  in  the  July-December  periods  of  1964,  1965, 
and  1966.  The  combination  of  strong  private  and  Government  demands  for  credit 
exerted  strong  upward  pressure  on  interest  rates  during  the  .second  half  of  1967. 
Fortunately,  though,  there  was  no  large  scale  diversion  of  funds  away  from  the 
mortgage  market  last  year  as  there  had  been  in  1966.  However,  saving  inflows 
at  thrift  institutions  have  been  slowing  down  and  there  is  no  room  for  com- 
placency. Prompt  tax  action  is  still  the  best  insurance  of  a  continued  recovery 
in  housing. 

For  the  current  half-year,  even  with  prompt  action  on  the  tax  bill,  the  Federal 
sector,  including  the  home  loan  banks  and  the  land  banks,  may  make  a  contra- 
seasonal  net  credit  demand  of  $5  billion  or  more  on  the  rest  of  the  economy, 
including  the  Federal  Reserve. 

Borrowing  requirements  in  fiscal  1969  will,  of  course,  depend  very  much  on 
the  outcome  of  the  President's  fiscal  proposials.  In  the  absence  of  tax  action, 
the  fiscal  1969  deficit  on  the  new  unified  budget  basis  would  exceed  $20  billion 
and  require  roughly  that  amount  of  borrowing.  To  this  would  be  added  home 
loan  banks  and  land  bank  requirements  and  the  amount  of  FNMA  borrowing 
for  secondary  market  operations  in  its  proposed  new  private  ownership  status. 
The  impact  of  such  a  volume  of  Federal  borrowing  may  be  judged  from  the 
following  comparison.  In  the  period  fiscal  1961  through  fiscal  1967,  Federal 
borrowing  averaged  less  than  $5  billion  annually. 

Large  scale  deficit  financing  in  overstrained  financial  markets  diverts  credit 
flows  and  drives  up  interest  rates.  It  is  not  a  question  of  whether  or  not  the 
Government  will  get  its  money — of  course  it  will.  But,  in  the  process,  the  cost 
of  all  credit  is  driven  up  and  many  private  borrowers  are  knocked  entirely  out 
of  the  market.  At  the  present  time,  most  interest  rates  are  below  their  end  of 
1967  levels  but  they  have  begun  rising  again. 

Recently  the  Treasury  has  undertaken  sizeable  refunding,  prerefunding,  and 
cash  financing  operations,  all  of  which  have  been  successful.  But  the  new  securi- 
ties had  to  carry  historically  high  rates  of  interest  in  order  to  attract  investors. 
Thus,  prompt  and  favorable  action  is  needed  on  the  President's  tax  proposals 
to  raise  $16  billion  in  fiscal  1968  and  1969.  This  would  shrink  the  budget  deficits 
and  hold  Federal  borrowing  to  manageable  levels. 
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The  need  for  a  return  to  cost -price  stability 

Our  overall  price  nt-ord  since  the  current  expansion  began  in  early  1961 
remains  a  good  one.  During  this  period  the  average  percentage  rise  in  U.S.  con- 
sumer prices  has  been  less  than  in  any  other  major  country.  Even  since  mid-lt)6"> 
our  record  is  better  than  that  of  most  major  industrial  coinitries.  But  there  are 
clear  warning  signs  that  this  good  record  is  in  danger. 

One  of  last  year's  more  di.'jturbing  developments  was  the  much  faster  advance 
of  prices  after  midyear.  The  gain  in  gross  national  product  in  the  second  half 
of  15)67  was  impres.sive — a  rise  of  .$32  billion  despite  a  sizable  lo.ss  because  of 
the  auto  strike.  But  nearly  half  of  the  $32  billion  I'ise  was  eaten  up  in  the  form 
of  higher  prices.  By  way  of  contrast,  in  the  period  from  early  1961  to  mid-1965  less 
than  one-quarter  of  the  gain  in  GNP  reflected  higher  prices.  And  even  from 
mid-1965  to  mid-1967,  the  proportion  of  GNP  gain  attributable  to  rising  prices  was 
less  than  it  has  been  recently. 

Since  mid-1965,  there  have  been  three  fairly  distinct  periods  as  far  as  price 
changes  are  concerned.  From  mid-1965  through  September  1966,  both  consumer 
and  industrial  prices  rose  strongly.  The  rise  was  triggered  by  the  burst  of  demand 
which  quickly  carried  the  economy  to  near-capacity  levels  of  operation.  This  set 
off  a  process  in  which  wage  advances  and  price  increases  began  to  interact.  From 
about  September  1966  through  the  middle  of  last  year,  there  was  some  relief  from 
the  rapid  rate  of  price  advance  as  the  pace  of  economic  advance  slowed  tem- 
l»orarily,  but  costs  continued  to  move  up.  Finally,  in  the  second  half  of  last  year, 
as  demand  strengthened,  the  rate  of  pi'ice  advance  accelerated  once  more. 

We  are  now  at  the  point  where  so-called  demand-pull  and  cost-push  factors  are 
thi'eatening  to  interact  with  one  another  in  a  dangerous  manner.  Once  an  infla- 
tionary process  is  well  established,  any  distinction  between  demand-pull  and  cost- 
push  breaks  down  entirely.  Rises  in  costs  are  reflected  in  higher  prices  and 
money  incomes  which  contribute  to  increased  spending,  which  drives  up  costs 
and  prices,  and  so  on.  Fiscal  and  monetary  restraint  can  slow  this  upward  spiral 
by  cutting  back  demand,  but  the  measures  may  have  to  be  very  severe  if  the 
inflationary  process  is  allowed  to  gain  momentum.  This  we  must  avoid. 

The  real  risk  of  recession  does  not  lie  in  the  prospect  of  too  much  fiscal  re- 
straint from  the  President's  program.  Rather  it  lies  in  the  threat  that  fiscal  in- 
action and  too  much  demand  will  aggravate  the  inflationary  pressures  that  are 
already  all  too  apparent.  The  prompt  application  of  fiscal  restraint  is  our  best  in- 
surance against  further  inflation  and  the  risk  of  an  eventual  return  to  "boom 
and  bust." 

Balance  of  payments 

As  you  know,  the  immediate  background  of  the  action  program  to  bring  our 
payments  to  or  close  to  equilibrium  this  year  which  the  President  announced 
in  his  New  Year's  Day  Message  included  : 

— the  devaluation  of  the  British  pound  with  its  disturbing  impact  on  the  inter- 
national monetary  system  and  the  value  of  currencies ; 

— a  sharp  increase  in  our  gold  sales  during  the  final  quarter  of  1967,  reflecting 
the  uncertainty  and  unrest  on  international  foreign  exchange  markets  associated 
with  the  devaluation  of  the  British  iwund  ;  plus 

— indications  of  a  very  sharp  deterioration  also,  during  the  fourth  quarter, 
in  our  payments  deficit,  following  some  decline  in  the  second  and  third  quarters 
from  the  levels  of  1965  and  1966. 

The  preliminary  figures  on  our  fourth  quarter  and  full-year  1967  payments 
deficit  api>ear  in  the  regidar  quarterly  Dei)artment  of  Commerce  press  release 
being  issued  today.  They  show  : 

- — A  deficit  for  the  year,  on  the  liquidity  basis,  of  $8,572  million — which  is  near 
the  lower  end  of  the  $8.5  billion-$4.0  billion  range  anticipated  in  the  President's 
Message  btit,  nevertheless  a  deterioration  of  $2.2  billion  compared  with  the  1966 
results.  The  deficit  for  the  year,  on  the  official  settlements  basis,  was  $8.4  billion. 

— A  seasonally  adjusted  li(|uidity  deficit  for  the  fourth  <iuarter  alone  of  $1,S32 
million.  This  represenl.s — a  rate  of  deficit  more  than  three  times  as  large  as  the 
$5H0  million  seasonally  adjusted  average  for  the  first  three  (piarters  of  the  year; 
and  the  worst  deficit  we  have  experienced  in  any  single  quarter,  at  least  since 
the  third  quarter  of  19.50  following  the  outbreak  of  the  Korean  War. 

— A  sharp  deterioration  in  our  merchandise  trade  account  during  the  final 
quarter — resulting  in  a  trade  surplus  for  the  full-year  1967  virtually  identical 
with  that  of  1966  in  place  of  the  moderate  improvement  which  we  had  expected 
on  the  basis  of  the  experience  of  the  first  three  quarters. 
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The  details  of  this  increase  in  our  fourth  quarter  payments  deficit  will  not  be 
available  for  several  weeks.  But  it  is  clear  that  the  most  worrisome  element 
in  the  picture  was  the  drop  in  our  trade  surplus.  Imports  rose  over  $500  million 
while  exports  dropped  nearly  $200  million  from  the  January-September  aver- 
ages. Our  trade  picture  thus  accounted  for  more  than  half  of  the  increase  in 
our  liquidity  deficit  above  the  levels  of  the  first  three  quarters. 

- — A  second  major  development  in  the  fourth  quarters  was  the  liquidation  by  the 
U.K.  Government  of  the  $570  million  remaining  balance  from  its  long-term 
investments  in  U.S.  securities.  This  action,  of  course,  was  taken  in  connection 
with  the  devaluation  crisis. 

— Unfortunately,  as  noted  earlier,  the  detail  necessary  to  evaluate  other  factors 
simply  is  not  yet  available.  Such  other  categories  of  our  international  payments 
for  which  preliminary  figures  are  now  available  .show  generally  rather  small — 
and  largely  offsetting— changes  as  compared  with  the  first  three  quarters  of  the 
year. 

Last  month  I  released  a  Treasury  Department  report  entitled  "Maintaining 
the  Strength  of  the  United  States  Dollar  in  a  Strong  Free  World  Economy." 
This  document  details  the  background  and  reasons  for  the  Action  Program  an- 
nounced by  the  President.  It  describes  what  we  have  done  to  date,  and  what  we 
propose  to  do,  both  over  the  short-  and  long-term.  Copies  of  this  report  are 
available  to  each  member  of  the  committee. 

The  President's  Action  Program  underlines  the  urgent  need  for  a  tight  lid  on 
expenditures,  appropriate  monetary  policy  and  a  more  eifective  voluntary  pro- 
gram of  wage-price  restraint.  As  the  Pi'esident's  Economic  Report  points  out : 
"The  avoidance  of  excessive  demand  in  our  economy  is  crucial  to  the  strength 
of  the  dollar  as  well  as  to  our  domestic  prosperity. 

"If  we  place  too  much  pressure  on  our  resources,  U.S.  buyers  will  turn  abroad 
for  supplies  and  our  imports  will  soar.  And  if  our  prices  rise,  we  will  weaken  our 
export  competitiveness  and  attract  even  more  imports — not  .lust  immediately, 
but  for  years  to  come." 

I  shall  not  review  in  detail  the  various  selective  measures  through  which  we 
seek  an  improvement  of  $3  billion  in  our  balance  of  payments  during  the  year 
1968.  They  are  set  forth  clearly  in  the  Presidential  statement  which  appears  at 
the  beginning  of  the  Treasury  report  on  the  Action  Program. 

The  United  States  recognizes  its  responsibility  for  adjusting  its  own  balance 
of  payments,  and  it  does  not  intend  to  shirk  this  responsibility.  At  the  same  time, 
it  must  be  recognized  that  the  U.S.  balance  of  payments  is  part  of  a  world  pat- 
tern of  payments.  The  counterparts  of  the  deficits  of  some  countries  are  the 
surpluses  of  other  countries.  Because  of  the  concentration  of  payments  surpluses 
in  Continental  Western  Europe,  it  is  primarily  to  this  group  of  countries 
that  we  must  look  for  cooperative  actions  facilitating  the  progress  toward  inter- 
national equilil>rium  that  the  U.S.  program  would  make  possible.  The  relationship 
of  the  U.S.  deficit  and  the  persistent  surplus  of  these  countries  is  examined  in 
Chapter  IX  of  the  Treasury  report. 

We  have  undertaken  both  bilateral  and  multilateral  consultations  with  other 
countries  regarding  our  action  program.  Broadly  speaking,  the  response  of  the 
Continental  European  countries  has  been  gratifying.  They  recognize  and  accept 
the  fact  that  their  surpluses  must  fall  along  with  the  correction  of  the  U.S. 
deficit.  There  is  some  concern  regarding  the  more  favorable  treatment  of  non- 
Continental  countries  in  several  phases  of  our  program  but  there  is  appreciation 
that  a  nondifferentiated  program  would  have  created  painful  adjustment  prob- 
lems for  countries  least  able  to  make  these  adjustments.  There  are  encouraging 
indications  of  a  general  readiness  on  the  part  of  individual  countries  to  adjust 
their  fiscal  and  monetary  policies  to  the  new  situation  created  by  the  U.S. 
program. 

The  European  nations  strongly  emphasize  that  the  full  objectives  of  the  pro- 
gram will  not  be  achieved  without  the  primary  and  essential  component  of 
restraint  on  the  U.S.  economy  through  fiscal  and  monetary  policy,  supplemented 
by  intelligent  and  responsible  actions  by  management  and  labor  to  limit  the 
rise  in  unit  costs  to  a  noninflationary  level.  In  particular,  action  on  the  tax 
increase  has  become  a  critical  and  symbolic  test,  in  European  eyes,  of  our  ability 
to  control  domestic  inflationary  pressures.  It  is  the  acid  test  of  fiscal  responsi- 
bility and  confidence  in  the  future  of  the  dollar  in  financial  circles  here  and 
abroad. 
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International  finance 

One  of  the  difficulties  faced  in  discussion  of  our  balance  of  payments  problem 
is  that  it  is  hard  to  put  in  terms  that  are  analogous  to  the  familiar  financial  prob- 
lems of  doing  business  in  the  United  States.  The  United  States  can  be  likened 
to  a  large  trader  and  investor,  as  set  forth  on  pages  12  and  13  of  the  President's 
Economic  Report.  It  also  is  the  most  important  international  banking  center. 
xVbout  half  of  our  liquid  liabilities  of  $33  billion  are  holdings  of  foreign  monetary 
authorities,  the  United  States  acting  as  a  bank.  The  official  dollar  holdings  of 
foreign  countries  are  part,  and  in  many  cases  a  large  part,  of  the  ultimate 
national  reserves  that  foreign  nations  hold  to  meet  unforeseen  contingencies. 
Thus  we  have  the  resix»nsibility  that  falls  upon  a  bank  to  maintain  at  all  times 
the  unquestioned  confidence  of  the  depositors  in  its  liquidity  as  well  as  its 
solvency. 

Wo  need  to  have  reserves  that  will  assure  that  our  depositors  can  si)end  their 
dollars  in  all  the  major  countries  of  the  world.  Some  of  these  countries,  notably 
in  Continental  Europe,  will  expect  the  United  States  as  a  bank  to  pay  them,  in 
effect,  not  in  dollars  but  in  gold  or  in  claims  on  the  International  Monetary  Fund 
as  they  acquire  dollars  beyond  their  customary  official  holdings  of  dollars.  They 
have  the  alternative  of  reinvesting  some  or  all  of  these  dollar  receipts  in  private 
markets— and  this  alternative  can  be  particularly  helpful  when  borrowing 
demands  in  the  European  capital  markets  are  heavy — but  there  is  likely  at  times 
to  be  some  cashing  of  dollars  into  gold. 

Although  the  world  has  come  a  long  way  toward  accepting  dollars  as  a  regular 
and  normal  proportion  of  world  reserves,  it  is  still  true  that  gold  comprises  about 
$40  billion  of  the  total  world  reserves  of  something  over  $70  billion.  The  gold 
ratio  is  substantially  higher  for  some  countries,  particularly  in  Europe.  And 
our  depositors,  in  some  cases,  feel  the  need  of  assurance  that  their  reserves  in 
the  form  of  dollars  are  adequately  protected  by  large  and  available  reserves  of 
gold  (or  the  equivalent  in  claims  on  the  IMF) . 

The  importance  of  the  factor  of  confidence  in  a  major  currency  was  demon- 
strated by  the  recent  experience  of  sterling.  The  international  monetary  system 
was  put  to  a  severe  test  by  the  devaluation  of  sterling  and  its  aftermath.  This 
challenge  was  met,  and  the  results  demonstrated  the  resilience  and  the  resistance 
of  the  system  to  a  difficult  series  of  political  and  financial  events.  The  private 
markets  for  gold  had  shown  nervousness  since  the  Mid-East  crisis  in  the  spring, 
and  the  devaluation  of  sterling  triggered  a  heavy  run  on  gold. 

A  statement  by  the  gold  pool  contributors  made  in  Frankfurt^  the  weekend 
after  devaluation  served  to  calm  the  market  substantially.  But  later,  rumors 
again  flooded  the  market — the  size  of  the  pool's  losses,  the  possible  withdrawal 
of  support  of  the  pool  and  the  possibility  of  limitations  of  some  sort  being  placed 
on  the  market. 

A  further  statement  by  me  as  Secretary  of  the  Treasury  and  by  the  Chairman 
of  the  Federal  Reserve  Board,  made  with  the  support  of  the  other  gold  pool  mem- 
bers, again  restored  comparative  calm.  But  the  factor  that  brought  more  endur- 
ing strength  to  the  gold  market  was  the  announcement  on  January  1  by  the 
President  of  a  forceful  U.S.  balance  of  payments  program.  With  only  a  few 
exceptional  days  the  market  has  been  much  better  balanced  in  1908. 

The  events  of  1907  accentuated  the  need  for  prompt  implementation  of  the 
International  Monetary  Fund  plan  for  multilateral  creation  of  supplementary 
reserve  assets.  The  strenuous  efforts  being  made  l)y  the  United  Kingdom  and  the 
United  States  to  eliminate  their  deficits  should  have  the  effect  of  markedly 
reducing  additions  to  dollar  and  sterling  reserves  held  by  other  countries.  At 
the  same  time  the  unreliability  of  new  gold  supplies  as  significant  additions  to 
the  world's  monetary  reserves  has  been  amply  demonstrated.  The  world's  mone- 
tary gold  stocks  may  actually  have  declined  by  as  much  as  $1  billion  in  1907. 

The  restoration  of  a  calmer  atmosphere  in  the  gold  market  could  ultimately 
lead  to  some  additions  of  gold  to  monetary  reserves.  But,  the  world  now  faces 
the  prospect  of  a  limited  i*ate  of  growth  in  reserves.  The  Subcommittee  on  Inter- 
national Exchange  and  Payments  of  this  committee  has  taken  a  leading  part  in 
drawing  attention  to  this  situation. 

The  problem  of  inadequate  growth  of  reserves  can  be  met  by  creating  Special 
Drawing  Rights  in  the  International  Monetary  Fund,  under  a  plan  unanimously 
approved  by  the  Fund  Governors  last  September.  Under  the  plan,  all  the  par- 
ticipating members  would  obtain  the  newly  created  assets  in  proportion  to  their 


'  See  exhibit  34. 


EXHIBITS  237 

quotas  in  the  Fund.  The  amount  of  druwing  rights  to  be  created  \Yould  be  deter- 
mined from  time  to  time,  normally  for  intervals  of  r»  years  in  advance,  in  such 
a  way  as  to  assure  an  adequate  but  not  excessive  rate  of  growth  in  global 
reserves.  There  is  ample  safeguard  against  excessive  use  of  this  authority  in 
the  provision  that  the  Managing  Director  will  make  a  proposal  for  creation  of 
the  new  drawing  rights  only  after  extensive  consultation,  and  proposals  will 
require  the  approval  of  85  percent  of  the  weighted  votes  of  participating  countries. 

In  order  to  make  sure  that  the  Special  Drawing  Rights  will  servo  effectively 
as  supplementary  reserve  assets,  countries  undertake  obligations  to  accept  them 
up  to  an  amount  that  will  always  equal  three  times  the  amount  of  Special 
I>rawing  Rights  that  may  be  created  for  them.  It  is  these  obligations  to  accept 
the  new  instrument  that  give  it  its  assured  backing ;  countries  may  also  accept 
larger  amounts  voluntarily  and  will  probably  do  so  as  the  instrument  becomes 
more  familiar  in  the  years  to  come. 

I  will  not  go  into  further  detail  here  on  the  Special  Di-awing  Rights,  but  will 
be  glad  to  submit  for  the  record  the  outline  plan  that  was  approved  in  September 
at  Rio  de  Janeiro,  and  a  statement  I  made  before  the  Subcommittee  on  Inter- 
national Exchange  and  Payments  of  this  commitee  on  September  14. 

I  am  pleased  to  report  that  the  process  of  drafting  amendments  to  bring  the 
plan  into  effect  is  going  forward  in  the  Fund.  After  their  completion  by  the 
Executive  Board,  scheduled  for  March  31,  1968,  by  the  Resolution  at  Rio,  the 
amendments  will  be  submitted  to  the  Governors  of  the  Fund  to  approve,  by  a 
simple  weighted  majority,  submission  to  governments  for  acceptance.  If  all 
goes  as  scheduled,  it  will  be  possible  to  present  the  amendments  to  the  Congress 
for  its  consideration  in  the  spring  of  this  year. 

The  plan  will  become  effective  in  the  constitutional  sense  when  the  amend- 
ments have  been  accepted  by  three-fifths  of  the  members  of  the  Fund  having 
80  percent  of  the  weighted  votes.  At  this  stage,  which  might  take  place  in  late 
1968  or  early  1969,  the  Managing  Director  and  the  members  can  make  a  deter- 
mination that  initial  activation  should  take  place.  This  will  require  the  approval 
of  85  percent  of  the  weighted  vote  of  the  participating  members. 

I  should  also  mention  that  the  Executive  Directors  will  prepare  a  second 
report  dealing  with  a  number  of  proposals  for  amendments  directly  related  to 
the  Special  Drawing  Rights  plan,  put  forward  for  study  primarily  by  the  mem- 
bers of  the  European  Economic  Community.  There  are  several  controversial 
proposals,  and  all  are  under  active  discussion  in  the  Executive  Board  of  the 
Fund.  A  report  must  be  made  to  the  Governors  by  March  31,  1968,  and  we  do  not 
yet  know  to  what  extent  some  questions  may  require  further  consideration  after 
that  date.  We  would  strongly  hope  that  the  controversial  issues  in  these  pro- 
posals, if  not  settled  promptly,  would  not  delay  ratification  of  the  Special  Drawing 
Rights  plan. 

Conclusion 

The  need  for  fiscal  restraint  is  the  dominant  feature  of  our  economic  situation, 
combined  with  less  inflationary  wage-price  decisions  and  direct  balance  of  pay- 
ments measures,  some  short  term  and  some  long  term.  In  the  present  setting, 
there  is  no  conflict  between  the  policy  prescription  for  both  the  domestic  economy 
and  the  balance  of  payments.  Each  would  be  improved  by  a  prompt  transition  to  a 
less  inflationary  environment.  Both  our  budget  and  our  balance  of  payments 
deficits  are  far  too  large  and  both  must  be  reduced.  The  action  program  to  shrink 
the  balance  of  payments  deficit  by  $3  billion  is  already  in  motion.  Corresponding 
action  is  urgently  required  on  the  President's  tax  program,  which  would  cut  our 
budget  deficits  in  fiscal  1968  and  1969  by  $16  billion  over  the  next  year  and  a  half. 


Exhibit  14.— Remarks  by  Under  Secretary  Barr,  October  4,  1967,  before  the 
Boston  Economic  Club,  on  economic  and  financial  policy 

One  of  the  oldest  litanies  in  the  Christian  Church  is  one  that  I  believe  dates 
back  to  around  400  A.D.  The  priest  chants  the  theme,  and  the  congregation 
responds  with  "Good  Lord  Preserve  Us."  The  priest  chants,  "In  times  of  be- 
reavement *  *  *  "  and  the  congregation  responds,  "*  *  *  Good  Lord  Preserve  Us," 
or  "In  times  of  plague  *  *  *"  and  the  response,  "*  *  *  Good  Lord  Preserve  Us." 
One  section  of  the  litany  has  always  intrigued  me.  It  goes,  "In  times  of  pros- 
perity *  *  *"  "Good  Lord  Preserve  Us." 

I  am  sure  that  this  ancient  bit  of  human  wisdom  is  repeated  in  most  other 
religions  in  one  form  or  another.  My  friends  who  are  better  acquainted  than  I 
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am  with  tlieolotiy  have  cxidaiiKMl  to  inc  that  the  chant  refers  to  (he  tlieoloj^ical 
heliof  that  men  tend  to  become  morally  llahhy  in  limes  when  life  is  easy. 

I  have  often  thoufjht,  however,  that  the  ancient  litany  has  a  different  and 
special  signiticance  for  Secretari(>s  of  the  Treasury  of  the  United  States.  A 
distinguished  resident  of  tliis  community,  Professor  Paul  Samuels(»n,  has  said 
on  occasion  that  "The  job  of  Secretary  of  the  Treasury  can't  be  an  easy  one; 
it's  to  suffer."  I  will  argue  today  that  their  suffering  is  compounded  in  times  of 
prosi^erity,  and  most  particularly  in  times  of  excessive  prosiierity. 

Today,  a  Secretary  of  the  Treasury  wlio  fought  long  and  hard  for  tax  re- 
duction as  the  keystone  of  long-run  national  economic  policy  is  pressing  the 
case  for  a  tax  increase.  And,  throughout  Government,  the  public  purse  strings 
must  be  pulled  tighter.  For  these  are  the  times  when  the  lessons  of  the  "new" 
economics  merge  with  those  of  the  "old."  Economy  takes  on  its  traditional  mean- 
ing and  a  measure  of  fiscal  restraint  is  es.sential  to  the  national  intei-est. 

I  now  would  like  to  take  just  a  few  moments  to  place  my  theme  and  our  current 
dilemma  in  a  historic  persi>ective. 

The  economic  debate  in  this  country  over  the  past  quarter-century  has  in  large 
measure  revolved  around  the  question  of  how  to  maintain  prosperity  through 
the  full  utilization  of  our  labor,  our  plant,  and  our  savings.  In  1!)4(),  when  our 
GNP  was  running  at  a  rate  then  estimated  at  some  .?97  billion,  I  can  remember 
my  distinguished  professors  at  Harvard  exhorting  everyone  in  .sight  to  use 
all  possible  ingenuity  to  get  rates  well  beyond  .$100  billion  per  year.  With  un- 
employment still  far  too  high  in  1940,  there  was  ample  cause  for  concern. 

It  has  often  been  pointed  out  that  the  great  depression  left  my  generation 
oriented  toward  material  considerations.  I  believe  that  this  is  probably  correct. 
We  were — and  perhaps  are — rather  materialistic  in  our  outlook. 

Perhaps  it  is  time  someone  said  a  few  w^ords  in  defense  of  mateiialism.  As 
is  so  often  the  case,  I  find  that  someone  has  already  said  them.  Not  Professor 
Samuelson  this  time,  although  they  do  appear  as  a  preface  to  a  chapter  in  his 
textbook,  where  Francis  Hackett  is  quoted  to  good  effect : 

"I  believe  in  materialism  *  *  *  I  believe  in  all  the  proceeds  of  a  healthy 
materialism — good  cooking,  dry  houses,  dry  feet,  sewers,  drainpipes,  hot  water, 
baths,  electric  lights,  automobiles,  good  roads,  bright  streets,  long  vacations 
away  from  the  village  pump,  new  ideas,  fast  horses,  swift  conversation,  theatres, 
operas,  orchestras,  bands  *  *  *  I  believe  in  them  all,  for  everybody.  The  man  who 
dies  without  knowing  these  things  may  be  as  exquisite  as  a  saint,  and  as  rich 
as  a  poet ;  but  it  is  in  spite,  not  because,  of  his  deprivation." 

A  materialistic  outlook  in  this  better  sense  possibly  accounts  in  some  measure 
for  the  emphasis  we  have  seen  in  this  past  quarter-century  on  .science  and  tech- 
nology, on  sophisticated  techniqvies  of  business  management,  and  on  conscious 
use  of  national  economic  policy  to  promote  economic  expansion. 

Our  success  in  all  these  areas  has  been  little  short  of  spectacular.  As  a  result, 
the  vast  majority  of  the  people  in  this  nation  have  reached  a  level  of  affluence  few 
w^ould  have  dreamed  possible  in  1940.  The  interaction  of  our  success  in  the 
areas  of  science  and  technology,  business  management,  and  our  use  of  national 
economic  policy  has  changed   this  country   mightily. 

On  the  whole,  I  believe  that  the  change  has  been  to  the  good.  I  believe  that 
the  American  economy  running  at  full  employment  is  a  mighty  engine  of  social 
progress  and  reform.  I  believe  that  it  has  brought  the  opportunity  for  a  useful 
and  productive  life  to  millions  of  American  men  and  women  whose  usefulness 
might  well  have  been  lost — as  it  was,  for  a  time,  in  the  depression  decade.  I 
believe  that  our  success  has  enabled  us  to  export  a  measure  of  hope  to  a  large 
portion  of  the  world  where  in  much  of  recorded  history  hope  had  been  non- 
existent. 

Having  said  all  this,  I  must  also  say  that  no  hiunan  situation  is  perfect,  and 
even  prosperity — as  the  ancient  divine  so  clearly  recognized — has  its  problems. 
The  problems  are  clearly  visible  from  the  United  States  Treasury.  Let  me  cite  just 
a  few  of  the  problems  that  have  developed  in  the  wake  of  the  prosperity  that  has 
characterized  this  last  quarter-century. 

— Twenty-five  years  ago  the  problems  of  pollution,  decay  in  our  cities,  and 
the  gap  between  haves  jind  have-nots  in  our  country  w^ere  present,  but  not  in 
the  magnitude  nor  with  the  urgency  that  they  afflict  us  today. 

— The  pressures  on  our  .systems  of  tran.sportation  and  our  higher  educational 
complex  were  simjily  not  present  2.5  years  ago. 

— The  intensity  of  present  denmnds  on  our  capital  markets  and  our  savings 
was  not  dreamed  of  during  an  era  in  which  .3-montli  Treasury  bill  rates  had 
remained  below  1  percent  for  15  years  (between  1932  and  1947). 
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— The  perils  of  iuflatiou  were  usually  shrugged  off  as  pure  theory  or  appli- 
cable only  to  situations  in  which  "printing  press"  money  was  used. 

— The  danger  implicit  in  a  balance  of  payments  deficit  was  a  subject  so 
esoteric  that  it  was  rarely  alluded  to  in  academic  circles. 

The  real  measure  of  a  nation,  in  my  opinion,  is  its  willingness  to  recognize 
and  acknowledge  new  problems  as  they  arise.  I  personally  take  great  pride  in 
the  fact  that  we  in  this  nation  do  recognize  and  are  fighting  for  answers  in  the 
areas  of  pollution,  urban  decay,  transportation,  education,  poverty,  financial 
imbalances,  homebuilding,  inflation,  and  the  balance  of  payments.  Solving  many 
of  these  problems  will  not  be  easy — perhaps  not  as  easy  as  resolving  the  question 
of  how  best  to  promote  overall  economic  growth.  But  we  are  attacking  these 
areas  ;  we  are  responding  to  the  challenge. 

These  problems^ — the  ones  associated  with  normal,  healthy  economic  grovv^th — 
have  been  under  attack  for  several  years.  They  must  be  attacked  head-on,  for 
they  cannot  be  avoided.  AVe  cannot  and  should  not  accept  stagnation  as  an 
escape  from  the  difficulties  that  come  with  healthy  and  desiral)le  growth.  At 
the  moment,  however,  the  country  is  preparing  to  attack  a  new  issue — the 
question  of  how  to  head  off  the  perils  of  an  unhealthy  and  excessive  rate  of 
expansion  resulting  from  a  resurgent  demand  from  the  private  sector  and  a 
continuing  heavy  demand  from  the  Federal  Government.  These  new  perils  can 
and  must  be  avoided. 

You  may  well  ask  at  this  point,  "Why  all  the  fuss?"  "What  is  so  different 
in  this  current  situation?"  "Just  what  are  the  perils  of  an  unhealthy  and  excessive 
rate  of  expansion?"  Let's  try  to  answer  the  second  question  first  and  examine 
some  of  the  differences  between  the  current  situation  and  those  of,  say,  a  few 
years  ago.  It  seems  to  me  that  the  main  differences  are  : 

1.  The  economy  is  operating  in  the  full  employment  range. — In  contrast  to 
the  situation  of  a  few  years  ago,  there  is  no  longer  any  sizable  margin  of 
unutilized  resources  upon  which  the  economy  can  draw,  and  skilled  labor  is 
scarce.  To  be  sure,  the  slowdown  in  the  early  part  of  this  year  caused  the  average 
industrial  operating  rate  to  fall  hack  somewhat,  but  unemployment  remains  below 
4  percent.  Relatively  full  utilization  of  resources  places  a  fairly  definite  limit 
on  the  rate  at  which  national  output  can  safely  expand. 

It  is  estimated  that  at  full  employment  the  overall  productive  capacity  of  the 
economy  now  grows  by  about  4  percent  annually.  Over  the  next  year  or  so.  real 
output  could  probably  grow  at  a  little  more  than  4  percent,  perhaps  4I/2  percent 
or  even  5  percent,  while  plant  utilization  rates  are  rising.  Allowing  for  a  2V2 
percent  rise  in  prices — as  measured  by  the  so-called  GNP  deflator — GNP  in 
current  prices  might  safely  rise  by  7  percent  or  so  in  the  next  year.  As  a  steady 
diet,  this  would  be  a  shade  too  much  since  price  rises  of  '2^-2  percent  to  3  percent 
annually  are  too  large.  But,  if  the  rise  of  GNP  in  current  prices  were  held  to  7 
percent  or  so  in  the  next  year,  we  would  bp  on  a  path  leading  to  a  less  in- 
flationary environment. 

We  no  longer  are  in  a  situation  where  strong  rises  in  demand  will  yield 
sizable  gains  in  output  and  employment.  Instead,  if  the  total  of  public  and 
private  spending  were  allowed  to  rise  at  an  excessive  rate,  the  consequences 
would  be  sharply  higher  prices.  Therefore,  with  the  economy  nearing  unsafe 
speed,  we  cannot  keep  a  heavy  foot  on  the  accelerator.  We  must  throttle  back 
to  a  safer  cruising  speed. 

2.  Price  and  cost  pressures  are  readily  apparent. — Tlie  upsurge  in  demand  in 
late  1965  and  early  1966,  associated  with  the  early  impact  of  the  Vietnam  buildup, 
was  checked  by  monetary  and  fiscal  restraint.  But,  one  unwelcome  consequence 
of  that  burst  of  spending  was  the  disruption  of  a  previous  pattern  of  cost-price 
stability.  For  example,  the  wholesale  price  index  rose  by  ZV2  percent  between 
mid-1965  and  mid-1967  in  contrast  to  a  total  increase  of  less  than  3  percent  dur- 
ing the  previous  four  years.  Similarly,  the  wholesale  prices  of  industrial  com- 
modities rose  by  about  3%  percent  between  niid-1965  and  early  1967  in  contrast 
to  a  total  increase  of  less  than  2  percent  during  the  previous  A^n  years.  Tlie 
consumer  price  index  rose  by  5^/^  percent  between  mid-1965  and  mid-1967,  only 
slightly  less  than  its  total  rise  in  the  previous  4  years. 

In  delayed  reaction  to  the  burst  of  demand  in  1965  and  1966,  cost  pressures 
have  intensified.  By  the  middle  of  1966,  labor  costs  per  unit  of  output  in  manu- 
facturing had  risen  al)out  2i/4  percent  over  mid-1965,  but  were  still  below  the 
level  of  early  1961.  But,  by  the  middle  of  this  year,  they  had  risen  a  further 
^V-z  percent.  AVith  strong  "cost-push"  factors  already  present  in  the  economy, 
a  renewed  burst  of  demand  could  start  wages  and  prices  on  an  upward  spiral. 
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3.  Interest  rates  are  already  at  or  near  last  year's  levels. — Another  crucial 
difference  between  the  present  situation  and  that  of  several  years  ago,  is  the 
height  of  interest  rates  and  the  degree  of  credit  availability.  Let  me  say  that 
after  last  year's  "credit  crunch,"  I  have  no  desire  whatsoever  to  see  a  repeat 
performance — and  I  don't  think  anyone  else  does  either.  But,  wishing  will  not 
make  it  so.  If  we  are  determined  to  avoid  a  repetition  of  last  year's  diflSculties, 
we  must  avoid  undue  reliance  on  monetary  policy  to  achieve  restraint. 

Last  year  the  combination  of  strong  credit  demands  and  monetary  restraint 
pushed  interest  rates  to  peak  levels.  By  late  summer  and  early  fall,  not  only 
was  credit  expensive,  its  availability  was  severely  limited. 

Prompt  action  was  necessary  last  fall  to  relieve  the  overall  pressure  on  finan- 
cial markets  and  calm  the  feverish  competition  for  savings.  That  action  was: 
forthcoming.  It  included  temporary  .suspension  of  the  investment  credit,  inter- 
est-rate ceilings  on  consumer-type  time  deposits,  and  a  temporary  slowdown  on 
agency  financings  and  sales  of  participation  certificates.  The  improvement  in 
financial  markets  was  dramatic.  Now,  a  year  later,  the  situation  is  substantially 
different. 

Savings  flows  to  thrift  institutions  have  been  at  record  levels  this  year. 
Mortgage  commitments  have  been  rising  strongly.  The  recovery  in  residential 
building  has  carried  the  seasonally  adjusted  annual  rate  of  housing  starts  back 
to  nearly  1.4  million  units  in  contrast  to  an  August  19G6  low  of  about  850 
thousand.  Commercial  bank  credit  has  risen  at  a  13  percent  annual  rate  in  the 
first  8  months  of  this  year  as  the  Federal  Reserve  has  pursued  a  course  of  rela- 
tive monetary  ease. 

In  short,  credit  is  much  more  readily  available  now  than  it  was  a  year  ago. 
But,  there  is  a  disturbing  similarity  between  the  two  periods.  Interest  rates, 
especially  long-term  rates,  are  back  at  very  high  levels  despite  a  continuing  policy 
of  monetary  ease  since  last  fall.  Basically,  this  is  because  private  demands  for 
credit  have  been  extremely  heavy  this  year,  partly  in  reaction  to  last  year's 
squeeze.  Also,  the  private  demands  for  credit  are  probably  reflecting  the  faster 
pace  of  economic  activity  since  late  spring. 

Net  Federal  credit  demands  have  been  relatively  modest  although  the  picture 
is  changing  now.  Net  Federal  demands  on  the  private  credit  markets  can  be 
measured  by  the  change  in  private  holdings  of  Federal  credit  instruments,  in- 
cluding Federal  agency  securities  and  participation  certificates  along  with 
Treasury  issues,  by  excluding  the  change  in  holdings  of  the  Government  invest- 
ment accounts  and  the  Federal  Re.serve.  On  this  basis.  Federal  credit  demands 
were  only  about  $3  billion  during  calendar  196G  in  a  total  credit  flow  of  some 
$70  billion.  In  the  fiscal  year  ending  this  past  June  30,  the  net  contribution  of 
the  Federal  sector  to  total  credit  demands  was  actually  negative,  or  near  neutral- 
ity after  allowance  for  an  unusually  low  Treasury  cash  balance  at  the  end  of 
the  fiscal  year.  But,  in  the  current  fiscal  year,  even  with  tax  and  exi>enditure  ac- 
tion, net  Federal  demands  on  the  credit  markets  will  rise  to  the  $10  to  $12  billion 
range.  In  the  ab.sence  of  tax  action,  that  figure  would  soar  to  the  $20  billion 
range.  This  would  be  beyond  the  capacity  of  the  markets  to  handle  at  anything 
like  the  current  level  of  interest  rates. 

Frankly,  even  current  levels  of  interest  rates  are  higher  than  we  like  to  see 
them.  And,  without  tax  and  expenditure  action,  there  would  be  only  one  way  for 
interest  rates  to  go — up  from  their  present  high  levels.  In  contrast  to  the  situa- 
tion of  several  years  ago,  interest  rates  are  already  high  and  the  financial  .sys- 
tem is  wound  up  pretty  tightly.  Liquidity  is  at  a  premium.  We  have  to  operate 
cautiously  in  such  an  environment.  Therefore,  we  need — and  need  very  badly  in 
my  opinion — an  extra  degree  of  fiscal  restraint. 

4.  Too  rapid  expansion  can  hurt  our  trade  balance. — Recent  experience  also 
highlights  the  importance  from  a  balance  of  payments  standpoint  of  holding 
the  domestic  expansion  within  prudent  limits.  During  the  years  1901  through 
1964,  GNP  in  current  prices  rose  by  an  average  of  about  6  percent  per  year — 
more  in  some  years,  le.ss  in  others.  During  that  period,  our  trade  surplus  ro.se 
by  nearly  $2  billion.  It  was  $4.8  billion  in  1960  and  $6.7  billion  in  1964,  when 
there  were  special  favorable  factors.  Not  all  of  the  improvement  is  directly 
attributable  to  the  relatively  moderate  rate  of  domestic  expansion.  Our  exports 
depend  upon  the  pace  of  business  activity  abroad  and  there  are  other  complicat- 
ing factors. 

In  striking  contrast,  during  1965  and  1966  when  GXP  in  current  prices  rose 
at  rates  between  8  percent  and  9  percent,  there  was  an  extremely  sharp  rise  in 
our  imports.  Even  though  exports  continued  to  rise,  the  trade  surplus  narrowed 
to  $4.8  billion  in  1965  and  to  $3.7  billion  in  1966.  Indeed,  by  the  last  quarter  of 
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19G6,  the  trade  surplus  bad  shrunk  to  a  $2.9  billion  annual  rate.  With  a  slower 
rate  of  expansion  this  year,  the  trade  surplus  recovered  to  a  $4.0  billion  rate  in 
the  first  quarter  and  improved  further  to  a  $4.5  billion  rate  in  the  second  quarter. 

An  overly  rapid  rate  of  domestic  expansion  can  hit  our  trade  balance  from 
both  sides.  As  recent  experience  clearly  shows,  the  rise  in  imports  is  abrupt 
when  the  economy  presses  hard  against  capacity.  Too  rapid  domestic  expansion 
can  also  undercut  our  ability  to  export.  In  the  interest  of  payments  equilibrium, 
we  must  keep  our  exports  competitive.  There  can  be  little  doubt  that  a  sustained 
upward  drift  in  our  costs  and  prices  relative  to  those  abroad  would  soon  begin 
to  affect  our  competitive  position  adversely. 

5.  We  are  fighting  a  costly  war. — Extra  expenditures  for  Vietnam  are  Tun- 
ing at  a  rate  in  excess  of  $22  billion  per  year.  While  those  expenditures  do  not 
bear  as  heavily  on  the  economy  as  defense  expenditures  did  at  the  time  of  Korea, 
their  impact  most  certainly  is  felt.  Without  Vietnam,  Federal  administrative 
budget  expenditures  would  amount  to  only  some  14  percent  of  gross  national 
product  in  fiscal  1968 ;  with  Vietnam  included.  Federal  expenditures  may  rise  to 
17  percent  or  a  bit  more.  This  would  be  about  the  level  of  1955  and  1959  and 
well  below  the  21  percent  reached  at  the  time  of  Korea.  But,  it  would  amount 
to  an  appreciable  rise  over  the  14.8  percent  ratio  in  fiscal  1965. 

These  are  the  crucial  differences  in  the  economic  picture  at  the  moment  and 
the  picture  as  it  appeared  in  1964.  Now,  what  about  those  perils  of  an  unhealthy 
and  excessive  rate  of  expansion?  I  would  list  them  as  follows : 

- — We  are  in  grave  danger  of  losing  control  of  a  relatively  stable  price 
structure. 

— Sharply  higher  prices  throw  wage-price  relations  out  of  kilter  and  set  the 
stage  for  a  cost-push  inflation. 

— ^Cost-push  pressures  tend  to  narrow  profit  margins  and  encourage  efforts  to 
raise  prices, 

— ^Sharply  higher  prices  put  the  nation  at  a  severe  disadvantage  in  our  com- 
petitive relationships  internationally. 

— At  home,  the  burden  of  higher  prices  falls  cruelly  on  those  least  able  to  pro- 
tect themselves. 

— And,  of  course,  a  strong  resurgence  of  private  demand,  unchecked  by  tax  and 
spending  actions,  can  create  some  very  bad  days  ahead  for  the  Treasury  debt 
managers  and  for  everyone  who  borrows  money. 

If  our  experience  since  1960  is  any  guide,  it  would  seem  that  we  as  individuals, 
as  corporations,  and  as  a  nation  prosper  most  when  our  rate  of  growth  is  held 
within  the  bounds  of  our  productive  capacity.  Perhaps  in  this  town  of  invest- 
ment advisors  you  believe  that  you  can  protect  yourselves  against  inflation.  Per- 
haps you  can  protect  a  small  minority  of  our  people  for  some  period  of  time. 
But  inevitably  the  well-being  of  your  clients  can  not  be  divorced  from  the  well- 
being  of  the  nation  as  a  whole.  Parenthetically  I  might  add  that  I  do  not  envy 
those  of  you  who  are  keeping  your  clients  ahead  of  the  game  as  "in  and  outers" 
in  stocks  that  I  can  only  rarely  identify. 

In  conclusion,  I  would  argue  that  the  risks  and  perils  that  confront  us  are 
formidable  but  avoidable.  The  prudent  course  for  this  nation  to  follow  is  clearly 
set  forth  in  the  President's  recommendations.  I  can  only  hope  that  next  year 
as  I  join  the  litany  "In  Times  of  Prosperity  *  *  *  Good  Lord  Preserve  Us,"  I 
will  be  referring  to  our  moral  flbre  and  not  our  national  economic  well-being. 


Exhibit  15. — Remarks  by  Under  Secretary  Barr,  June  25,  1968,  before  the  Town 
Hall  of  California,  Los  Angeles,  California,  on  potential  claims  on  the  Federal 
budget 

The  Battle  for  Resources — Diplomacy  versus  Domesticity 

On  April  26,  Dr.  Otto  Eckstein,  Professor  of  Economics  at  Harvard  University, 
made  a  statement  before  the  American  Statistical  Association  that  intrigued  me 
enormously.  Dr.  Eckstein  was  attempting  to  analyze  the  potential  claims  on 
the  Federal  budget  over  the  next  2  years  under  various  sets  of  economic  assump- 
tions. With  his  permission,  I  will  today  try  to  add  a  political  dimension  to  his 
remarks. 

For  years  I  have  bemoaned  the  demise  of  "political  economy."  I  have  argued 
that  i)olitical  scientists  and  economists  have  suffered  from  the  dichotomy  that 
developed  early  in  this  century.  So  by  adding  a  political  dimension  to  Otto's 


242     19  6S  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

remarks,  I  will  be  practicing  what  I  have  i>rca(b('(l,  and  liopffully  will  be 
coutrilmting  to  an  analysis  of  an  issue  that  can  well  be  the  subject  of  furious 
(l(«bate  in  this  nation  in  the  immediate  future. 

Now  just  what  did  Dr.  Eckstein  say?  He  introduced  his  theme  with  this 
statement : 

"Recent  studies  have  assumed  that  the  crisis  in  the  Federal  budget  will 
come  to  a  quick  end  once  the  Vietnam  war  is  over.  The  war  is  costing  close 
to  $30  billion.  If  .$20  billion  of  budget  resources  could  be  released,  there  should 
be  ample  room  for  substantial  increases  in  social  spending,  as  well  as  tax  re- 
ductions for  increased  private  consumption  and  investment.  With  a  normal  Fed- 
eral revenue  growth  of  over  $10  billion  a  year,  one  would  hope  that  the  Federal 
budget  would  be  in  much  less  of  a  squeeze  than  today. 

"This  cheerful  prospect  could  easily  dim  over  the  next  several  years." 

He  then  made  these  points. 

1.  It  will  be  extremely  difficult  to  get  defense  spending  down  in  the  near 
future. 

2.  Traditional  civilian  Goverament  programs  will  cost  more  as  population 
grows  and  the  demand  for  services  increases. 

3.  Much  of  the  revenue  growth  that  we  can  expect  in  a  growing  economy 
must  be  used  to  reduce  our  current  budget  deficits. 

I  agree  with  the  conclusions  that  Dr.  Eckstein  has  reached  and  I  would  like 
to  comment  briefly  on  each  of  the  three  points. 

If  the  Defense  Department  is  to  maintain  its  current  mission  in  the  world — 
a  mission  that  is  defined  by  our  diplomatic  objectives — I  would  seriously  doubt 
that  any  sizable  reduction  can  be  made  in  the  defense  budget  in  the  foreseeable 
future.  Our  experience  in  Korea  indicates  that  the  cessation  of  hostilities  does 
not  mean  that  we  can  pull  our  troops  back  home  and  forget  about  the  area. 
Our  position  in  Southeast  Asia  can  be  even  more  difficult  than  the  situation 
we  faced  in  Korea.  There  is  no  heavily  reinforced  17th  parallel  behind  which 
we  can  retire  with  comparative  security. 

We  have  been  fighting  this  war  on  a  very,  very  lean  budget.  There  is  no 
evidence  that  we  have  piled  up  surplus  stocks  in  ordnance,  ammunition,  air- 
craft, or  naval  vessels.  On  tlie  contrary,  I  would  estimate  that  a  cessation  of  hos- 
tilities would  result  in  great  pressures  to  rebuild  stocks  in  military  supplies 
and  equipment  to  a  more  acceptable  level.  Similar  pressures  might  be  expected 
to  increase  defen.se  expenditures  for  research  iind  development  and  to  inqtrove 
our  readiness  po.sture  and  strategic  capability.  These  kinds  of  expenditures  are 
already  beginning  to  move  up  again  after  being  cut  back  earlier. 

One  way  of  looking  at  the  situation  is  as  follows.  In  fiscal  year  1965  our  spend- 
ing for  defense  and  international  affairs  was  running  at  a  rate  of  about  $54 
billion  a  year.  By  fiscal  1970  inflation  will  have  added  about  15  percent-20  percent 
to  those  basic  costs,  or  about  $9i/^  billion.  Thus  a  1965  effort  would  cost  about 
$63  billion  in  fiscal  1970.  We  are  currently  spending  at  the  rate  of  roughly  $28 
billion  a  year  in  Southeast  Asia  in  activities  directly  related  to  the  Vietnamese 
engagement.  While  it  is  not  completely  accurate  to  add  this  total  cost  to  the  $63 
billion  base  I  referred  to,  it  at  least  gives  us  the  basis  of  comparison.  It  indicates 
that  in  fiscal  1970  we  would  be  spending  about  $91  billion  a  year  if  Vietnam  ex- 
penditvires  continued  at  their  present  level  and  we  maintained  the  same  force 
readiness,  strategic  capability,  r  &  d  expenditures,  and  international  affairs  ex- 
penditures that  prevailed  in  1965.  Or,  to  work  around  another  way,  the  figures 
would  indicate  that  the  Defense  Department  this  fiscal  year  is  spending,  in  terms 
of  real  resources,  10  percent-15  percent  less  on  all  requirements,  except  Vietnam, 
than  it  was  spending  in  1965 — roughly  the  equivalent  of  $46V->  billion  against 
a  .$491/^  billion  level  prevailing  at  that  time,  while  expenditures  on  international 
affairs  and  finance  are  also,  in  the  same  terms,  down  by  one-quarter  billion 
dollars  to  one-half  billion  dollars. 

I  can  only  conclude  that  if  the  State  Department  maintains  its  current  diplo- 
matic objectives  and  if  the  Department  of  Defense  defines  its  mission  relative 
to  these  objectives  as  it  did  in  1965,  then  there  is  not  much  opportunity  for  sub- 
stantial budget  cutting  in  this  area  in  the  foreseeable  future. 

The  second  point  that  Dr.  Eckstein  makes  is  also  unquestionably  true.  The 
traditional  operations  of  this  (government  nuist  almost  of  necessit.v  grow  as  the 
country  grows.  The  voUmie  of  mail  to  be  delivered  grows  at  the  rate  of  three 
billion  pieces  a  year ;  the  number  of  income  tax  returns  to  be  processed  ri.ses  at 
the  rate  of  three  million  a  year  :  the  number  of  visits  to  our  parks  and  our  national 
forests  increases  at  the  rate  of  20  million  or  more  a  year.  I  do  not  believe  that  there 
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is  any  disagi-eement  that  the  traditional  services  of  the  Government  must  grow 
in  a  growing  country.  Back  in  1961  Mr.  Maurice  Stans  estimated  that  a  rate  of 
growth  of  $2%  billion  to  $3  billion  a  year  in  the  Federal  budget  was  probably 
necessary  to  keep  up  with  the  growth  of  the  country. 

Dr.  Eckstein  pointed  out  that  the  normal  growth  in  our  revenues  which  we  can 
expect  in  a  growing  economy  would  be  needed  in  the  immediate  future  to  reduce 
the  Federal  deficits  we  have  been  running.  This  statement  is  surely  incontrovert- 
ible. Demands  for  capital  in  this  nation  and  in  the  world  are  enormous  and  I 
cannot  see  how  we  can  contemplate  orderly  capital  markets  or  price  stability  if 
the  Federal  Government  is  forced  to  borrow  to  meet  deficits  in  excess  of  $20 
billion  a  year. 

Dr.  Eckstein  uses  this  line  of  reasoning  to  support  his  argument  for  a  tax 
increase  and  rigid  controls  over  military  and  old-line  civilian  Government  ex- 
penditures. In  my  opinion  his  analysis  points  up  an  even  more  pervasive  issue — 
the  coming  struggle  over  the  budget — or  as  I  have  put  it,  diplomacy  versus 
domesticity.  Let  me  say  at  this  point  that  in  the  coming  struggle  I  will  be  an 
interested  bystander.  My  10  years  of  public  service  will  end  on  January  20.  There- 
fore, as  I  now  attempt  to  add  a  political  factor  to  the  economic  calculus  that  Dr. 
Eckstein  has  described,  it  can  be  assumed  that  I  will  be  reasonably  impartial. 

I  foresee  an  intense  struggle  between  those  advocating  diplomatic  objectives 
and  those  arguing  for  domestic  requirements  for  the  next  4  years.  A  tax  in- 
crease will  help  to  make  that  struggle  less  acrimonious.  Tough-minded  expenditure 
control  will  help  to  produce  the  sanae  result.  But  I  can  only  conclude  that  neither 
mil  be  sufficient  to  head  off  a  conflict. 

As  we  move  from  economics  into  the  area  of  politics,  I  would  like  to  comment 
briefly  flrst  on  the  diplomatic  arguments.  I  see  no  reason  to  apoligize  for  the 
diplomatic  objectives  of  the  United  States  for  the  past  23  years.  In  fact,  I  would 
venture  to  predict  that  many  of  us  will  look  back  on  these  years  as  a  time  of 
shining  idealism — our  golden  years.  Under  the  .shield  of  our  defense  establish- 
ment, the  free  world  has  achieved  a  huge  growth  in  world  trade,  a  free  flow  of 
funds  between  nations,  an  unparalleled  expansion  of  tourism,  and  truly  remark- 
able achievements  in  the  development  of  areas  which  had  known  only  poverty, 
ignorance,  and  disease  throughout  recorded  history.  I  am  not  going  to  throw 
any  rocks  today  at  the  Department  of  State  or  the  Department  of  Defense. 

In  his  analysis,  however,  it  seems  to  me  that  Dr.  Eckstein  has  left  out  some 
very  potent  changes  that  have  occurred  in  this  nation  in  the  past  4  years  which 
lend  credence  to  my  contention  that  a  fierce  battle  for  budget  resources  will  be 
waged.  These  changes  were  initiated  by  the  extraordinary  man  who  helped 
start  my  public  career  and  whom  I  have  served  with  affection  for  almost  5 
years — Lyndon  Baines  Johnson.  In  1965  the  Congress  enacted  a  landmark  bill 
to  provide  Federal  assistance  to  elementary  and  secondary  education.  In  that 
year  it  also  passed  the  legislation  establishing  medicare  and  medical  aid.  In 
those  two  pieces  of  legislation  the  country  established  enormous  potential  claims 
on  its  revenues,  claims  that  were  backed  up  by  a  knowledgeable  and  forceful 
political  clientele.  Almost  for  the  first  time  in  the  history  of  the  Republic  we 
created  a  strong  political  challenge  to  the  allocations  of  resources  for  the  defense 
of  the  nation. 

Let  me  illustrate  my  point.  There  are  22  thousand  school  districts  in  the 
United  States.  Almost  without  exception  every  district  would  spend  more  if 
their  budgets  would  allow.  I  need  not  remind  you  of  the  political  muscle  that 
millions  of  parents,  teachers,  and  school  administrators  can  swing  in  this  nation. 
The  passion  for  education  has  characterized  our  national  history.  For  the  first 
time  elementary  and  secondary  education  now  has  a  claim  on  our  Federal 
revenues,  and  I  would  estimate  that  the  claimants  will  be  after  us  with  the 
ferocity  of  a  tiger.  These  programs  are  probably  seriously  under-funded  at 
the  moment,  and  given  any  letup  in  Vietnam,  the  demands  will  be  clamorous 
and  insistent — no  matter  which  political  party  is  in  power. 

This  nation  has  been  one  of  the  last  of  the  great  industrial  nations  to  move 
to  a  system  of  health  insurance.  There  is  no  need  for  me  to  elaborate  on  the 
costs — present  and  potential.  There  is  no  need  for  me  to  dwell  on  the  history  of 
other  nations  and  the  response  to  these  demands  for  medical  care.  Suffice  it  to 
say  that  here  again  we  have  opened  the  doors  of  the  Federal  Treasury  to  huge 
demands. 

I  would  estimate  that  no  political  party,  and  no  President,  can  rever.se  or 
even  slow  down  apprecial»Iy  the  demands  tliat  will  come  from  the  country  in  the 
areas  of  education  and  health.  While  education  and  health  will,  in  my  opinion, 
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prove  to  be  the  most  politically  potent  claims  on  our  resources  in  the  years 
immediately  ahead,  let  me  list  a  few  other  claims  with  enormous  political 
muscle. 

The  problems  of  our  cities  have  unquestionably  grown  to  almost  intolerable 
proportions — pollution,  transportation,  adequate  housing — and  the  whole  gamut 
of  problems  associated  with  the  ghettos.  The  costs  associated  with  these  projects 
are  staggering.  In  one  area  alone — housing — to  move  from  the  current  level  of 
about  1,400,000  starts  a  year  to  a  2,000.000  rate  which  is  widely  advocated  at 
the  moment,  would  place  at  least  an  additional  $20  billion  strain  on  our  credit 
markets  annually,  and  unquestionably  an  additional  strain  on  our  Federal 
budgetary  resources.  The  other  issues  which  I  have  mentioned — ^pollution,  urban 
transportation,  and  the  problems  of  the  ghetto — fall  roughly  into  the  same 
category  as  housing.  Financing  these  programs  will  be  a  great  additional  burden 
on  our  capital  markets  and  on  State  and  local  government  tax  revenues.  In  addi- 
tion, unless  I  am  sadly  mistaken,  they  are  going  to  produce  a  sizable  claim  on  our 
Federal  tax  revenues. 

The  programs  I  have  just  mentioned  will  not  lack  in  political  appeal  and  can 
also  prove  to  be  an  effective  challenge  to  the  claims  on  our  resources  generated 
by  Defense  and  State.  None  of  us  relishes  the  prospect  of  a  China  armed  with 
ballistic  missiles  aimed  at  this  city  without  an  effective  deterrent — even  if  the 
cost  is  huge.  But,  on  the  other  hand,  none  of  us  relishes  the  idea  of  resting 
securely  behind  an  antiballistic  missile  system  if  we  are  slowly  choking  to 
death  in  a  polluted  atmosphere.  None  of  us  looks  forward  to  a  world  in  which 
adventurers  can  prey  with  some  degree  of  impunity  on  weaker  nations.  But  I 
think  that  most  of  us  would  like  to  get  to  work  without  spending  our  days  in 
endless  ti-aflic  jams.  The  possibility  of  Communist  probing  and  troublemaking 
in  Europe  resulting  from  a  draw  down  of  our  NATO  forces  is  not  pleasant  to  con- 
template but,  on  the  other  hand,  the  civil  disturbances  we  have  had  in  the  past 
year  in  our  cities  are  very  real  and  very  close  indeed. 

As  if  the  battle  for  the  allocation  of  domestic  resources  were  not  serious 
enough,  our  diplomacy  faces  a  severe  challenge  in  its  claims  on  the  foreign  ex- 
change which  this  nation  can  earn.  There  is  not  sufficient  time  today  to  deal  with 
the  history  of  the  U.S.  balance  of  payments  for  the  past  17  years.  In  addition,  I 
am  certain  that  the  news  stories  which  have  run  since  last  November  18 — the  date 
of  the  British  devaluation — have  brought  home  to  all  of  you  the  severity  of  the 
problem  that  the  nation  faces. 

Over  the  past  17  years  three  factors  have  enabled  this  nation  to  pursue  it« 
diplomatic  and  military  objectives  with  certain  immunity  from  balance  of  pay- 
ments consequences.  From  about  1950  on  we  had  enormous  reserves  which  we 
were  perfectly  willing  to  run  down — at  least  until  about  1960.  We  had  a  very 
large  trade  surplus.  And  finally,  there  was  a  willingness — even  an  eagerness — 
in  the  first  part  of  the  period  for  other  nations  to  hold  additional  amounts  of 
dollars  in  their  reserves.  The  next  President  of  the  United  States  will  probably 
not  have  these  three  factors  working  for  him. 

He  will  probably  be  forced  to  conserve  our  reserves  and  fight  to  maintain  or 
improve  our  trade  balance  as  well  as  face  a  world  increasingly  reluctant  to  hold 
additional  dollars. 

Today  the  foreign  exchange  cost  of  keeping  our  troops  deployed  around  the 
world  is  running  in  excess  of  $3  billion  a  year.  It  has  become  increasingly  evident 
that  our  diplomatic  aims  must  compete  with  the  thousands  of  American  travelers 
who  use  foreign  exchange,  not  dollars,  in  their  wanderings,  with  American  cori^o- 
rations  that  need  foreign  exchange  for  foreign  investment  programs  and  Ameri- 
can banks  and  other  lending  institutions  anxious  to  hold  on  to  their  share  of  the 
international  markets.  I  can  ruefully  tell  you  from  personal  experience  that  the 
American  traveler  is  a  formidable  political  opponent — rising  up  in  outrage  when 
anyone  makes  a  modest  attempt  to  hold  down  his  spending  outside  the  Unite<l 
States.  While  not  so  numerous  and  possibly  not  so  vocal,  I  can  assure  you  that 
the  restraints  placed  on  foreign  investment  and  foreign  lending  are  distasteful 
to  the  American  business  and  financial  community.  Thus  I  can  only  conclude  that 
diplomacy  is  facing  three  powerful  antagonists  who  will  try  to  get  their  share  of 
tlie  foreign  exchange  earnings  of  this  nation. 

In  1960,  as  he  was  preparing  to  leave  oflSce,  President  Eisenhower  had  this  to 
snv  about  the  military-industrial  complex  and  its  potential  threat  to  the  United 
States. 

"In  the  coimcils  of  government,  we  must  guard  against  the  acquisition  of  un- 
warranted influence,   whether  sought   or  unsought,   by   the   military-industrial 
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complex.  The  potential  for  the  disastrous  rise  of  misplaced  poAver  exists  and  will 
persist." 

At  the  time  President  Eisenhower  made  that  statement,  I  was  a  freshman 
Congressman,  but  it  made  eminently  good  sense  to  me.  Even  a  freshman  Con- 
gressman could  see  that  there  was  no  effective  challenge  to  defense  and  diplomacy 
in  the  allocation  of  our  national  resources.  Agriculture  and  public  works  at  that 
period  of  time  constituted  a  minor  challenge  but  their  iwtential  for  expansion 
was  severely  limited.  Today  I  would  guess  that  President  Eisenhower  takes  some 
comfort  in  the  fact  that  the  military-industrial  complex  does  not  go  unchallenged 
in  this  nation. 

If  one  accepts  my  thesis  that  a  battle  for  the  allocation  of  resources  is  shaping 
up  in  this  nation,  then  it  is  logical  to  ask,  "Are  our  institutions  of  Government 
sufficiently  viable  to  assess  the  hard  fiscal  choices  that  lie  ahead  and  to  arrive 
at  rational  conclusions?" 

There  has  been  abroad  in  the  land  in  recent  months  a  tendency  towards  despair. 
Some  have  argued  that  there  is  no  way  to  reverse  or  even  to  blunt  the  power  of 
the  military-industrial  complex.  Others  have  argued  that  a  polarization  of  our 
society — between  the  affluent  and  the  indigent  and  between  white  and  black — is 
inevitable.  Still  others  have  argued  that  the  plight  of  our  cities  is  hopeless — that 
we  are  slowly  sinking  beneath  traffic  jams,  pollution,  and  violence. 

When  one  analyzes  many  of  the  causes  for  despair,  it  is  amazing  to  discover 
how  frequently  the  despair  occurs  because  of  a  conviction  that  the  necessary 
resources  will  not  be  forthcoming.  Educators  are  convinced  that  a  truly  massive 
infusion  of  funds  can  correct  the  dreadful  imbalance  between  schools  in  the 
ghettos  and  schools  in  suburbia.  Sociologists  are  convinced  that  some  plan  such 
as  the  negative  income  tax  can  halt  the  flood  of  disadvantaged  Negroes  from  the 
south  to  the  northern  cities — at  a  cost  of  from  $11  billion  up.  City  planners  are 
convinced  that  the  scandalous  housing  of  the  ghettos  is  needless — if  we  will  pay 
the  cost.  Transportation  experts  say  that  traffic  jams  can  be  eliminated — ^just 
give  them  the  resources  for  adequate  mass  transit  systems.  Police  officers  contend 
that  violence  can  be  contained  and  order  restored — if  they  have  the  funds  for  an 
adequate  force.  But  nearly  without  exception  all  these  elements  of  society  despair 
of  convincing  the  country  that  these  demands  should  be  met  with  adequately 
funded  programs. 

If  there  is  any  justification  for  all  this  despair,  then  perhaps  there  is  some 
logical  reason  for  the  revolutionary  desire  to  tear  down  our  institutions,  to  flout 
our  Government  and  its  laws,  and  in  the  final  analysis  to  resort  to  violence. 
I  personally  see  no  reason  to  despair. 

In  the  past  90  days  the  nation  has  faced  and  acted  on  two  issues  that  were 
in  my  opinion  almost  the  ultimate  test  of  representative  government — the  Fair 
Housing  Act  and  the  Tax  Bill.  Both  issues  were  stark — ^reasonable  men  could  not 
dispute  the  validity  of  the  argimients.  But  both  issues  required  the  absolute 
maximum  in  political  courage.  A  nation  that  has  the  sheer  guts  to  face  down 
these  two  explosive  issues  at  this  moment  in  time  would  seem  to  be  prepared  to 
take  on  the  dreadful  array  of  issues  which  still  confront  us. 

Mr.  Sam  Rayburn  used  to  say,  "It  takes  a  very  smart  man  working  very  hard 
to  hurt  this  great  country  very  much."  This  is  a  comforting  philosophy,  but  as  I 
looked  back  over  10  years  of  wrestling  with  issues,  I  became  increasingly  con- 
cerned that  in  the  struggle  the  essential  fabric  of  the  nation  was  being  torn — 
perhaps  we  were  hurting  the  country.  I  was  haunted  by  the  fears  expressed  by 
many  in  1964  that  tax  reduction  might  be  good  for  the  country  at  that  time,  but 
that  we  would  not  have  the  courage  to  raise  taxes  if  we  got  into  trouble. 

However,  a  nation  that  can  say  to  the  black  man,  "Your  dollar  is  as  good  as  the 
white  man's,"  and  a  nation  that  can  discipline  itself  financially,  certainly  has  the 
moral  fibre,  the  intelligence,  and  the  institutions  to  take  on  the  impending  "Battle 
for  Resources"  and  come  up  with  rational  answers. 


Exhibit  16. — Other  Treasury  testimony  published  in  hearings  before  congres- 
sional committees,  July  1, 1967-June  30, 1968 

Secretary  Fowler 

Statement  on  "The  Budget  for  1969,"  published  in  hearings  before  the  Com- 
mittee on  Appropriations : 

1.  House  of  Representatives,  90th  Congress,  2d  session,  February  8,  1968, 
pages  3-39. 

2.  Senate,  90th  Congress,  2d  session,  February  14,  1968,  pages  1-29. 
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Under  Secretary  Barr 

Statement  on  H.R.  11601.  the  "Consumer  Credit  Protection  Aet."  pulilished  in 
hearinfijs  before  the  Subcommittee  on  Consumer  Affairs  of  the  Committee  on 
Banking  and  Currency,  House  of  RepresentatiAes,  90th  Congress,  1st  session, 
August  7,  1967,  pages  74-89. 

Statement  in  support  of  proposed  amendments  to  improve  guaranteed  student 
loan  program  enacted  in  the  Higher  Education  Act  of  1965,  published  in  hear- 
ings before  the  Special  Subcommittee  on  Education  of  the  Committee  on  Educa- 
tion and  Labor,  House  of  Representatives,  90th  Congress.  1st  session.  August  16, 
1967,  pages  398-404. 

Statement  on  H.R.  16092.  a  bill  to  extend  the  authority  for  more  flexible  regula- 
tion of  maximum  rates  of  interest  or  dividends  payable  on  savings  accounts, 
published  in  hearings  before  the  Committee  on  Banking  and  Currency,  House  of 
Representatives.  90th  Congress,  2d  session,  June  27,  196S,  pages  82-84. 

Under  Secretary  for  Monetary  Affairs  Deming 

Statement  on  S.  8183.  a  bill  to  extend  for  2  years  the  flexible  authorit.v  under 
vrhich  the  appropriate  financial  agencies  can  regulate  maximum  rates  of  interest 
or  dividends  payable  on  savings  accounts,  published  in  hearings  before  the  Sub- 
committee on  Financial  Institutions  of  the  Committee  on  Banking  and  Currency, 
Senate,  90th  Congress.  2d  session,  April  3,  1908,  pages  10-13. 

Assistant  Secretary  Wallace 

Statement  on  H.R.  12754,  a  bill  to  extend  for  2  years  the  authority  for  more 
flexible  regulation  of  maximum  rates  of  interest  or  dividends,  published  in  hear- 
ings before  the  Committee  on  Banking  and  Currency,  House  of  Representatives, 
90th  Congress,  1st  session,  September  14,  1967,  pages  5-7. 

Deputy  Under  Secretary  for  Monetary  Affairs  Sternlight 

Statement  on  the  means  of  financing  certain  of  the  programs  involved  in  the 
proposed  housing  legislation  for  1967,  published  in  hearings  before  the  Subcom- 
mittee on  Housing  and  Urban  Affairs  of  the  Committee  on  Banking  and  Currency, 
Senate,  90th  Congress,  1st  session.  July  18,  1967,  pages  187-142. 


Public  Debt  and  Financial  Management 

Exhibit  17. — Remarks  by  Under  Secretary  for  Monetary  Affairs  Deming, 
October  19, 1967,  at  the  Mid-Continent  East  Regional  Meeting  of  the  American 
Association  of  Collegiate  Schools  of  Business,  Minneapolis,  Minn.,  on  fiscal 
and  financial  policy 

It  is  always  a  pleasure  to  return  to  Minneapolis — and  the  opportuinty  to 
meet  and  exchange  ideas  with  this  distinguished  group  makes  the  occasion  still 
more  satisfying. 

One  of  the  great  strengths  of  the  American  system,  I  believe,  is  the  inter- 
change of  ideas  and  people  between  business  and  Government,  Government  and 
the  academic  community,  and  business  and  academic  life.  If  not  an  eternal 
triangle,  it  is,  at  least,  a  long-lasting  and  fruitful  one — with  solid  ties  and 
ten.sions  in  each  of  those  interconne<'tions.  Each  of  the  three  components  benefits 
from  the  relations  with  the  other  two. 

This  productive  partnership  shows  up  particularly  in  the  development  of  new 
frontiers  of  economic  knowledge  and  institutions.  A  striking  example  of  this, 
which  I  have  seen  at  first  hand,  is  the  effort  of  the  past  several  years  to  create 
new  international  liquidity.  There  is  not  time  today  to  discuss  this  subject  at 
length  or  in  substantive  fashion.  I  want  to  spend  most  of  my  time  on  domestic 
matters.   But    a  brief  historical   and   i)rocedural  comment  is  in  order. 

Much  of  the  original  thinking  in  this  area  came  through  the  interchange  of 
ideas  and  people  in  Government  and  the  academic  community.  A  succession 
of  ideas  was  fostered  in  (Government  circles  here  and  abroad.  In  that  process, 
the  business  and  financial  world  was  drawn  in.  too,  at  first  with  some  healthy 
.skepticism  and  then  with  increasing  conviction  th.it  this  was  an  appropriate, 
desirable  and  necessary  path  to  follow. 

The  international  liquidity  exercise  has  gone  through  several  phases  of  study 
jind  negotiation  willi  most  of  the  frontline  work  being  done  by  representatives 
of  Treasuries  and  (^entral  Banks.  (Jovernment  positions,  of  course,  have  re- 
flected   widespread    intra-GovernnicTit    study    and    consultation.    In    the    United 
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States,  both  the  executive  and  legislative  branches  contributed  to  this  work. 
And,  in  the  United  States,  an  important  role  has  been  played  by  the  Advisory 
Committee  on  International  Monetary  Arrangements  ^ — a  group  that  illustrates 
my  point  very  well. 

The  Committee  is  composed  of  nine  men  from  business,  flnancial,  and  aca- 
demic life — many  of  wIkuu  have  served  in  important  Government  positions. 
From  the  financial  and  business  world  are  its  Chairman — Douglas  Dillon  (former 
Secretary  of  the  Treasury),  Robert  Roo.sa  of  Brown  Brothers  Harriman  (former 
Under  Secretary  of  the  Treasury),  Andre  Meyer  of  Lazard  Freres,  David  Rocke- 
feller of  The  Chase  Bank,  and  Frazar  Wilde  of  the  Connecticut  General  Life 
Insurance  Company  and  the  Committee  for  Economic  Development.  From  the 
academic  community  are  Walter  Heller  of  Minnesota  (former  Chairman  of 
the  Council  of  P^conomic  Advisers),  and  Kermit  Gordon  of  Brookings  (former 
Director  of  the  Bureau  of  the  Budget).  Charles  Kindleberger  of  MIT  served 
as  a  member  for  a  year ;  and  Francis  Bator  of  Harvard,  who  has  just  returned 
to  academic  life  after  4  years  in  Government — most  recently  as  a  White  House 
Adviser — has  become  a  member.  Edward  Bernstein,  who  has  been  in  academic 
life,  the  Treasury  and  the  IMF  and  is  now  a  consulting  economist,  completes 
the  Committee. 

This  Committee  is  a  working  group  which  has  met  some  25  times  in  all-day 
working  sessions  with  the  Secretary  of  the  Treasury  and  other  Government 
officials  concerned  with  the  international  liquidity  exercise.  It  has  given  advice 
and  counsel  on  both  points  of  substance  and  negotiating  strategy. 

The  steps  taken,  and  the  agreements  reached  in  the  past  two  months — in 
London  among  the  10  major  nations  in  world  trade  and  finance,  and  in  Rio 
by  all  106  members  of  the  International  Monetary  Fund — are  important,  historic 
moves  in  the  process  of  creating  new  international  liquidity.  But  the  process 
does  not  stop  with  these  steps — nor  does  the  interchange  cease  among  business. 
Government,  and  the  academic  community  as  we  proceed  to  flesh  out  the  frame- 
work now  agreed  upon. 

Let  me  switch  now  to  another  area  of  extremely  valuable  interchange  among 
these  same  three  groups — and  one  that  is  also  very  timely  at  this  moment.  I  refer 
now  to  the  area  of  fiscal  policy — Government  spending  and  lending,  and  taxing 
and  borrowing — to  serve  broad  national  purposes.  Here,  I  want  to  comment 
at  some  length  and  substance. 

The  role  of  the  academic  community  in  educating  Government  and  business 
to  the  merits  of  flexible  flscal  policy  needs  no  elaboration  here.  The  success 
of  the  1964  tax  reduction  was  most  impressive,  not  only  in  stimulating  a  robust 
and  healthy  economic  expansion — now  in  its  80th  month — but  also  in  bringing 
revenues  from  a  prosperous  economy  up  to  a  level  that  produced  a  surplus  in 
the  national  income  account  budget  in  calendar  years  1965  and  1966. 

But  there  is  another  chapter  in  the  book  of  "new  economics"  which  sets 
out  circumstances  in  which  tax  increases  rather  than  cuts  are  the  right  medi- 
cine, and  when  tax  increases  are  the  appropriate  way  to  bring  in  more  rev- 
enue— even  though  under  other  conditions  a  reduction  in  tax  rates  had  the 
effect   of   augumenting   revenues   along  with   stimulating  business   activity. 

The  difference,  of  course,  lies  in  taking  account  of  what  the  rest  of  the 
economy  is  doing.  The  Federal  sector  does  not  operate  in  a  vacuum,  but  in  an 
economy  which  may  be  booming,  sagging,  or  operating  somewhere  in  between — 
perhaps  en  route  from  one  of  these  stages  to  another.  In  the  early  1960's,  the 
economy  was  not  exactly  sagging,  but  it  was  also  far  from  booming.  Unem- 
ployment hovered  around  5^2  percent — better  than  the  7  perc.-ent  recession  level 
touched  in  1961,  but  still  distant  from  the  desired  4  percent  level  and  not  clearly 
headed  either  up  or  down.  In  this  case,  an  economic  stimulus  was  appropriate, 
and  it  could  be  provided  by  an  expansionary  fiscal  policy  that  would  operate 
alongside  an  expansionary  monetary  policy — without  requiring  monetary  policy 
to  provide  so  much  of  the  push  that  it  produced  distorted  financial  flows  within 
this  country  and  capital  outflows  from  this  country. 

Compare  that  set  of  conditions  with  our  current  economic  position.  Unem- 
ployment has  held  steady  at  around  4  percent  of  the  labor  force.  Consumer  and 
Government  demands  have  been  rising  briskly.  An  inventory  adjustment  appar- 
ently has  been  weathered  without  producing  general  weakening  in  the  economy, 
and  renewed  inventory  demand  is  now  ready  to  take  its  place  as  a  source  of 
added  aggregate  demand.  In  the  meantime,  there  are  strong  credit  market  de- 
mands from  virtually  all  types  of  borrowers. 


1  See  exhibit  70. 
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Granted,  the  economy  is  not,  at  this  moment,  in  the  si'ip  of  clearly  excessive 
demand.  There  have  been  times  when  unemployment  was  lower,  capacity  utili- 
zation higher,  and  the  pull  of  excess  demand  more  clearly  evident.  Those  were 
times  such  as  in  the  Korean  War  period,  when  demand  inflation  was  gaining 
an  upper  hand  and  clearly  needed  strong  restraint.  But,  just  as  clearly,  that 
is  the  kind  of  economic  structure  we  may  well  be  heading  into  in  a  matter 
of  months — given  a  continuation  of  present  trends  in  consumer  and  govern- 
ment demand. 

That  we  have  not  felt  the  hot  breath  of  demand  inflation  more  strongly  in 
recent  months  is  a  result  of  an  inventory  adjustment  of  considerable  propor- 
tions— which,  had  it  arrived  under  different  circumstances,  without  the  offset 
of  strongly  rising  final  demands,  would  have  caused  a  general  softening  in 
economic  activity  and  called  for  consciously  stimulative  fiscal  policy.  With  inven- 
tories now  about  in  line,  and  the  adjustment  pretty  well  completed,  the  fiscal 
stimulus  that  had  been  appropriate  earlier  is  less  and  less  desirable  with  each 
passing  month — and,  in  fact,  it  is  now  becoming  positively  harmful. 

The  role  of  inventories  is  most  clearly  seen  in  looking  behind  the  quarterly 
changes  in  the  annual  rate  of  gross  national  product — to  see  how  much  was  due 
to  inventory  building  and  how  much  to  final  demands  from  Government,  con- 
sumers, and  business.  In  the  first  quarter  of  this  year,  the  annual  rate  of 
GNP  was  up  a  scant  $4.2  billion :  and,  in  fact,  not  up  at  all  in  real  term.s,  after 
correcting  for  price  changes.  But  final  demands  in  that  quarter  were  up  more 
than  $15  billion  while  the  rate  of  inventory  accumulation  fell  about  $11  billion. 
A  $15  billion  quarterly  gain,  or  about  2  percent,  is  about  as  much  as  we  should 
want  to  .see ;  and,  in  fact,  it's  a  bit  faster  than  we  can  tolerate  for  long  without 
getting  too  much  price  pressure.  Of  course,  in  the  first  quarter  of  this  year,  we 
did  not  get  that  excessive  pressure  becau.se  the  big  rise  in  final  demand  was 
offset  by  a  large  drop  in  production  for  inventories. 

The  picture  began  to  change  a  little  in  the  second  quarter  of  this  year.  Final 
demands  were  up  another  $15  billion,  and  the  rate  of  inventory  aecumulation 
declined  again,  but  not  as  much  as  in  the  first  quarter  so  that  total  GNP 
increased  by  nearly  $9  billion.  That  was  enough  to  provide  a  little  real  growth 
but  still  not  a  satisfactory  total  increase,  so  it  was  appropriate  that  a  fiscal 
stimulus  continue  to  be  provided  through  a  budget  deficit  on  the  national  income 
accounting  basis. 

For  the  third  quarter,  it  is  estimated  that  final  demand  continued  to  push 
up — this  time  by  about  $14  billion — while  the  rate  of  inventory  building  in- 
creased slightly  from  the  second  quarter's  pace.  In  real  terms,  GNP  increased 
at  a  slightly  better  than  4  percent  annual  rate.  With  that  performance,  the 
continuation  of  substantial  fiscal  stimulus  is  already  becoming  questionable ; 
and.  when  one  looks  ahead,  the  continuation  of  that  stimulus  becomes  posi- 
tively objectionable. 

In  the  current  quarter,  statistics  may  be  distorted  by  the  automobile  strike — 
but  the  trend  is  clear  in  pointing  to  a  steadily  rising  head  of  steam.  Every 
major  work  stoppage  in  recent  years  has  had  the  effect,  once  it  is  settled,  of 
imparting  further  stimulu>s  to  the  economy  as  it  seeks  to  make  up  for  lost 
production.  I  would  not  argue  that  the  current  auto  strike  is  an  additional 
reason  for  going  ahead  with  the  President's  tax  proposals — hut  we  should  not 
let  ourselves  be  persuaded  that  the  strike  is  a  reason  for  delaying  that  needed 
fiscal  action. 

Participants  in  the  credit  markets  seem  to  have  had  few  doubts  about  the 
basic  trend  of  economic  activity  through  the  past  year  of  irregular  growth. 
Particularly  outstanding  has  been  the  heavy  demand  for  capital  by  corpora- 
tions— reaching  record  proportions,  even  though  capital  needs  for  financing 
inventories  were  lessening  and  needs  to  finance  current  fixed  investment  outlays 
held  about  steady.  How  does  one  account  for  the  fact  that  corporations  borrowed 
$17.9  billion  in  the  capital  markets  through  the  first  nine  nnrnths  of  this 
year — an  amount  somewhat  exceeding  the  total  of  such  borrowing  during  all  of 
1966,  and  27  percent  ahead  of  the  amount  borrowed  in  the  first  9  months  of 
that  year?  And  1966  was  not  a  slack  .vear — ^it  was  the  record  year  to  date. 
Underlying  this  enormous  demand  v^-as  a  combination  of  conviction  and  fear — 
conviction  that  liquidity  positions  run  down  during  1966  should  be  restored 
and  dependence  on  short-term  borrowing  from  banks  reduced,  and  fear  that 
a  failure  to  tie  up  some  available  funds  when  they  are  available  might  mean 
an  inability  to  get  funds  at  all  when  they  really  are  needed  later  on. 

A  special  source  of  concern  for  the  corporate  treasurer  has  been  the  possi- 
bility of  an  oversized   Federal   Government  deficit.  The  recollection  of  tight 
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money  markets  in  the  summer  of  1966  is  still  quite  vivid.  Yet,  tight  as  the  markets 
v?ere  at  that  time,  the  Federal  sector's  demands  on  the  credit  markets  were  quite 
modest  through  that  period.  The  contemplation  of  a  period  of  heavy  private 
sector  credit  demands  augmented  by  an  overgrown  Federal  deficit  raises  the 
possibility — or  spectre,  if  you  will — of  an  even  tighter  set  of  credit  conditions 
in  the  future.  Corporate  borrowers  have  realized  this  and  sought  to  make 
preparation  for  it. 

Credit  demands  from  State  and  local  governments  have  not  been  laggard, 
either.  These  governments,  in  the  first  9  months  of  the  year,  have  borrowed 
$10.7  billion,  or  25  i>erc€nt  more  than  in  the  comparable  months  of  1966.  Part 
of  this  reflected  borrowings  postponed  from  the  very  tight  money  period  of  a 
year  ago,  which  was  marked  not  only  by  high  interest  rates  but  also  an 
unavailability  of  funds  to  some  prosijeetive  borrowers.  Part  of  it,  too,  simply 
reflects  greater  current  needs  by  these  governmental  units,  to  provide  increases 
in  things  and  services  more  quickly  than  current  tax  revenues  rise.  Some  of 
it,  also,  is  due  to  the  rising  volume  of  tax-exempt  industrial  revenue  bonds — 
borrowing  by  a  local  government  unit  to  build  industrial  facilities  which  are 
then  leased  to  corporations.  This,  incidentally,  should  be  a  source  of  growing 
concern  to  the  State  and  local  governments  themselves,  as  it  is  making  their 
own  borrowings  for  schools,  roads,  and  other  traditional  State  and  local  needs 
significantly  more  costly. 

Looking  at  the  Federal  sector's  credit  demands  for  1967  thus  far  would  tend 
to  give  a  somewhat  distorted  pictiire  because  of  the  very  heavy  debt  repay- 
ments that  occurred  from  January  to  .Time  1967.  That  was  partly  seasonal, 
but  the  seasonal  factor  was  accentuated  because  of  accelerated  corporate  tax 
payments,  unusually  heavy  repayments  by  savings  and  loan  associations  to  the 
Federal  Home  Loan  Banks,  and  an  unusual  absence  of  the  seasonal  buildup 
in  the  Treasury's  cash  balance  that  typically  occurs  in  the  first  half  of  the 
calendar  year. 

Because  of  these  factors,  net  Federal  demands  on  the  private  credit  markets 
from  January  to  June  1967.  as  measured  by  the  increase  in  outstanding  Treasury 
issues,  agency  issues,  and  participation  certificates,  less  the  increase  in  holdings 
of  these  obligations  by  the  Government  Inve.stment  Accounts  and  the  Federal 
Reserve,  was  actually  negative  by  ,$11  billion.  That  is,  the  Federal  sector  was 
supplying  that  amount  of  credit  to  the  rest  of  the  economy,  rather  than  making 
a  net  demand  on  it.  And  so  great  was  the  net  paydown  in  that  half-year  period, 
that  even  taking  the  whole  of  fiscal  year  1967.  to  wash  out  purely  seasonal  forces, 
there  was  a  net  paydown  by  the  Federal  sector  of  some  $6  billion.  Even  after 
adjusting  for  the  $.5  billion  decline  over  the  year  in  the  Treasury's  cash 
balance,  the  result  still  stands  for  that  period — the  year  ended  June  30,  1967 — 
that  the  Federal  sector,  in  effect,  made  no  net  credit  demands  on  the  private 
market. 

The  picture  in  this  current  fiscal  year  stands  in  some  considerable  contrast 
to  last  year,  however,  for  there  will  be  a  significant  net  Federal  credit  demand, 
and  it  is  already  being  exerted  on  the  markets.  How  big  that  net  demand  will 
be  depends  on  several  factors,  prominently  including  the  President's  tax  pro- 
posals which  are  now  before  the  Congress. 

Essentially,  it  comes  down  to  a  question  of  whether  the  net  Federal  credit 
demand,  with  the  benefit  of  a  tax  increase  and  firm  restraint  on  expenditures, 
will  be  large  but  still  of  manageable  proportions,  or  whether  it  will  assume 
outsized  proportions  with  hard-to-determine  consequences  for  the  credit  market 
at  large,  for  interest  rates,  and  for  the  general  economy. 

We  have  estimated  that  with  the  President's  tax  program,  as  recommended 
on  August  3,  and  with  Federal  spending  held  to  the  lower  end  of  the  band 
that  would  produce  an  administrative  budget  deficit  in  the  $14  billion-$18 
billion  range,  net  Federal  credit  demands  on  the  financial  markets — that  is, 
including  Treasury  issues,  agency  issues,  and  participation  certificates — in  the 
sense  defined  above,  would  come  out  somewhere  in  a  $10  billion-$12  billion 
range  in  the  current  fiscal  year.  That  would  still  be  a  sizable  demand,  coming 
after  a  year  of  no  net  Federal  credit  demand  in  that  sense — but  it  could 
probably  be  managed  within  the  context  of  financial  markets  that  handle  flows 
in  the  range  of  some  $70  billion  or  so  a  year,  provided  there  was  a  good-sized 
increase  in  bank  credit. 

Without  prompt  tax  action  and  expenditure  restraint,  however,  that  net 
credit  demand  from  the  Federal  sector  could  bulge  to  $20  billion  or  more,  and 
there  would  be  a  real  question  about  whether  that  sort  of  demand  would  be 
"manageable,"   in   the   sense   of   preserving   reasonably   orderly   markets.   One 
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cannot,  for  example,  simply  expect  a  sufficient  expansion  in  hank  credit  to 
accommodate  whatever  demands  emerged  from  the  Federal  sector — any  more 
thiin  this  sort  of  accommodation  could  be  expected  on  behalf  of  any  other 
borrowing  sector  in  the  economy.  The  monetary  authorities  would  want  to 
appraise  the  total  demands  carefully  and  accommodate,  only  with  increasing 
reluctance,  the  larger  volume  of  aggregate  demands. 

The  process  through  which  the  market  would  allocate  a  limited  supply  of 
credit  among  an  excess  of  would-be  borrowers  can  be  described,  ahead  of  time, 
only  in  qualitative  terms  and  generalities.  The  particulars  might  work  out 
differently  under  slight  variations  in  circumstances.  In  general,  though,  it 
may  be  predicted  that  the  Federal  Government's  credit  needs  would  be  met, 
one  way  or  another,  as  would  also  the  credit  needs  of  larger  business  firms. 
The  cost  might  be  high — tn-en  in  comparison  to  the  high  rates  prevailing 
today — but  the  supply  [)robably  would  be  there  because  some  other  lx)rrowers 
would  be  "pushed  off  the  end  of  the  bench"'  and  unable  to  find  money,  excejxt 
perhaps   at   rates    that    were    considered    exorbitantly   and    prohibitively    high. 

Consumers  might  fare  unevenly  in  the  scramble  for  available  credit.  Funds 
for  installment  purchases,  and  other  short-term  credit,  would  probably  be 
available — ^but  money  for  home  mortgages  would  quite  likely  be  a  major  victim. 
As,  in  fact,  it  was  the  major  victim  in  the  tight  money  period  of  1966  and  in 
similar  past  episodes.  Business  might  also  fare  unevenly,  with  large  firms,  as 
noted,  getting  their  needs  filled,  and  small  ones  having  to  make  do  with  less — 
drawing  on  every  last  ounce  of  spare  liquidity  in  the  system,  leaning  on  trade 
credit,  and  cutting  corners  wherever  possible  in  cash  management.  State  and 
local  governments  would  also  feel  the  pinch,  esi^ecially  if  bank  credit  expansion 
potential  was  under  some  restraint.  In  the  summer  months  of  llKKx  this  was 
one  of  the  areas  where  we  seemed  closest  to  the  stark  possibility  of  non- 
functioning credit  markets  in  which  funds  were  unavailable  at  virtually  any 
price. 

This  is  not  a  prediction,  but  an  outline  of  possibilities  that  would  conceivably 
develop  in  the  absence  of  responsible  fiscal  policy  action  on  both  taxes  and 
expenditure  restraint.  We  had  a  taste  of  this  in  19fJ6,  and  that  did  not  par- 
ticularly whet  our  appetite  for  more  of  the  same. 

As  to  where  we  are  now,  at  this  point  in  the  fiscal  year,  in  accomplishing  our 
needed  borrowing,  we  have  done  a  good  bit  of  the  job  already — but  much  of  this 
represents  the  seasonal  portion  of  the  job.  Without  timely  tax  action,  some  addi- 
tional borrowing  will  remain  to  be  done  at  the  time  of  the  year  when  we  are 
normally  making  substantial  seasonal  repayments. 

With  resi)ect  to  cash  needs  for  the  .luly-December  period,  we  are  now  in  the 
home  stretch.  In  late  July,  we  estimated  that  Treasury  needs  for  market  borrow- 
ing in  the  .Tuly-Deceml)er  period  would  be  about  .$15  billion.  That  assumed  timely 
action  to  bring  in  some  revenues  from  a  tax  increase  before  yearend  ;  it  assumed 
l)articipation  sales  of  about  $2  billion  in  this  G-month  period,  so  that  the  total 
financing  need,  in  that  sense,  was  $17  billion  ;  and  it  assumed  that  spending  would 
be  near  the  lower  end  of  the  range  outlined  in  the  President's  tax  message  of 
August  3. 

If  the  spending  and  tax  assumptions  do  not  stand  up,  that  total  need  of  about 
$17  billion  for  this  0-month  period  could  turn  out  to  be  higher — perhaps  $1  billion 
to  $2  billion  more.  But,  as  noted,  the  major  change  could  be  reflected  in  borrow- 
ings over  the  following  six  months.  Thus  far,  we  have  alread.v  either  borrowed, 
or  announced  the  specific  plan  to  borrow,  close  to  .$14  billion  in  Treasury  securi- 
ties, including  ,$S..'">  billion  in  tax  anticii)ation  bills,  nearly  .$.S  billion  in  regular 
weekly  or  monthly  l)ills.  and  $2i{>  l)illion  in  cf)npon-bearing  securities.  We  have 
not  yet  .sold  i)articipat ion  certificates  in  Federal  ag(>ncy  loan  i)ortfolios  in  this 
fiscal  year,  but  we  still  expect  to  do  some  in  the  current  half-year,  and,  thus, 
avoid  bunching  up  too  great  a  volume  of  these  sales  in  the  January-June  half 
of  the  fi.scal  year. 

It  is  fair  to  ask,  in  view  of  the  many  comments  made  on  the  need  for  a  tax 
rise  to  hold  down  Treasury  borrowing  and  avoid  excessive  monetary  strains, 
"How  is  it  that  the  Treasury  has  been  able  to  borrow  as  much  as  it  has  without 
greater  disturbance  to  the  market  V"  The  answer,  I  think,  is  twofold.  First,  there 
has  been  a  large  exi)ansion  in  bank  credit  that  has  greatly  facilitated  the  amount 
of  boi-rowing  we  have  had  to  do  thus  far.  From  .Ian\iary  through  September  ]1«>7. 
seasonally  adjusted  commercial  li.aidv  credit  increased  $20  l)illion.  and  bank 
holdings  of  Treasury  securities  increased  by  $S  billion.  Second,  the  receptivity 
of  the  market  has  been  conditioned  by  an  expectation  that  responsible  fiscal  action 
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will  be  foi'thcoming — forthcoming  in  time  to  make  a  considerable  difference  in 
borrowing  needs  during  the  months  ahead. 

Even  with  these  expectations,  though,  interest  rates  are  now  high.  Long-term 
rates  on  Treasury  and  corporate  securities  are  above  the  very  high  levels  reached 
in  August  and  September  1960 — mainly  pushed  aloft  by  the  extremely  heavy  pace 
of  corporate  borrowing  earlier  this  year.  Long-term,  tax-exempt  issues  have 
also  risen  in  rate  during  recent  months  ;  and,  in  just  the  last  few  days,  these  yields 
have  pushed  above  last  year's  peaks  to  the  highest  levels  since  the  early  l!J30's. 
Commercial  banks  have  continued  to  invest  in  tax-exempt  issues ;  but  they  have 
tended  recently  to  shy  away  from  longer  term  issues. 

Mortgage  rates,  typically  sluggish,  did  not  begin  to  decline  until  several  months 
after  more  sensitive  rates  turned  down  a  year  ago.  But  mortgage  rates,  too,  have 
been  rising  steadily  in  recent  months.  They  remain  below  the  late  liiGb  highs,  in 
part  because  of  the  continuing  good  inflow  of  funds  to  the  traditional  mortgage 
lenders — ^notably,  the  thrift  institutions.  Those  flows  are  vuluei-able,  however,  if 
rates  on  short-term  marketable  debt  instruments  rise  to  levels  that  begin  to 
attract  funds  that  might  have  gone  into  the  savings  institutions,  or  that  succeed 
in  pulling  funds  out  of  the  thrift  institutions,  as  occurred  last  year. 

The  big  difference  between  interest  rates  now  and  a  year  ago  is  in  the  short- 
term  area.  Even  though  these  short  rates  have  risen  since  last  spring,  they  are 
still  well  under  the  levels  of  a  year  ago — especially  in  the  maturities  of  one  year 
or  less.  Rates  on  somewhat  longer  maturities — those  of  a  few  years,  say — are 
not  so  very  far  from  the  rates  of  a  year  ago,  however,  and  this  is  an  area  of 
some  concern  with  respect  to  competition  for  funds  going  to  the  thrift  institu- 
tions. When  rates  available  on  Treasury  and  Federal  agency  securities  push  sig- 
nificantly above  the  rates  offered  on  vai'ious  types  of  savings  accounts,  the  possi- 
bility of  "disintermediation"  or  divergence  of  funds  from  these  thrift  accounts, 
and,  hence,  from  the  mortgage  market,  must  be  reckoned  with. 

Let  me  turn  now  to  a  little  different  area — or,  rather,  a  different  focus.  In- 
stead of  the  matter  of  current  tax  policy  and  its  possible  effects  on  the  economy 
and  the  credit  markets,  I  want  to  consider  certain  points  relating  to  credit  pro- 
grams that  ai*e  carried  out,  guided  or  encouraged  by  the  Federal  Government. 
In  referring  to  this  as  a  change  of  focus,  rather  than  a  wholly  new  topic,  I  have 
in  mind  that  both  Federal  fiscal  policy  (taxing  and  spending)  and  Federal  credit 
policy  (lending,  or  loan  guarantees  and  borrowing)  are  concerned  with  the  use 
of  resources,  the  degree  and  kind  of  Governmental  influence  over  that  use,  and 
the  method  or  methods  of  financing.  This  is  an  area  of  inquiry  and  endeavor 
that  is  admirably  suited  to  injections  of  new  ideas  and  interpretations  from  the 
academic  community,  or  wherever  else  these  ideas  might  be  generated.  It  is, 
indeed,  a  financial  frontier,  in  need  of  exploration  and  development. 

The  subject  is  scarcely  new,  but  some  of  the  developments  and  applications 
are  new — and  we  continually  find,  in  returning  to  this  area,  that  there  are  many 
facets  remaining  to  be  analyzed  and  organized.  The  first  broad  look  at  this  area 
in  recent  years  was  taken  by  the  privately  sponsored  Commission  on  Money  and 
Credit,  which  produced  its  Report  in  1961.  One  of  the  members  of  that  distin- 
guished Commission  was  our  present  Secretary  of  the  Treasury,  Henry  Fowler. 

This  Commission's  study  was  followed  by  a  Federal  Government  study  by  a 
Committee  on  Federal  Credit  Programs,  chaired  by  then  Secretary  of  the 
Treasury,  Douglas  Dillon.  The  Committee  reported  on  its  study  in  1963.  A  major 
study  of  Federal  credit  programs  was  also  sponsoi-ed  by  the  House  Banking 
and  Currency  Committee,  and  published  in  1964.  More  recently,  just  about  a  year 
ago,  the  Treasury  made  a  study  on  certain  aspects  of  Federal  credit  programs,^ 
as  provided  in  the  Participation  Sales  Act  of  1966.  The  particular  focus  of  that 
study  was  an  evaluation  of  the  advantages  and  disadvantages  of  direct  Federal 
loan  programs,  as  compared  with  guaranteed  or  insured  loans. 

One  may  well  ask  whether,  M'ith  all  those  studies  of  the  past  several  years,  any 
questions  could  possibly  remain  unanswered.  The  answer  is  assuredly  in  the 
aflirmative.  That  this  was  so  has  shown  up  clearly  in  still  another  related  study — 
that  of  the  Budget  Concepts  Commission,  which  has  wrestled  at  some  length  with 
the  question  of  how  to  treat  loans,  loan  repayments,  and  loan  participations  in 
the  Federal  budget.  The  Commission  said  this  was  one  of  the  most  difficult  ques- 
tions it  faced.  This  has  a  significance  that  goes  well  beyond  the  mere  accounting 
technique — for  a  different  budgetary  treatment  may  tend  to  encourage  or  dis- 
courage particular  types  of  loans  and  particular  methods  of  financing  them. 
There  can  be  significant  differences,  also,  in  the  way  that  subsidies  are  accounted 


1  See  1967  annual  report,  pages  229—47. 
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for  under  various  lending  programs — whether  they  are  to  be  buried  as  deeply  as 
possible,  or  exposed  with  explicit  disclosure  and,  perhaps,  with  a  need  for  spe- 
cific congressional  appropriations  to  cover  a  subsidy  olouicnt. 

Other  things  equal,  most  of  us  would  have  a  predilection  for  keeping  credit 
programs  a  part  of  the  private  sector  as  far  as  possible — bringing  in  the  Federal 
influence  only  where  needed  to  fill  gaps  that  the  private  sector  does  not  cover 
adequately  and  that  social  policy  demands  be  filled.  But  the  United  States  is  a 
big  economy  with  many  credit  needs,  and  there  is  no  reason  to  believe  that  the 
place  of  Federal  credit  programs,  in  the  aggregate,  will  be  diminished — more 
probably  it  will  grow. 

For  example,  one  area  of  national  effort  that  clearly  needs  greater  attention 
is  that  of  urban  redevelopment — rebuilding  the  living  quarters  and  employment 
opportunities  in  our  central  cities,  avoiding  economic  and  racial  concentrations 
that  become  breeding  grounds  for  progressive  deterioration,  and  permitting  our 
society  to  be  enriched  by  the  full  potential  of  its  human  re.sources.  This  cannot  be 
a  task  for  Government  alone,  and  certainly  not  for  the  Federal  Government 
alone.  Much  of  the  drive,  much  of  the  resources,  and  much  of  managerial  talent 
must  come  from  the  private  sector.  But,  in  partnership  with  various  levels  of 
Government,  through  constructive  and  imaginative  credit-support  programs 
among  other  aspects,  there  is  a  real  potential  for  worthwhile  achievement  in 
this  area.  This  cannot  mean,  in  the  present  context,  large  commitments  of  addi- 
tional Federal  funds  from  an  already  overstrained  Federal  budget.  Nor  should 
it  mean  searching  for  budgetary  accounting  devices  so  that  Federal  expenditures 
can  be  hidden  away.  But  there  is  room,  and  need,  for  Government  stimulus  and 
support  for  programs  that  have  up  to  now  been  insufiicieutly  attractive  to  draw 
forth  adequate  private  effort. 

This  brings  me  back  to  two  points  about  Federal  credit  programs — their  financ- 
ing and  the  kinds  of  control  or  guidance  that  should  apply  to  them.  Should  the 
funds  used  for  loan  disbursements  be  recouped  by  selling  off  the  loans,  or  by 
selling  participations  in  the  loans?  Should  there  be  direct  access  to  the  Treasury 
by  the  Federal  lending  agencies  so  that  their  financing  comes  in  the  form  of 
direct  Treasury  issues?  Should  there  be  more  consolidation  of  the  borrowing — not 
the  lending — functions  of  the  Federal  agencies  and  have  financing  done  with 
issues  of  a  combined  institution  designed  for  this  purpose?  And  what  kind  of 
control  or  guidance  should  be  exercised  by  the  Federal  Government?  A  form 
of  "debt  limit"  that  puts  a  ceiling  on  overall  loan  volume  outstanding  or  on 
particular  kinds — or  limits  on  new  loan  volume  in  a  particular  period — or  merely 
the  setting  of  standards  and,  perhaps,  a  regulation  of  interest  rate  ceilings  on 
such  loans? 

At  the  extreme,  one  might  say  that  the  Federal  Government's  role  should 
stop  with  the  mere  provision  of  a  guarantee  or  partial  guarantee  of  a  loan  that 
remains  in  the  private  sector.  Then,  the  volume  of  such  loans  can  be  regulated 
by  market  forces,  just  as  would  any  privately  arranged  loans.  But  if  the  Federal 
Government's  aegis  is  there,  it  is  hard  to  say  that  no  limit  or  restraining  force 
should  be  placed  on  the  underlying  credits.  For,  otherwise,  there  is  a  Federal 
Government  involvement — and  potential  for  loss — in  a  wholly  open-ended  volume 
of  credit,  which  might  or  might  not  promote  expansion  along  lines  consistent 
with  overall  economic  objectives.  The  balancing  of  prudent  public  responsibility, 
with  as  full  rein  as  possible  to  private  initiative,  is  a  neat  trick  indeed — but  one 
that  is  well  worth  the  prize,  if  it  can  be  achieved. 

I  think  it  obvious  from  these  few  comments  that,  despite  the  study  and  work 
devoted  to  the  broad  question  of  Federal  credit  programs,  there  is  miich  more 
work  to  be  done.  Here  is  an  area — in  applied  finance — where  the  business  schools 
might  well  make  a  contribution.  I  commend  it  to  you. 

Finally,  turning  back  again  to  our  more  immediate  problems  of  economic 
and  financial  management,  the  number  one  fact  is  the  clear  and  present  need 
for  a  responsible  Federal  fiscal  policy — a  moderate  tax  increase,  as  proposed 
by  the  President,  and  a  firm  restraint  on  spending.  This  is  a  prerequisite  to  the 
successful  resolution  of  deeper  seated  economic  and  social  problems,  for  with- 
out a  reasonably  balanced  general  economic  condition  there  is  slim  prospect 
of  being  able  to  employ  resources  as  needed  to  meet  the  problems  we  can  all 
identify  around  us.  We  need  imaginative  financing  and  new  techniques  to  help 
mobilize  i)rivate  capital  and  initiative  effectively.  But.  even  with  the  most 
ingenious  techniques,  it  is  hard  to  see  how  the  economy  and  the  financial  markets 
could  function  properly  with  an  outsized  Federal  budget  deficit  that  provided 
excessive  spending  stimulus  and  excess  credit-market  drag. 
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Exhibit  18. — Remarks  by  Under  Secretary  for  Monetary  Afifairs  Deming,  Feb- 
ruary 27,  1968,  at  the  Greater  Los  Angeles  Metropolitan  Area  1968  Industrial 
Payroll  Savings  Campaign  Meeting,  Los  Angeles,  California,  on  fiscal  and 
financial  policies 

I  am  pleased  to  play  a  part  in  this  occasion,  which  looks  ahead  to  another 
period  of  great  achievement  for  our  Savings  Bonds  Program — and  which  sets 
its  sights  on  greater  payroll  savings  accomplishments  in  1968. 

During  the  past  year — largely  due  to  the  efforts  of  your  fellow  Californian, 
Chairman  Dan  Haughton  of  the  1967  Industrial  Payroll  Savings  Committee — 
your  nationwide  accomplishment  surpassed  the  announced  goal.  More  than  2^ 
million  employees  were  signed  up. 

Of  those  new  1967  bond  savers :  2,410,000  are  from  industry ;  388,539  are  from 
the  civilian  rolls  of  Government,  signed  up  in  the  Federal  employees'  campaign 
headed  by  Postmaster  General  O'Brien. 

Now  we  are  well  into  a  new  campaign  year.  Our  1968  program  is  fortunate 
to  enjoy  the  leadership  of  Bill  Gwinn — the  1968  National  Chairman  of  the  Pay- 
roll Savings  Committee. 

Total  sales  of  savings  bonds  and  freedom  shares,  during  1967,  came  to  nearly 
$5  billion — a  rise  of  2  percent  over  the  previous  year,  and  our  best  year  in  the 
past  eleven.  Gross  redemptions,  including  interest,  were  down  by  one  percent 
over  the  preceding  year. 

The  net  result — the  point  that  means  most  to  us,  as  far  as  financing  our 
deficit  and  adding  to  the  savings  of  individuals  are  concerned — ^was  that  the 
volume  of  savings  bonds  outstanding  increased  by  over  .$1.1  billion  during  1967, 
passing  the  $51  billion  mark  in  August  and  closing  the  year  at  nearly  $52  billion. 

I  believe  tliat  those  good  results  are  a  tribute  to  the  payroll  savings  promotion 
that  volunteer  leaders  like  yourselves  stimulate  so  effectively.  I  believe  that  they 
are  also  a  tribute  to  the  nationwide  effort  that  has  brought  about  the  telling 
of  the  savings  bonds  story  in  thousands  of  plants  and  places  of  business ;  in 
union  meetings  and  over  the  counters  of  banks ;  in  newspapers  and  magazines  ; 
in  radio  and  TV  broadcasts ;  and  in  motion  picture  theatres. 

Since  the  inception  of  the  Savings  Bonds  Program,  in  19il,  it  has  enjoyed 
a  remarkable  blending  of  professional  and  volunteer  effort  and  service.  This  is 
nowhere  better  illustrated  than  by  the  presence  and  by  the  performance  of  the 
members  of  this  audience. 

Fiscal  and  Financial  Balance 

The  Savings  Bonds  Program  is  an  important  element  in  our  goal  of  fiscal 
and  financial  balance.  The  $52  billion  of  savings  bonds  and  freedom  shares  out- 
standing— held  by  tens  of  millions  of  Americans — represents  24  percent  of  the 
publicly  held  portion  of  our  national  deht.  "We  need  the  Savings  Bonds  Program  to 
help  finance  the  deficit.  We  need  even  more  to  reduce  the  deficit  that  needs  to 
be  financed. 

Yesterday,  at  a  similar  meeting  in  San  Francisco,  I  spoke  of  the  need  to  bring 
our  international  payments  position  into  substainable  equilibrium — to  eliminate 
or  sharply  reduce  our  balance  of  payments  deficit.  Today,  I  want  to  speak  of  the 
vital  need  to  reduce  our  Federal  budget  deficit.  We  must  move  strongly  on  both 
points  if  we  are  to  achieve  sustainable  economic  growth  at  home  and  expand 
our  trade  and  financial  relationships  with  the  rest  of  the  world. 

Fiscal  stimulus  and  the  economic  outlook 

Let  me  begin  by  noting  the  relationship  of  the  Federal  budget  to  general  busi- 
ness activity.  There  is  wide  agreement  today  that  the  budget  should  be  used  as 
an  effective  stabilizing  force  in  the  economy.  For  stabilization  purposes,  the 
budget  should  move  in  the  direction  of  surplus  when  employment  is  high,  demand 
is  growing  rapidly,  and  inflation  threatens.  When  business  is  sluggish,  a  budget 
moving  in  the  other  direction,  with  the  Government  spending  more  than  it  takes 
in,  tends  to  provide  needed  support  to  private  demand  and  may  prevent  a  reces- 
sion. During  most  of  the  current  expansion,  the  Federal  budgetary  position  has, 
in  fact,  been  a  stabilizing  force. 

In  italking  about  the  Federal  budget  today,  I  shall  use  two  different  measure- 
ments of  it :  one,  the  national  income  accounts  budget ;  the  other,  the  new  unified 
budget — used  for  the  first  time  in  the  President's  budget  message  this  January. 
The  first  provides  the  better  picture  of  the  economic  impact  of  the  Government's 
fiscal  program ;  the  second,  a  better  picture  of  the  Government's  financial  needs — 
the  amount  of  the  deficit  that  needs  financing. 
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Over  tiine,  the  NIA  budget  tracks  the  changing  course  of  the  Government's 
flscal  impact — which  both  influences,  and  is  influenced  by,  the  pace  of  private 
spending  and  t^ixable  income.  On  the  expenditure  side,  this  budget  includes 
Federal  Government  purchases  of  goods  and  services,  and  other  Federal  expendi- 
tures such  as  welfare  payments  and  grants-in-aid  to  State  and  local  governments. 
In  this  resi)ect,  it  closely  parallels  the  expenditure  account  in  the  new  unified 
budget. 

At  mid-IDG."),  tlie  NIA  i)udget  was  running  a  moderate  deficit — about  .$3  I)ilIion 
at  an  annual  rate.  As  the  economy  expanded  rapidly,  the  budget  moved  into 
balance  b.v  the  end  of  19B:j.  Si>ecial  fiscal  measures  talcen  early  in  liXJt).  and 
incorporated  in  the  Tax  Adjustment  Act  of  1966,  reinforced  an  already  scheduled 
$6  l)il]ion  ri.se  m  payroll  taxes  for  social  insurance.  Thus,  despite  a  large  ri.se 
in  defense  spending,  the  NIA  budget  swung  into  .surplus  at  better  than  a  $8 
billion  annual  rate  by  mid-1966  and  helped  to  restrain  the  economy.  Additional 
restraint  was  needed,  however,  and  monetary  policy  supplied  it.  In  retrospect, 
the  total  of  fiscal-monetary  restraint  was  about  right;  but,  also  in  retrospect, 
the  .share  carried  by  monetai'.v  policy   was  larger  than   it  should  have  been. 

The  NIA  budget  moved  to  a  position  of  near  neutrality  in  the  third  quarter  of 
1966.  Special  measures  were  taken  in  the  early  fall  to  relieve  the  pressure  in 
financial  markets  and  to  reduce  inflationary  pressures.  By  the  end  of  1966,  with 
an  inventory  ad.iustment  in  process,  the  NIA  budget  was  appropriately  moving 
in  the  direction  of  fiscal  .stimulus.  In  the  first  half  of  1967.  the  effects  of  a  massive 
inventory  adjustment  were  cushioned  by  a  Federal  deficit  on  national  income 
accounts  of  more  than  $13  billion  at  an  annual  rate.  In  combination  with  monetary 
ease,  the  added  degree  of  fiscal  supiwrt  kept  the  inventory  adjustment  from 
cumulating  into  anything  worse. 

I  believe  it  fair  to  say  that,  from  the  middle  of  1965  to  about  the  middle  of  last 
year,  the  national  income  accounts  budget  was  closely  geared  to  the  state  of 
the  econom.v.  In  varying  degrees,  this  reflected  both  the  automatic  stabilizers 
that  are  built  into  our  fiscal  system,  and  discretionary  actions  on  both  the  tax 
and  expenditure  side.  I  do  not  contend  that  the  discretionary  fiscal  actions  were 
always  perfectl.v  timed,  or  preci.sel.v  regulated.  Those  critics  who  are  blessed 
with  20/20  hindsight  have  no  difficulty  in  pointing  to  cases  where  a  little  more 
f>r  less,  a  little  sooner  or  later,  would  have  been  better.  But,  if  the  recent  fiscal 
record  falls  short  of  perfection,  the  budget  did,  in  general,  exert  a  stabilizing 
influence  on  the  economy. 

Since  mid-1967,  however,  the  budget  position  has  threatened  to  become  a 
destabilizing  influence  on  the  economy  and  credit  markets.  In  January  1967. 
the  Administration  reconunended  a  tax  increase  to  be  effective  at  mid-1967 : 
it  has  been  pressing  vigorou.sly  for  it  since  last  Augu.st.  In  the  absence  of  action 
on  the  proposed  income  tax  surcharge,  the  NIA  budget  is  still  in  heavy  deficit 
at  a  time  when  employment  is  high  and  private  demand  is  rising.  The  fiscal 
stimulus  which  was  needed  in  the  first  half  of  last  year  was  definitely  not  needed 
in  the  second  half,  and  is  even  less  needed  now. 

Prompt  action  on  the  tax  increase  proposals  is  needed.  Large  budget  deficits 
in  periods  of  prosperity  and  rising  prices  are  not  called  for  by  either  the  "new" 
or  the  "old"  economics.  With  the  econom.v  expected  to  move  ahead  very  rapidly 
this  year,  a  measure  of  fiscal  restraint  is  clearly  required. 

With  the  President's  tax  program,  the  NIA  budget  deficit  will  fall  to  an  esti- 
mated $5  billion  average  for  the  calendar  year  1968  and  remove  much  of  the 
expansionary  thriist  from  the  Federal  sector.  In  the  absence  of  tax  rate  in- 
creases, the  deficit  would  probably  stay  near  the  $12%  billion  rate  averaged 
in  calendar  year  1967.  A  deficit  of  this  size  would  aive  the  economy  too  strong 
a  push  from  the  fiscal  side  a — pu.sh  that  might  very  well  throw  it  badly  off 
balance. 

Even  witli  fiscal  restraint,  the  economy  will  move  ahead  briskly — perhaps  too 
briskly.  Business  fixed  investment  is  on  the  ri.se  again.  Inventory  investment 
has  been  picking  up.  If  the  availability  of  mortgage  money  holds  up,  residential 
construction  expenditures  will  rise  significantly.  State  and  local  governments 
will  be  spending  appreeiabl.v  more.  And  Federal  spending  will  also  be  up  some — 
despite  close  budgetary  control. 

All  things  considered,  tlie  balance  of  risk  is  that  the  economy  will  begin 
to  exceed  safe  speed  limits  if  li.scal  restraint  is  not  i)romptly  applied.  And. 
if  the  pace  of  tlie  economy  does  begin  to  accelerate — with  all  that  it  implies 
in  tenns  of  a  more  rapid  ri.se  in  jtrices  and  a  deteriorating  trade  balance — 
there  will  have  to  be  restraint  of  some  sort.  If  it  all  has  to  come  from  monetary 
policy,  the  result  could  be  a  return  to  tight  money,  dra.stically  reduced  avail- 
ability of  credit,  and  imbalanced  financial  markets. 
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Financial  prospects 

Currently,  the  cost  of  borrowed  funds  to  home  buyers,  State  and  local  gov- 
ernments and  businesses,  is  generally  at  or  above  the  peaks  i*eached  at  the  height 
of  the  financial  crunch  in  the  .late  summer  and  early  fall  of  1906.  In  that  period, 
the  Federal  Government's  credit  demands  were  contributing  very  little  to  the 
stringency  in  the  money  and  credit  markets.  Since  mid-1967,  however,  the  story 
is  different. 

Most  observers  of  the  financial  scene  feel  that  a  major  factor  in  the  rise 
in  interest  rates  in  1967  was  the  Federal  Government's  fiscal  situation.  There 
was  an  immediate  impact  on  the  financial  markets  due  to  exceptionally  large 
Federal  borrowing.  And  participants  in  the  financial  markets  also  look  to  the 
future.  In  the  absence  of  congressional  action  on  the  tax  increase,  the  future 
looked  like  "more  of  the  same" — continued  heavy  Federal  borrowing,  more  in- 
flation, and  renewed  monetary  restraint. 

The  levels  to  which  interest  rates  have  risen  have  already  forced  postpone- 
ment of  some  financial  plans.  As  in  any  period  of  lessening  credit  availaibility, 
home  financing  faces  particularly  difficult  problems.  With  the  rise  in  yields 
available  on  market  securities  attracting  more  of  the  funds  of  individual  savers, 
the  flow  of  savings  to  financial  institutions  has  begun  to  diminish — jiarticularly 
inflows  of  funds  to  thrift  institutions  specializing  in  the  financing  of  home  con- 
struction and  home  purchases. 

With  the  growth  in  their  net  savings  flows  declining,  and  with  the  yearend 
dividend  and  interest-crediting  period  approaching,  fears  of  savings  institu- 
tions mounted  late  last  year  of  a  repetition  of  the  large  withdrawal  of  funds 
that  had  occurred  in  mid-1966.  Fortunately,  the  thrift  institutions  survived  the 
critical  yearend  period  without  suffering  massive  disintermediation.  But  the 
relationship  between  the  interest  rate  return  these  institutions  can  offer, 
and  the  yields  available  on  market  securities,  is  at  a  point  where  very  much  of 
a  rise  in  market  rates  could  trigger  significant  withdrawals  of  savings  funds 
from  these  institutions. 

Whenever  there  is  serious  concern  about  future  inflows  of  funds,  mortgage 
lenders  are  understandably  reluctant  to  increase  the  volume  of  new  commitments 
they  are  making  for  future  mortgage  lending.  So  far,  loan  commitments  seem 
to  have  held  up  pretty  well  on  a  national  basis,  and  lending  institutions  are  in 
a  relatively  strong  position.  But  this  could  change.  In  my  opinion,  prompt  fiscal 
action  to  shrink  the  Federal  deficit  is  still  the  best  insurance  of  a  continued  ad- 
vance in  home  financing  and  construction. 

As  for  the  general  outlook  for  the  credit  markets  over  the  months  to  come, 
given  the  projected  GNP  rise  of  $60  billion  or  so,  demands  for  funds  by  private 
borrowers,  and  State  and  local  governments,  are  likely  to  be  quite  large.  Just  how 
large  these  demands  will  be  will  depend,  of  course,  on  a  variety  of  factors,  in- 
cluding the  expectational  and  psychological  climate  in  the  economy  and  the 
financial  markets.  And  how  much  of  these  demands  can  be  satisfied  will  depend 
upon  the  demands  of  the  Federal  Government. 

Why  should  an  increase  in  private  credit  demands  create  such  a  stir  in  a 
growing  economy?  First,  this  would  be  an  increase  on  top  of  a  very  hefty  total 
last  year.  Second,  monetary  policy  was  relatively  easy  last  year  and  is  now  pointed 
in  the  direction  of  restraint.  Third,  the  Federal  sector  is  making  increasingly 
heavy  demands  in  the  credit  markets  and  will  continue  to  do  so  in  the  absence  of 
fiscal  restraint.  It  is  the  combination  of  heavy  private  and  Federal  demands  for 
credit  that  threatens  to  strain  market  capacity  and  push  interest  rates  still 
higher. 

Let  me  sketch  the  dimensions  of  the  Federal  demands.  Here,  I  am  using  the 
new  unified  budget.  In  the  first  half  of  calendar  1967,  there  was  actually  a  large 
net  repayment  of  debt  from  the  Federal  Government — resulting  in  a  .$11  billion 
reduction  in  private  holdings  of  Government  obligations  (counting  in  participa- 
tion certificates  and  the  securities  of  Federal  agencies,  including  tlie  Federal 
home  loan  banks  and  the  Federal  land  banks).  The  comparable  volmne  of  repay- 
ments was  only  $2  billion  in  January-June  1966,  and  $41/2  billion  in  January- 
June  1965.  But,  in  the  second  half  of  last  year,  the  Federal  sector  made  net  credit 
demands  on  the  private  sector  of  some  $18  billion.  This  was  much  above  the  net 
credit  demands  of,  roughly,  $5  billion  each  in  the  July-December  periods  of 
1964,  1965,  and  1966.  For  the  current  half  year,  even  with  prompt  action  on  the 
tax  bill,  there  will  be  a  contraseasonal  net  credit  demand  of  $5  billion  or  more. 

Prospects  for  minimizing  potential  strain  on  money  and  credit  markets  in  1968 
depend  crucially  on  the  enactment  of  the  tax  proposed  by  the  Administration. 
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The  tax  program  would  mean  an  additional  $1G  billion  in  revenues  during  the 
remainder  of  fiscal  19U8  and  in  liscal  IIJOD.  Given  the  outlook  for  Federal  spend- 
ing, as  spelled  out  in  the  recent  Budget  Document,  and  with  enactment  of  the 
tax  proposal,  the  l!Jt>8  deficit  would  be  about  $20  billion  and,  in  19G9,  it  would 
fall  to  about  $8  billion  in  terms  of  the  new  Unified  Budget. 

Needed  Federal  borrowing  to  finance  this  fiscal  IDGl)  deficit — including  direct 
Treasury  debt,  sales  of  participation  certificates  in  Government-held  loans,  and 
borrowing  by  Federal  agencies — would  approximate  the  amount  of  the  deficit. 
(It  should  be  noted  that  under  the  new  Budget  concept  this  total  excludes  the 
borrowing  needs  of  the  home  loan  banks  and  Federal  land  banks,  as  well  as  the 
funds  supplied  by  the  security  purchases  of  the  Federal  Re.-erve  System.  It  also 
excludes  the  financing  needs  to  support  the  secondary  market  operation  of  FNMA 
after  their  assumed  transfer  to  private  ownership. ) 

Direct  Treasury  borrowing  for  the  current  half  year — that  is,  the  last  half  of 
fiscal  19G8 — is  now  largely  completed  with  the  recent  one-two  punch  of  a  $4 
billion  combined  refunding  and  prerefunding  of  publicly  held  maturing  Febru- 
ary, August,  and  November  debt  with  a  4%  percent  7-year  note,  and  a  cash 
offering  of  a  like  amount  of  $4  billion  through  issuance  of  a  ;"•%  percent  15- 
month  note.  Assuming  the  tax  increase,  the  remainder  of  the  Treasury's  direct 
first  half  financing  needs  can  probably  be  met  mainly  through  the  additions  to 
our  weekly  bill  sales  announced  last  week. 

But,  there  is  other  Federal  borrowing  aside  from  direct  Treasury  finance.  Thus, 
there  will  be  some  sales  of  both  Export-Import  Bank  and  FNMA  participation 
certificates.  The  Budget  calls  for  additional  participation  certificate  sales  of 
about  $2.75  billion  during  the  remainder  of  the  current  fiscal  year — of  which 
probably  about  $2  billion  would  go  to  the  public.  In  addition,  there  will  also  be 
some  new  money  borrowings  by  several  Federal  agencies. 

Still,  the  remaining  Federal  financing  in  the  markets  for  fiscal  19G8  is  not 
large  and  should  put  little  additional  pressure  on  the  credit  markets. 

But,  as  we  look  beyond  the  next  few  months  and  into  fiscal  19G9,  the  tax 
surcharge  becomes  the  single  most  important  factor  in  the  Federal  financing 
equation. 

Without  the  proposed  tax  program,  budget  deficits  would  continue  to  be  ex- 
cessive from  the  point  of  view  of  both  economic  stabilization  and  credit  markets. 
In  terms  of  the  new  unified  budget  concept,  the  deficit  for  the  current  fiscal 
year  would  be  about  $23  billion  without  tax  action.  In  fiscal  year  19G9,  without 
tax  action,  the  deficit  might  decline  only  slightly  to  about  $21  billion.  Fiscal 
responsibility  is  simply  incompatible  with  baek-to-back  budget  deficits  in  fiscal 
1968  and  19G9  exceeding  $20  billion. 

Price  behavior  and  inadequate  fiscal  restraint 

I  have  pointed  out  that  a  large  Federal  deficit  is  inappropriate  at  a  time  of 
high  employment  and  rising  demand.  Our  recent  experience  with  prices  has 
shown  how  important  it  will  be  to  keep  demand  within  bounds  this  year.  In  1967, 
we  had  an  appreciable  amoiint  of  price  infiation.  Moreover,  the  general  picture 
was  one  of  a  much  faster  rate  of  price  increase  in  the  second  half  of  the  year, 
when  demand  strengthened  more  than  in  the  first  half. 

Without  a  tax  increase,  there  seems  little  question  that  demand  would  grow 
at  an  unsustainably  rapid  rate  this  year.  Labor  shortages  would  become  more 
acute.  Cost  increases  would  more  readily  be  passed  on  in  an  atmosphere  of 
buoyant  demand.  The  outlook  would  probably  be  for  continuing  price  rises 
this  year,  but  for  some  acceleration  of  the  rate  of  advance  as  the  year  progressed. 
This  would  bode  ill  for  the  maintenance  of  steady  and  sustainable  economic 
growth  next  year  and  after. 

Even  with  a  tax  increase,  the  price  rise  will  not  be  stopped  in  its  tracks. 
Price  behavior,  for  a  good  part  of  this  year,  will  still  be  heavily  influenced  by 
past  developments.  But,  the  tax  increase  would  make  a  crucial  difference  by 
slowing  the  upward  rise  in  prices  and,  with  fiscal  restraint,  we  should  be  well 
on  our  way  to  a  less  inflationary  environment  by  the  end  of  the  year. 

Conclusion 

Now,  I  conclude  by  coming  back  to  savings  bonds.  Whatever  the  Federal 
deficit  will  be,  we  need  to  finance  as  much  of  it  as  possible  out  of  savings — and 
savings  bonds  help  greatly  in  this  effort.  Thus,  it  seems  to  me  that  our  assign- 
ment— here,  today,  and  in  the  months  to  come — is  to  build  on  success.  That  is, 
to  follow  through  on  the  momentum  built  up  in  the  banner  year  just  ended — in 
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all  phases  of  our  program — but  particularly  in  the  area  of  payroll  savings,  which 
is  the  reason  for  our  meeting  together. 

We  have  a  message  of  great  personal  importance  to  get  across  to  those  mil- 
lions of  Americans  who  are  not  now  signed  up  for  systematic  savings  plans. 
That  message  combines  the  common  prudence  of  planning  for  the  financing  of 
family  requirements,  along  with  the  patriotic  opportunity  to  lend  a  helping  hand 
to  the  achievement  of  the  affairs  of  the  Nation. 

We  are  most  fortunate  to  be  American  citizens.  The  gift  of  citizenship  endows 
our  lives  with  privileges  that  are  priceless.  But  good  citizens  don't  just  sit 
down  and  hug  themselves  over  how  lucky  they  are  to  be  Americans.  They  know 
that  it  takes  a  lot  of  working ;  sometimes  a  lot  of  fighting. 

The  materiel  of  modern  warfare  comes  high  by  the  price  tag.  That's  part  of 
the  penalty  of  protecting  freedom.  That's  one  of  the  costs  of  citizenship. 

Let's  remember  that  behind  the  fighting  line  and  the  supply  line,  there's  the 
dotted  line — where  we  sign  up  to  buy  savings  bonds  and  freedom  shares  to  help 
support  the  valor  of  our  servicemen  in  Vietnam. 

As  a  great  public  program,  our  joint  venture  in  U.S.  savings  bonds  has  become 
the  envy  of  the  world.  Nowhere  else  is  there  anything  quite  like  the  companion- 
ship of  banking,  business,  education,  Government,  industry,  and  labor  that  blesses 
our  endeavor  together. 

As  a  great  nation,  we've  come  a  long  way  together,  and  together  we  can  meet 
and  master  any  challenge  to  our  integrity,  our  prosperity,  and  our  security. 


Exhibit  19. — Statement  by  Under  Secretary  for  Monetary  Affairs  Deming, 
April  3,  1968,  before  the  Senate  Banking  and  Currency  Committee,  on  S.  2923, 
a  bill  to  extend  existing  authority  of  the  Federal  Reserve  banks  to  purchase 
public  debt  obligations  directly  from  the  Treasury 

I  am  very  happy  to  appear  before  you  this  morning  in  support  of  S.  2923,  which 
would  extend  until  June  30,  1970,  the  present  authority  of  the  Federal  Reserve 
banks  to  purchase  public  debt  obligations  directly  from  the  Treasury  up  to  a 
limit  of  $5  billion  outstanding  at  any  one  time. 

My  statement  is  quite  brief,  since  I  do  not  believe  that  provision  of  the  necessary 
means  for  the  eflScient  management  of  the  public  finances  is  or  ought  to  be 
controversial. 

This  authority,  which  would  otherwise  expire  on  June  30  of  this  year,  was  first 
granted  in  its  present  form  in  1942  for  a  temporary  period.  It  has  been  renewed  on 
13  separate  occasions  since  that  time.  While  used  only  very  sparingly  during  these 
past  26  years,  I  strongly  share  the  conviction  of  my  predecessors  that  maintenance 
of  this  authority  is  essential  to  the  proper  and  economical  management  of  the 
finances  of  the  Government. 

As  shown  in  the  table  attached  to  my  statement,  the  direct  purchase  authority 
was  used  on  four  occasions  since  it  was  last  extended  by  the  Congress  two  years 
ago.  The  authority  was  used  only  for  a  few  days  at  a  time,  and  the  maximum 
amount  outstanding  at  any  one  time  was  $169  million.  These  borrowings  occurred 
just  prior  to  tax  payment  dates  thus  permitting  the  Treasury  to  operate  with 
lower  cash  balances  than  would  otherwise  be  required. 

Tlie  figures  in  the  table  show  clearly  that  the  authority  has  not  been  abused.  I 
firmly  believe  that  our  borrowings  should  meet  the  test  of  the  market  and  that 
the  direct  purchase  authority  is  not  intended  to  allow  the  Treasury  to  circumvent 
the  authority  and  responsibility  of  the  Federal  Reserve  System  in  its  Open  Market 
Account  operations.  Any  use  of  the  authority,  moreover,  is  clearly  subject  to  the 
discretion  of  the  Federal  Reserve  System  and,  thus,  it  can  serve  as  an  added 
instrument  of  Federal  Reserve  monetary  policy.  I  might  also  add  that  these 
borrowings,  like  any  other  Treasury  borrowings,  are  subject  to  the  statutory  debt 
limit. 

Continuance  of  the  direct  purchase  authority  is  essential  for  three  reasons. 

First,  it  permits  us  to  allow  our  cash  balance  to  decline  to  unusually  low  levels 
during  times  when  our  revenues  are  seasonally  low.  We  are,  thus,  enabled  to  keep 
the  public  debt  to  a  minimum  and  to  save  on  the  interest  costs  of  the  Government. 
Without  the  potential  ability  to  borrow  directly  from  the  Federal  Reserve,  these 
low  balances  could  not  prudently  be  maintained  even  for  very  brief  periods.  Rather 
we  would  be  compelled  to  enlarge  our  cash  balances  by  borrowing  additional 
amounts  in  the  market  even  though  these  amounts  might  be  needed  only  for 
a  short  while. 
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Second,  there  is  always  the  possibility  that  temporarily  unfavorable  conditions 
in  the  money  and  credit  markets  may  malve  it  desirable,  both  from  our  own  point 
of  view  and  that  of  tlie  Federal  Reserve  System,  to  postpone  for  a  short  time  a 
planned  Treasury  market  borrowing.  The  possibility  of  direct  access  to  the  Federal 
Reserve  provides  the  flexibility  required  in  such  a  situation. 

Finally,  I  need  not  .stress  that  the  direct  purcha.se  authority  is  a  key  element 
in  our  financial  planning  for  a  national  emergency,  such  as  might  result  from 
a  nuclear  attack  on  the  United  States.  In  such  cirfunistances  our  financial  markets 
could  be  seriously  disrupted  at  a  time  when  large  amounts  of  cash  were  neces.sary 
to  meet  emergency  requirements.  It  is  for  this  reason  that  an  authority  as  large 
as  $.")  billion  is  re(iuired  although  such  a  large  amount  has  never  been  u.sed. 

I  might  add  that  it  would  be  advantageous  in  this  uncertain  world,  if  the 
temix)rary  authority  were  to  be  made  permanent.  We  are  not,  however,  proposing 
that  this  be  done  although  this  committee  might  wish  to  discuss  the  question. 

Direct  horroiving  from  Federal  Reserve  Banks  19^2  to  April  3,  196S 


Calendar  year 


Maximum 
Days  amount  at 
used  any  time 

(millions) 


Number  of      Maximum 
separate         number  of 
times  used     days  used  at 
any  one  time 


1942.... - 10 

1943.. - 48 

1944 none 

1945. 9 

1946.. none 

1947. _ none 

1948 - none 

1949. - 2 

1950 2 

1951. --  4 

1952... 30 

1953.. 29 

1954 - - 15 

1955 none 

1956. none 

1957.. none 

1958. 2 

1959 none 

1960 -.  none 

1961.. - none 

1962 none 

1963 none 

1964 none 

1965.. - -  none 

1966 3 

1967 - 7 

1968  to  date. none 


$422 
1,302 


207 


153 


220 

1 

2 

108 

2 

1 

320 

2 

3 

811 

4 

9 

>,172 

2 

20 

424 

2 

13 

Taxation  Developments 


Exhibit  20. — Statement  by  Secretary  Fowler,  August  14,  1967,  before  the  House 
Ways  and  Means  Committee,  on  the  President's  fiscal  program 

Thaidv  you  for  this  opportunity  to  appear  before  you  in  supi)ort  of  the  fiscal 
(irogram  recently  announced  in  the  President's  Message.  This  program  includes 
both  tax  measures  to  increase  our  revenues  and  action  by  the  Congress  and  the 
Executive  P.rancli  to  restrain,  cut,  and  control  expenditures  so  as  to  reduce  the 
prospective  deficit  in  fiscal  19(iS  and  thereafter  to  manageable  levels. 

I  appeared  before  this  committee  in  May  to  ask  for  borrowing  authority  needed 
to  finance  a  war.  In  order  to  keep  the  use  of  that  borrowing  authority  to  ])ropor- 
tions  compatible  with  our  national  economic  and  financial  health,  I  api)ear  today 
to  ask  for  taxing  authorit.v  for  the  same  purpose  and  to  plead  through  this 
committee  to  the  Congress  that  it  join  with  the  President  in  making  every  possible 
expenditure  reduction — civilian  and  military — short  of  jeopardizing  the  nation's 
security  and  well  being. 
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We  are  engaged  in  a  costly  conflict  in  Southeast  Asia  witli  no  clear  prospect 
of  any  early  ending.  But  it  is  a  temporary  cost  and  surely  one  day  will  terminate 
when  the  enemies  of  freedom  conclude  that  the  price  of  aggression  is  too  high. 
This  unusual  and  temporary  cost  must  be  financed  in  a  manner  consistent  with 
preserving  sound,  balanced  economic  growth  without  inflation  at  home. 

Fiscal  responsibility  means  differing  things  in  differing  circumstances.  In  a 
wartime  context  it  must  include  the  courage  and  willingness  to  raise  the  money 
that  is  as  necessary  as  the  guns,  planes,  and  materiel  needs  of  our  forces  in 
Southeast  Asia. 

In  current  circumstances  fiscal  responsibility  means  that  in  financing  the 
special  and  temporary  costs  of  Vietnam  we  should  obtain  as  much  from  temporary 
tax  revenues  as  economic  conditions  permit.  However,  it  does  not  mean,  under 
present  circumstances,  that  we  should  try  to  eliminate  the  entire  deficit  by  a  tax 
increase — by  a  surcharge  not  of  ten  percent,  but  by  one  of  nearly  50  percent. 

Fiscal  responsibility  also  means  that  we  should  hold  down  and  restrain 
expenditures  that  can  be  cancelled  or  postponed  without  damage  to  our  national 
interest.  It  does  not  mean  attempting  the  impossible — the  elimination  of  the 
deficit  solely  by  reducing  expenditures. 

The  course  of  fiscal  responsibility  is  the  program  outlined  by  the  President, 
namely,  reducing  the  deficit  "by  rigidly  controlling  expenditures,  raising  as  much 
money  as  possible  through  increased  taxes,  and  then  borrowing  the  difference." 

After  an  intensive  examination  of  all  the  facts  available  to  us,  my  colleagues 
here  and  others  in  the  Cabinet  have  advised  and  recommended  to  the  President 
that  the  prompt  temporary  imposition  of  a  ten  percent  surcharge  on  both  cor- 
porate and  individual  income  taxes,  except  for  individuals  in  the  lower  income 
brackets,  is  a  necessary  and  equitable  financial  measure.  We  have  concluded  that 
this  proposal,  supplemented  by  a  speedup  of  corporate  tax  collections  and  a 
temporary  deferral  of  scheduled  excise  tax  reductions,  is  not  only  consistent  with 
the  objectives  of  sustained  growth,  high  employment  and  price  stability,  but 
necessary  if  these  objectives  are  to  be  successfully  pursued. 

Let  me  now  set  forth  the  basic  overall  reasoning  that  led  us  to  the  conviction 
that  the  President's  program  represents  the  best  choice  of  fiscal  measures  that  the 
present  circumstances  permit.  The  Director  of  the  Budget,  Mr.  Schultze,  will 
cover  the  budgetary  and  expenditure  aspects  of  the  President's  program  in  depth, 
and  the  Chairman  of  the  Council  of  Economic  Advisers,  Mr.  Ackley,  will  deal 
in  some  detail  with  the  economic  aspects  of  the  program.  I  will  also  discuss  some 
of  the  financial  reasons  for  the  program  and  explain  how  the  tax  measures  would 
be  implemented  and  how  they  would  affect  taxpayers. 

I  want  to  emphasize  that  we  have  arrived  at  these  views  on  the  basis  of  what 
the  President  termed  "the  hard  and  inescapable  facts."  What  are  these  hard 
facts? 

First,  our  special  Vietnam  costs  are  now  being  incurred  at  a  rate  in  excess 
of  $22  billion  per  year.  These  costs  are  at  levels  that  call  for  more  financing 
from  current  tax  revenues — by  a  temporary  surcharge  of  as  much  as  economic 
conditions  permit. 

Second,  without  this  temporary  surcharge,  our  budget  deficit  in  the  current 
fiscal  year  would  increase  to  unacceptable  levels.  This  statement  is  based  on  the 
original  January  budgetary  levels  of  revenues  and  the  expenditures  for  Vietnam 
and  all  the  other  defense  and  civilian  programs,  and  on  the  developments  outlined 
in  the  President's  Message  which  make  it  necessary  and  realistic  to  revise  the 
expenditure  estimates  upward  and  the  revenue  estimates  downward. 

Third,  despite  the  Federal  Reserve  System's  continued  application  of  a  policy 
of  monetary  ease,  resulting  in  a  substantial  expansion  of  the  nation's  money 
supply  and  credit,  we  are  witnessing  a  return  of  long-term  interest  rates  to  levels 
near  their  peaks  of  late  last  summer.  Recently,  short-term  rates  which  had 
moved  steadily  downward  since  last  fall,  have  reversed  their  direction  and  have 
begun  to  move  back  up.  This  temporary  surcharge  is  therefore  necessary  to  avoid 
the  risk  of  excessively  high  interest  rates  and  limited  credit  in  particular  sec- 
tors, such  as  housing. 

To  the  extent  that  the  Federal  Government  must  finance  its  growing  deficit 
by  borrowings  on  the  credit  markets  rather  than  pay  for  its  additional  expendi- 
tures by  additional  revenues  raised  through  the  surcharge.  Government  borrow- 
ing will  increase  the  pressure  on  these  markets  and  contribute  to  high  interest 
rates  and  the  risk  of  inequitable  and  damaging  imbalances  in  credit  availability 
— even  assuming  a  continuation  of  the  recent  high  rates  of  growth  of  money 
supply  and  bank  reserves. 
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The  imposition  of  the  tax  surcharge  is  prompted  hy  these  hard  facts  of  the 
current  cost  levels  of  the  hostilities  in  Vietnam,  the  current  level  of  the  budgetary 
deficit  that  is  being  incurred,  and  the  current  levels  of  interest  rates  and  credit 
conditions  in  both  the  long  and  short-term  areas.  This  conclusion  does  not  involve 
guesswork.  Given  these  facts,  the  oidy  valid  reason  for  failing  to  impo.se  this 
temporary  surcharge  would  be  a  solid  conviction  that  it  would  be  inconsistent 
with  preserving  sound,  balanced  economic  growth. 

Although  a  temporary  surcharge  was  included  in  the  fi.^scal  196S  budget  pro- 
gram to  be  effective  July  1,  it  is  wise  for  l)oth  the  President  and  the  Congress 
to  take  this  final  decision  when  the  course  of  economic  developments  accom- 
panying the  inventory  readjustment  in  progress  indicated  that  the  impact  of  a 
tax  increase  would  be  beneficial  rather  than  harmful. 

We  are  now  of  the  unanimous  view,  and  that  view  is  confirmed  by  the  over- 
whelming preponderance  of  economic  fact  and  opinion,  that  any  real  danger  of 
an  economic  downturn  is  pa.st.  Indeed,  the  outlook  given  the  scale  of  Federal, 
State,  and  local  public  expenditures  and  private  demand,  is  for  a  substantial 
rate  of  growth  in  the  period  ahead — with  the  debate  being  confined  to  exactly 
how  rapid  the  growth  will  be. 

This  provides  the  fourth  and  final  reason  for  a  temporary  surcharge.  We  view 
the  surcharge  as  a  measure  of  insurance  against  the  risk  that,  without  this  pro- 
gram of  combining  a  temporary  tax  increase  with  expenditure  restraint,  the 
levels  of  growth  would  give  rise  to  unacceptable  inflationary  pressures.  This  de- 
velopment would  take  a  toll  of  our  economic  balance  and  stability  or  be  curbed 
by  excessively  high  interest  rates  and  tight  money  that  would  provide  an  un- 
healthy, unbalanced  economy,  ill  adapted  to  a  smooth  transition  to  peace  with 
prosperity. 

I.  WE  NEED  THE  TAX  INCREASE 

1.  To  meet  the  special  costs  of  Vietnam 

I  am  sure  that  so  long  as  hostilities  are  continuing  in  Vietnam  no  Member  of 
the  committee  would  want  or  has  w^anted  to  deny  the  finances  necessary  to 
permit  our  fighting  men  to  do  an  effective  job.  In  the  fiscal  year  1966,  the  special 
Vietnam  outlays  that  followed  upon  our  national  decision  of  late  July  1965 
added  $6.1  billion  to  our  administrative  budget  expenditures.  However,  due 
mainly  to  the  accelerated  growth  of  our  economy,  revenues  climbed  by  $11.6 
billion,  so  that  we  were  able  to  close  out  the  fiscal  year  1966  with  an  administra- 
tive budget  deficit  of  only  $2.3  billion,  which  was  $3  billion  below  the  $5.3  billion 
foreca.st  in  the  original  submission  of  the  budget  in  January,  1965. 

The  original  estimate  for  special  Vietnam  costs  in  fiscal  1967  as  submitted 
in  the  January  1966  budget,  was  $10.5  billion,  more  than  a  $4  billion  increase 
over  fiscal  1966  costs.  Accordingly,  the  Tax  Adjustment  Act  of  1966  was  recom- 
mended and  shortly  enacted.  It  provided  an  additional  $1.2  billion  of  revenues 
in  fiscal  1966  and  an  additional  $4.6  billion  in  fiscal  1967,  by  accelerating  collec- 
tions and  deferring  scheduled  excise  tax  reductions.  That  act  did  not  involve 
any  increase  in  individual  or  coi'porate  liabilities. 

In  the  latter  part  of  the  calendar  year  1966  it  was  apparent  that  the  special 
costs  of  Vietnam  in  fiscal  1967  would  be  nearly  double  those  originally  estimated 
in  the  January  budget.  This  reflected  the  rapidly  increasing  scale  of  hostilities 
and  the  fact  that,  with  these  hostilities  likely  to  continue,  it  had  become  necessary 
to  plan  and  budget  for  the  continued  conduct  of  hostilities  on  a  sub.stantially 
Increased  scale  through  fiscal  1968. 

A  special  supplemental  appropriation  for  defense  in  the  amount  of  $12.9  billion 
was,  therefore,  requested  in  last  January's  budget  message.  A  surcharge  of  6 
percent  on  both  corporate  and  individual  income  taxes  to  last  for  2  years,  or 
for  so  long  as  the  unusual  expenditures  associated  with  our  efforts  in  Vietnam 
require  higher  revenues,  was  recommended  to  become  effective  at  the  beginning 
of  fiscal  year  1968. 

Immediate  imposition  last  January  of  this  surcharge  was  not  requested  because 
of  the  temporary  period  of  slack  in  the  economy  resulting  from  fi.scal  and 
monetary  restraints  previously  imposed  and  the  inventory  readjustment.  Now, 
however,  inventories  have  been  substantially  readjusted,  and  the  course  of  the 
economy  is  heading  upward. 

I  thus  come  to  the  hard,  inescapable  fact  that  the  special  costs  of  Vietnam 
are  now  being  incurred  at  a  rate — in  excess  of  $22  billion — that  calls  for  a 
temporary  increase  in  the  tax  liabilities  of  individuals  and  corporations  to  meet 
a  portion  of  tho.se  costs. 
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2.  To  hold  down  the  deficit 

We  could,  of  course,  turn  away  from  the  course  of  responsible  actions  and 
attempt  to  meet  our  financial  obligations  without  resort  to  a  tax  increase. 
Consider  for  a  moment  what  this  would  mean  in  terms  of  the  size  of  the  deficit 
that  would  result. 

The  budget  for  fiscal  1968  submitted  last  January  estimated  expenditures  at 
$135  billion — $75.5  billion  for  the  Defense  Department  and  Atomic  Energy  Com- 
mission, and  $59.5  billion  for  civilian  programs.  As  the  Director  of  the  Budget 
will  detail,  these  estimates  may  be  exceeded  by  as  much  as  $8.5  billion — $2.5 
billion  for  civilian  programs,  $2  billion  for  a  possible  denial  by  Congress  of  the 
authority  to  sell  participation  certificates  in  the  amoimt  included  in  the  January 
budget,  and  $4  billion  for  defense.  In  addition,  with  no  tax  increase  and  with 
expenditures  at  the  higher  end  of  these  contingencies,  outlays  for  interest  on  the 
public  debt  would  also  rise,  by  up  to  perhaps  as  much  as  $700  million. 

The  President  has  pledged  to  take  every  proper  action  to  avoid  an  increase  of 
this  magnitude.  But  as  he  pointed  out  in  his  message  to  Congress,  action  by  the 
Executive  Branch  alone  is  not  sufficient.  The  outcome  will  also  depend  on  con- 
gressional action  with  respect  to  appropriations  and  mandatory  spending 
requirements. 

Turning  to  the  receipts  side,  since  last  January  revenue  estimates  have  been 
revised  downward  by  approximately  $7  billion : 

— $800  million  as  the  result  of  congressional  action  in  restoring  the  investment 
credit  and  accelerated  depreciation  earlier  than  the  budget  had  assumed. 

— $1.3  billion  because  of  lower  corporate  profits  and  $300  million  because  of 
lower  personal  income  than  projected  6  months  ago. 

— $3  billion  because  of  a  decrease  in  estimated  yield  from  existing  income  tax 
rates  and  $200  million  because  of  a  decrease  in  the  estimated  yield  of  gift  and 
estate  taxes  and  customs. 

— $600  million  because  of  a  reduced  estimate  of  miscellaneous  receipts  such  as 
stockpile  sales  ($450  million)  and  offshore  oil  revenues  ($80  million). 

— $800  million  because  of  a  later  effective  date  for  the  surcharge  on  personal 
income  taxes  than  recommended  last  January. 

The  budgetary  consequences  of  these  revised  estimates  of  revenues  and  the 
expenditure  contingencies  outlined  would  imply  a  deficit  of  $23.6  billion.  In  the 
event  no  tax  increase  were  enacted,  and  in  the  absence  of  tight  expenditure 
control,  the  deficit  could  rise  to  $29  billion  ( including  $700  million  for  the  higher 
interest  cost  on  the  public  debt  that  such  a  deficit  would  involve).  On  the  other 
hand,  with  tight  expenditure  control  and  with  the  tax  increase  programs,  the 
deficit  can  be  kept  within  a  range  of  $14  billion-$18  billion. 

Chairman  Ackley  will  develop  in  detail  the  broad  economic  consequences  that 
are  presented  by  a  choice  between  these  two  alternative  courses  of  action. 

3.  To  avoid  excessively  high  interest  rates  and  tight  money 

I  cannot  stress  too  strongly  my  deep  concern  about  the  pressures  that  would  be 
exerted  on  the  money  and  credit  markets  by  the  borrowing  requirements  associ- 
ated with  a  deficit  in  excess  of  a  $14  billion-$18  billion  range.  The  credit  markets 
can  accommodate  a  Federal  deficit  of  considerable  size.  But  given  present  private 
demands  for  credit,  an  outsized  Federal  deficit,  such  as  would  result  without  the 
proposed  tax  rise  and  expenditure  restraints,  cannot  be  accommodated  without 
severe  disruption  to  the  credit  markets,  sending  interest  rates  sky-high  and 
shutting  off  the  flow  of  credit  to  sectors  such  as  the  home  mortgage  market 
and  small  business. 

Some  people  may  ask  why  we  have  to  raise  taxes  and  hold  back  spending.  Why 
can't  we  borrow  more?  Isn't  the  U.S.  Government's  credit  good?  These  questions 
come  naturally  because  none  of  us  likes  to  raise  taxes  or  reduce  or  deny  funds 
for  many  worthwhile  programs.  The  fact  is  that  we  must  choose  among  alterna- 
tives :  one  is  to  raise  taxes  and  reduce  expenditures  to  the  maximum  extent 
feasible,  and  then  borrow  the  rest;  the  other  is  to  go  much  deeper  into  debt 
through  very  heavy  borrowing.  It  is  my  particular  assignment  today  to  explain 
why  unlimited  recourse  to  borrowing  would  be  risky  and  unfortunate  in  the 
present  financial  situation. 

Some  may  also  ask :  "What  about  World  War  II,  wasn't  there  very  heavy  re- 
course to  borrowing  then?"  The  answer  is  that  there  was  such  recourse  then, 
but  it  was  undertaken  only  in  conjunction  with  widespread  direct  controls  (com- 
plete allocation  of  materials  and  facilities ;  price,  wage  and  salary  controls ;  direct 
credit  controls)  that  limited  activities  not  directly  related  to  the  war  effort.  Even 
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with  these  measures  there  was  a  substantial  inflationary  cost.  In  the  current 
situation  we  have  avoided  those  rij^id  controls,  and  also  avoiiled  the  milder  con- 
trols of  the  Korean  i^eriod.  We  propose  iu  the  present  situation  to  follow  general 
fiscal  and  monetary  i)olieies  that  continue  to  make  it  possible  to  avoid  rigid  direct 
controls. 

Now  let  us  consider  our  financial  markets  and  the  demands  on  those  nmrkets. 
To  see  how  the  pieces  fit  together,  we  need  to  l(X)k  at  the  whole  range  of  demand 
and  supply  factors.  Concentration  on  just  one  part  of  the  whole  picture  will  not 
do.  This  run-down  may  be  a  bit  elementary  and  even  tedious,  but  I  think  it  is  so 
important  to  keep  the  whole  credit  market  picture  in  mind  that  it  is  worth 
going  over  this  with  some  care. 

On  the  demand  side,  the  major  components  are  the  business  sector,  the  con- 
sumer sector,  and  Government. 

Businesses  borrow  to  expand  their  facilities  and  for  working  capital,  such  as 
to  finance  inventories. 

Consumers  borrow  chiefly  to  finance  home  purchases  and  for  an  increasing 
variety  of  consumer  goods  and  ser\'ices — such  as  cars,  vacations,  college  expenses. 

Governments  borrow  to  finance  their  cash  deficits,  which  arise  when  the  net 
outpayments  from  spending  and  lending  programs  are  not  covered  by  tax  and 
other  revenues. 

On  the  supply  side,  the  main  sources  of  credit  are  the  banking  system,  other 
financial  institutions,  and  savings  generated  in  the  business  and  consumer  sectors. 
Two  of  these  sources  deserve  special  mention  because  of  their  strategic 
importance. 

The  banking  sector,  including  the  central  bank,  is  a  kind  of  balance  wheel 
which  can  be  permitted  or  encouraged  to  sui)ply  increasing  amounts  of  credit, 
or  discouraged  from  so  doing  by  the  availability  of  reserves  provided  through 
the  central  bank. 

The  other  highly  strategic  sector  is  the  direct  supply  of  credit  from  individuals. 
It  is  strategic  because  its  variations  up  or  down  are  closely  related  to  net  pres- 
sures on  the  markets  and  on  interest  rates.  Normally,  the  volume  of  credit  sup- 
plied directly  by  individuals  is  small.  Most  individuals  place  their  savings  with 
thrift  institutions  which  in  turn  lend  these  funds  to  borrowers.  This  is  known 
as  financial  interme<^liation.  When  this  individual  sector  is  called  on  to  supply  a 
substantial  amount  of  credit  directly,  rather  than  through  .savings  institutions  or 
other  intermediaries,  it  is  usually  a  sign  of  market  pressure.  This  normally  occur.^ 
when  demand  is  rising  very  strongly  and  borrowers  are  more  interested  in  getting 
their  money  than  in  the  rates  they  have  to  pay  for  it. 

That  is  what  happened  in  lf>66.  With  credit  demands  running  strong,  and 
supplies  limited,  interest  rates  on  oi)en  market  pai>er  kept  rising  until  willing 
investors  could  be  found — which  in  many  cases  involved  the  withdrawal  of  funds 
from  thrift  institutions  and  direct  investment  by  individuals  in  high-rate  market 
paper.  The  halt  in  bank  credit  growth  thru.st  further  demands  on  individuals. 
Credit  demands  had  no  i>lace  else  to  go,  once  the  banks  and  other  financial  inter- 
mediaries could  not  handle  any  more.  Either  the  demands  could  be  met  by  the 
residual  sector — individuals — or  they  could  go  unmet.  In  the  pro<:-ess  of  sorting 
out  the  demands  that  would  be  met  and  those  that  would  not  be  met,  interest 
rates  last  summer  reached  the  highest  levels  in  several  decades. 

Starting  a  little  less  than  a  year  ago,  there  was  a  dramatic  turn  for  the  better 
in  the  credit  markets,  reversing  some  of  the  forces  that  had  produced  earlier 
strains,  but  leaving  some  scars  and  vivid  recollections.  The  factors  making  for  a 
change  included  the  temporary  suspension  of  the  investment  tax  credit,  a  reduc- 
tion and  rearrangement  of  Federal  demands  on  the  ci'edit  markets,  holdbacks  in 
Fe<leral  spending  programs,  legislation  and  administrative  action  tf)  restrain  the 
fierce  competition  for  consumer  savings,  and  a  Federal  Reserve  move  toward 
easier  reserve  availability.  By  early  1!»()7,  credit  market  pressures  relaxed  further, 
as  economic  growth  abated,  monetary  i)olicy  eased  some  more,  and  the  President's 
fiscal  program  announced  in  January  proposed  a  tax  surcharge  to  begin  in  fiscal 
year  19C8. 

Plisier  credit  was  evident  in  tenns  of  both  availability  and  cost.  The  nation's 
money  supply  expanded  at  a  6  i)ercent  annual  rate  in  the  first  half  of  this  year, 
while  total  bank  credit  has  grown  at  an  annual  rate  of  about  11  ijercent.  The 
discount  rate  was  reduced  from  4^;  percent  to  4  percent,  and  the  prime  bank  lend- 
ing rate  from  0  i>ercent  to  .'>i/^  percent. 

Yet,  in  the  face  of  this  expansionary  monetary  policy,  long-term  interest  rates, 
which  had  turned  down  from  their  i>eaks  of  last  August  and  September  to  sub- 
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stantially  lower  levels  through  March,  have  more  ret-ently  moved  back  up  aud 
reached  levels  macomfortably  close  to  last  summer's  i^aks.  ludv^ed.  for  some  tyjies 
of  Govermiient  and  corporate  bonds,  current  rates  are  as  high  as  those  of  a  year 
ago. 

The  decline  in  short-term  rates  from  last  year's  peak  levels  proceeded  into  June, 
and  extended  to  more  than  two  full  percentage  ixiints  on  some  tyi>os  of  sev^^urities. 
In  recent  weeks  those  rates  have  also  bottomed  out.  however,  and  moved  back  up 
as  much  as  a  i)ercentage  ix)int — although  they  remain  well  below  la^t  year's 
l)eaks. 

A  major  cause  of  the  rise  in  long-term  rares  since  March  is  the  huge  volume  of 
borrowing  by  corix>ratious  and  by  S^tate  and  local  governments.  New  capital  issues 
by  coi-porations  in  the  Urst  7  months  of  11K57  were  a  record  !?lo.5  billion,  up  23 
I>ercent  from  the  similar  period  in  I960 — which  had  been  a  rect>rd-breaking  year. 
If  one  excludes  private  placements  by  corixirations  and  looks  just  at  public  offer- 
ings, which  have  a  greater  immediate  market  impact,  the  volume  of  new  issues 
was  §7.2  billion  in  the  first  half  of  this  year,  against  $S  billion  in  all  of  IIHJO  aud 
$5.6  billion  for  all  of  1005. 

To  a  considerable  extent,  this  heavy  pace  of  offerings  has  reflected  a  desire  of 
corporations  to  take  advantage  of  greater  credit  availability  to  rebuild  their 
liquidity  and  reduce  their  dependence  on  the  banking  system.  I^ist  summer,  even 
some  of  the  largest  corjwrations  found  their  access  to  bank  credit  limited,  and 
this  experience  is  still  quite  memorable  to  cori>orate  treasurers. 

States  and  municipalities  have  also  borrowed  very  heavily,  and  for  somewhat 
similar  reasons — making  up  for  some  iK>sfponements  of  borrowings  last  year  and 
seeking  to  obtain  some  money  needed  now  or  in  the  future  while  it  is  ctirrently 
available.  New  tax-exempt  issues  by  State  and  local  authorities  came  to  .SS.S  bil- 
lion in  the  first  7  months  of  this  year,  up  about  28  percent  from  a  year  earlier. 

There  is  an  additional  market  factor  that  seems  to  be  imi>elling  this  headlong 
rush  to  borrow,  even  at  current  high  rates.  Many  of  these  corix^rations  and  gov- 
ernmental authorities  are  said  to  be  pushing  their  borrowings  because  they  fear 
that  a  greatly  increased  Federal  Government  deficit  will  produce  still  higher 
intere-it  rates  and  tighter  conditions  of  credit  availability  in  the  months  ahead. 
And  they  are  apparently  concerned  that  big  Federal  Government  demands  might 
coincide  with  an  increasing  buildup  in  private  demands  that  would  revive  in- 
flationary pressures,  in  turn  boosting  spending  and  income  and  eventually 
stimulating  still  greater  credit  demands. 

The  fact  that  this  can  happen  against  a  baikground  of  expansionary  monetary 
polic.v  has  been  demonstrated  clearly  in  recent  weeks  and  months.  So  it  is  no 
an.swer  for  those  who  inveigh  against  high  interest  rates  to  call  for  easy  money 
unless  they  are  ready  to  see  higher  taxes  or  unless  they  are  willing  to  take  the 
risk  of  a  serious  inflation. 

A  special  reason  for  prompt  action  to  cut  the  prospective  Federal  deficit  is 
the  desirability  of  encouraging  the  current  uptrend  in  homebuilding  and  the 
increased  availability  of  money  in  the  mortgage  market.  Last  year  the  mortgage 
market  was  starved  for  funds  and  homebuilding  went  through  the  wringer — 
particularly  as  thrift  in.>^titutions  lost  funds  to  higher  paying  oihmi  market  paiier 
and  bank  deixi'^its.  This  .vear.  traditional  mortgage  lenders  have  experienced 
record  inflows  of  funds.  Some  of  this  inflow  has  been  used  to  rebuild  depleted 
liquidity,  but  the  availabilit.v  of  mortgage  funds  has  also  improved  greatly.  Yet 
there  can  be  no  complncency  about  this  improvement,  for  since  this  spring,  ris- 
ing interest  rates  on  corporate  securities  have  tended  to  attract  some  funds  from 
thrift  institutions  into  these  securities  rather  thnn  into  mortgaue*.  The  recent 
rise  in  short-term  rates,  if  it  goes  much  further,  t-ould  pull  savings  funds  directl.v 
out  of  the  thrift  institutions.  These  developments  raise  the  possibility  of  a  new 
stringency  in  housing  cretlit. 

We  do  not  present  the  proposed  tax  surcharge  as  something  that  will  cut 
interest  rates  immediately  and  sharply,  or  eliminate  all  the  jiroblems  that  have 
faced  the  financial  markets,  the  mortgage  market,  or  liomebuilding  in  the  pa.st  2 
years  since  the  Vietnam  escalation  began.  Even  with  a  tax  increase,  there  will  be 
a  sizable  Federal  deficit,  and  sizable  competing  demands  from  the  private  sector. 

Rut  a  tax  surcharge  will  reduce  the  size  of  the  Federal  deficit  and  the  size  of 
Federal  borrowing  necMN.  It  will  help  assure  a  continuation  of  expan-^ionary 
monetary  policy,  and  it  will  reassure  borrowers  and  lenders  that  there  is  no  need 
for  a  renewed  scramble  for  fimds  or  run-uii  of  interest  rates.  It  could  well  turn 
the  tide  in  the  credit  markets,  calm  down  the  precautionary  borrowing  and 
produce  freer  flows  of  funds  at  more  reasonable  rates  of  interest. 
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We  have  discussed  the  recent  role  of  certain  key  private  sector  demands  on 
the  credit  markets,  but  it  is  particularly  important,  in  weighing  the  need  for 
fiscal  action,  to  look  at  Federal  Government  demands.  Consider  these  facts  rela- 
tive to  Federal  credit  demands  on  the  private  sector  in  the  fiscal  year  ended 
June  30,  1967 : 

— The  total  outstanding  volume  of  Treasury  securities,  Federal  agency 
securities,  and  participation  certificates  increased  by  slightly  under  $10  billion. 

— But  Government  investment  accounts  increased  their  holdings  of  these  issues 
by  $11.6  billion,  and  the  Federal  Reserve  added  $4.5  billion  to  its  holdings. 

— Thus  instead  of  exerting  a  net  credit  demand  on  the  private  sector,  Federal 
credit  market  operations  actually  supplied  over  $6  billion  to  the  private  credit 
markets  through  net  repayment  of  debt. 

— Even  after  making  an  adjustment  for  the  $5  billion  decline  in  the  Treasury's 
cash  balance  over  the  fiscal  year,  there  was  still  a  net  repayment  of  credit  from 
the  Federal  sector  to  the  private  sector. 

The  picture  in  this  current  fiscal  year  will  be  different.  It  will  not  be  a  question 
of  net  repayment  of  credit  by  the  Federal  Government  to  the  private  market,  but 
of  how  large  a  net  demand  might  be  made  on  those  markets. 

Illustrative  of  the  possible  Federal  credit  demands,  suppose  that  the  adminis- 
trative budget  deficit  in  fiscal  year  1968,  with  the  proposed  tax  measures  enacted, 
is  $14  billion. 

— Adding  together  the  increases  in  Treasury  debt.  Federal  agency  debt,  and 
participation  certificates,  there  would  be  an  increase  in  outstanding  obligations 
of  some  $20  billion-$21  billion.  Making  rough  allowance  for  purchases  by  the 
Government  investment  accounts  and  Federal  Reserve,  the  net  demand  on  the 
private  sector  might  be  around  $10  billion-$12  billion.  (This  $10  billion-$12  bil- 
lion net  demand  for  the  full  fiscal  year  should  not  be  confused  with  the  estimates 
recently  rei)orted  for  prospective  Treasury  borrowing  in  the  July-December 
1967  period;  the  latter  estimates,  which  anticipated  market  borrowing  of  $15 
billion  in  Treasury  issues  and  possibly  $2  billion  in  participation  sales,  include  a 
seasonal  component  which  would  be  reversed  later  in  the  fiscal  year  when  a 
seasonal  surplus  of  revenues  over  expenditures  is  anticipated. ) 

— Without  the  proposed  tax  measures,  the  Federal  sector's  net  demands  on  the 
private  credit  market  in  fiscal  year  1968  would  be  $7.4  billion  greater.  Moreover, 
added  financial  requirements  could  arise,  as  they  did  in  1966,  from  further 
demands  on  Federal  credit  agencies,  because  of  tightened  credit  conditions  in 
the  private  sector. 

— The  total  of  Federal  credit  demands  on  the  private  sector,  without  tax 
action,  could  thus  reach  $20  billion,  or  exceed  it  if  expenditures  ran  to  the 
higher  side  of  the  range  of  contingencies  now  contemplated. 

Moreover,  the  dilTerence  between  net  Federal  credit  demands  on  the  private 
sector  on  the  order  of  $10  billion-$12  billion,  or  on  the  order  of  $20  billion  or 
somewhat  more,  depending  mainly  on  the  presence  or  absence  of  tax  action, 
does  not  tell  the  full  story.  For  along  with  swollen  Federal  credit  demands, 
the  failure  to  hold  down  the  budget  deficit  would  create  an  inflationary  environ- 
ment in  which  private  credit  demand  could  soar,  and  in  which  it  would  be  more 
difficult  to  continue  an  expansionary  monetary  policy,  and  that  woiild  cut  down 
on  total  available  supplies  of  credit. 

Thus  private  credit  demands,  in  the  absence  of  a  tax  surcharge,  would  be 
hit  in  three  ways — by  the  enlargement  of  Federal  credit  demands,  by  a  swelling 
of  the  private  demands  themselves,  and  by  the  curtailment  of  total  credit  supplies. 
The  net  result  would  he  a  vastly  different  set  of  credit  market  conditions,  impos- 
ing a  very  substantially  heavier  net  demand  for  funds  that  could  not  be  met  by  in- 
stitutional lenders,  and  that  could  be  met  only  in  part  by  the  residual  sector 
made  up  mainly  of  individuals. 

One  can  only  conjecture  about  the  precise  pattern  and  sequence  of  events 
through  which  tightened  credit  conditions  would  envelop  the  market  in  the 
absence  of  a  tax  increase,  but  last  year's  experience  might  provide  some  guidance. 
One  could  expect,  for  example,  that  as  the  Treasury  and  Federal  agencies  came 
to  market  in  greater  and  greater  volume,  higher  rates  would  have  to  be  paid 
to  draw  in  additional  investors.  Increasingly,  the  funds  might  be  drawn  from 
the  thrift  institutions  that  are  the  mainstay  of  the  mortgage  market. 

In  the  meantime,  corporate  borrowers  would  bid  rates  up.  and  attract  invest- 
ment from  institutional  lenders  that  have  the  flexibility  to  shift  among  Govern- 
ment securities,  corporate  issues,  and  mortgages.  Banks  might  well  face  insistent 
business  demands  to  draw  on  credit  lines,  while  lessened  reserve  availability 
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kept  a  tighter  lid  ou  the  banks'  total  portfolio,  so  that  less  could  be  put  into 
Federal  Government  securities  or  tax-exempt  issues  even  at  steeply  higher 
interest  rates. 

Along  with  the  mortgage  market,  and  State  and  local  government  borrowers, 
other  borrowers  with  relatively  limited  bargaining  power  and  limited  flexibility 
of  alternative  credit  resources  would  also  be  likely  to  suffer  disproportionately 
at  the  hands  of  tightened  credit  conditions — including  small  business  and  farmers. 
It  would  be  a  case  of  "pay  up  or  do  without,"  and  perhaps  a  case  of  "doing 
without"  even  for  those  willing  to  "pay  up"  to  a  considerable  extent. 

It  would  be  sheer  hypothesis  to  guess  what  heights  interest  rates  might  have 
to  scale  in  the  grim  process  of  sorting  out  the  credit  demands  that  would  be 
met,  and  those  that  would  not  be  met,  but  the  pressures  would  clearly  be  there, 
in  the  absence  of  tax  action  and  tight  expenditures  control  action,  to  push  rates 
substantially  higher  than  they  are  now.  One  need  only  look  around  the  world, 
even  at  highly  industrialized  countries,  to  see  Government  bond  yields  of  7 
percent  or  more — and  indeed  of  more  than  8  percent  during  much  of  last  year 
in  Germany.  Rates  on  prime  industrial  bonds  in  the  United  Kingdom  have  ranged 
as  high  as  8  percent  as  recently  as  a  year  ago,  and  these  yields  touched  9  percent 
in  Germany. 

These,  I  submit,  are  not  tolerable  conditions  for  the  United  States. 

I  have  dwelt  at  some  length  on  the  importance  of  the  proposed  tax  increase 
for  the  performance  of  financial  markets  and  interest  rates,  because  to  my  mind 
that  is  a  key  reason  for  its  enactment.  With  the  proposed  tax  increase,  and  tight 
expenditure  control,  the  net  demand  can  'be  held  to  tolerable  proportions  that 
the  credit  markets  can  handle,  given  a  reasonable  supportive  monetary  policy 
clvmate.  Without  the  tax  increase,  we  are  convinced  that  the  credit  markets 
could  not  finance  the  resulting  deficit — except  at  the  cost  of  sharply  reduced 
availability  of  credit  to  meet  private  demands,  and  sharply  increased  interest 
rates. 

4.  To  protect  healthy  economic  growth  and  price  stability 

As  I  have  already  indicated,  my  judgment  as  to  the  necessity  for  the  tax 
increase  program  is  based  on  hard  fact.  I  believe  the  hard  evidence  we  have  at 
hand  clearly  indicates  that  the  economy  is  now  on  an  upward  course  and  that 
an  economic  recession  is  not  in  the  picture. 

Let  me  cite  just  a  few  of  the  factors  I  have  in  mind  : 

— The  growth  in  final  sales  (to  consumers,  to  Government,  and  to  business 
for  investment  other  than  in  inventories)  in  the  first  six  months  of  this  year 
exceeded  the  growth  in  the  corresponding  period  of  1966 — $31  billion  compared 
to  $24  billion. 

— The  growth  of  total  GNP  has  been  held  down,  of  course,  by  the  Inventory 
readjustment.  Considerable  readjustment  has  taken  place.  Business  inventories 
grew  at  an  annual  rate  of  only  one  half  billion  dollars  in  the  second  quarter 
of  this  year,  which  is  the  lowest  inventory  growth  in  6  years.  A  return  to  normal 
inventory  growth  will  contribute  to  a  faster  rise  in  GNP. 

— Personal  income  rose  $3.7  billion  in  June,  the  largest  rise  in  the  past  5 
months.  As  personal  income  has  risen,  retail  sales  have  become  more  buoyant. 
Also  the  personal  savings  ratio  which  has  been  abnormally  high  in  recent 
quarters  is  showing  signs  of  returning  to  a  more  normal  level. 

— New  construction  generally  has  strengthened  and  residential  housing  starts 
have  been  rising  strongly  from  the  low  point  reached  late  last  year. 

— Total  manufacturers'  new  orders  for  June  rose  for  the  fifth  consecutive 
month,  to  $46  billion,  the  highest  since  the  record  level  of  September  1966. 
Order  backlogs  are  again  beginning  to  rise,  and  in  June  reached  the  highest  level 
so  far  this  year. 

—The  unemployment  rate  dropped  back  to  3.9  percent  in  July  after  rising  to 
4  percent  in  June ;  the  unemployment  rate  in  all  categories  of  workers  either 
declined  or  remained  unchanged.  The  unemployment  rate  for  married  men 
dropped  from  2  percent  in  June  to  1.8  percent  in  July. 

From  these  and  many  other  related  facts  which  Chairman  Ackley  will  develop 
in  detail  in  his  statement,  we  conclude  that  from  an  economic  viewpoint  a  tax 
increase  is  an  appropriate  and  desirable  measure.  Moreover,  it  is  the  best 
insurance  we  have  against  the  possible  development  of  an  inflationary  spiral. 
I  do  not  argue  that  excessive  growth  of  demand  is  the  only  factor  causing  prices 
to  rise.  But  it  has  been  and  could  again  be  a  major  factor,  and  the  one  factor 
that  could  produce  a  rapid  upward  spiral.  The  restraining  influence  of  the  tax 
increase  will  thus  contribute  to  stabilizing  the  level  of  prices. 
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5.  To  protect  our  balance  of  payments 

The  tax  increase  will  encourage  the  sound,  balanced  economic  jsrowth  that 
is  most  favorable  to  our  balance  of  payments  position.  Over  the  period  1961-64 
when  GNP  rose  on  the  average  by  about  6  percent  per  annum  (money  terms), 
the  U.S.  trade  surjJlus  increased  almost  $2  billion,  from  $4.8  billion  in  1960 
to  $6.7  billion  in  1964. 

Without  the  tax  increase,  we  run  the  risk  of  faster,  less  well-balanced  growth, 
and  increased  inflationary  pressure.  As  events  of  the  last  2  years  have  demon- 
strated, this  can  lead  to  a  substantial  increase  in  imports. 

— In  1965  and  1966,  when  GNP  rose  at  annual  rates  of  between  8  and 
9  percent,  imports  rose  by  about  15  percent  and  18  percent,  respectively — far 
more  than  exports — with  the  result  that  our  trade  surplus  deteriorated  steadily 
from  $6.7  billion  in  1964  to  $4.8  billion  in  1965  and  to  $3.7  billion  in  1966. 

— Expressed  as  a  percentage  of  GNP,  imports  rose  from  2.9  percent,  on  aver- 
age, in  1961-64  to  3.1  percent  in  1965,  and  3.4  percent  in  1966. 

Exports  over  the  2  years  1965  and  1966,  taken  together,  continued  to  grow 
reasonably  well  despite  higher  cost  and  price  increases  than  in  the  preceding 
period.  How  much  better  they  would  have  done  in  the  absence  of  excessive 
demand  here,  we  do  not  know.  We  do  know  that  in  order  to  increase  our  trade 
surplus  we  must  not  only  hold  imports  to  a  reasonable  level  but  we  must 
keep  our  exports  competitive  over  the  longer  run.  The  tax  increase  contributes 
to  this  by  reducing  upward  pressures  on  our  costs  and  prices. 

In  the  first  half  of  this  year,  our  trade  surplus  has,  in  fact,  improved  from 
the  low  annual  rate  of  $2.9  billion  in  the  fourth  quarter  of  1966  to  an  annual 
rate  of  $4.5  billion  in  the  second  quarter  of  1967.  We  must  not  permit  a  new 
outburst  of  excessive  demand  to  interrupt  this  trend. 

The  recently  strengthened  interest  equalization  tax  and  our  voluntary  Federal 
Reserve  and  Commerce  programs  will  help  hold  capital  outflows  within  rea- 
sonable limits. 

To  summarize,  then,  on  why  we  need  a  tax  increase  : 

— It  is  necessary  to  fulfill  our  obligation  to  finance  the  special  cost  of  "Vietnam 
in  a  responsible  way. 

— It  is  needed  to  hold  down  the  size  of  the  deficit  to  acceptable  limits. 

— It  is  needed  to  avoid  the  return  of  monetary  stringency  and  high  interest 
rates  with  their  distorting  and  unfair  impact  on  the  economy,  particularly 
in  the  home  building  sector. 

— It  is  appropriate  in  relation  to  our  current  and  prospective  economic  situa- 
tion and  insures  against  the  danger  of  a  spiralling  of  prices. 

— Without  the  tax  increase  our  balance  of  payments  position  will  suffer. 

II.  THE  TAX  INCREASE  PROGRAM 

To  produce  the  needed  revenues  the  President  has  proposed  a  three  point 
program : 

— A  temporary  surcharge  of  10  percent  of  tax  liability  (not  10  percent  of  tax- 
able income)  to  be  placed  on  corporations  and  on  those  individuals  with  tax 
liability  above  an  exemption  level. 

— To  be  effective  October  1,  1967  for  individuals,  and  July  1,  1967  for  corpora- 
tions. 
— To  remain  in  effect  until  June  30,  1969,  or  continue  so  long  as  the  unusual 
expenditures    associated    with    our    efforts    in    Vietnam     require    higher 
revenues. 
— A  speedup  in  corporate  income  tax  collections. 

— A  postponement  of  the  scheduled  excise  tax  reductions  on  automobiles  and 
telephone  service  during  the  period  of  the  temporary  surcharge. 

1.  The  surcharge  form  of  tax  increase 

In  recent  years  there  has  been  considerable  expert  discussion  about  the  form 
that  a  temporary  tax  increase  should  take.  We  have  c'oncluded  from  that  dis- 
cussion that  an  across-the-board  surcharge  is  generally  the  most  appropriate 
method.  A  surcharge  is  simple  to  administer  and  easy  for  the  taxpayer  to 
understand.  It  is  relatively  prompt  and  predictable  in  its  impact.  It  causes 
minimal  disturbance  to  the  existing  pattern  of  relationships  among  tiixi>ayers, 
and  this  seems  fair  and  sensible  for  a  moderate,  temporary,  emergency  increase. 

A  surcharge  is  in  line  with  the  recommendations  of  the  Subcommittee  on 
Fiscal  I'olicy  of  the  Joint  Economic  Committee.  In  the  spring  of  1966  the 
subcommittee  held  hearings  on  the  subject  of  tax  changes  for  short-run  stabili- 
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zation,  which  were  a  thorough  and  comprehensive  investigation  of  the  subject. 
The  committee  agreed  that  a  uniform  percentage  addition  to,  or  subtraction 
from,  corporate  and  personal  income  tax  liabilities,  to  be  effective  for  a  stated 
period,  best  satisfies  the  criteria  for  short-run  stabilizing  revenue  changes. 

It  was  in  the  light  of  these  compelling  considerations  that  a  general  sur- 
charge— modified  to  avoid  imposing  additional  tax  burdens  on  individuals 
in  the  very  lowest  income  brackets — was  decided  upon  as  the  major  measure 
in  the  President's  program. 

I  want  to  make  quite  clear  that  the  choice  of  the  surcharge  form  to  meet  a 
temporary  need  by  no  means  implies  a  turning  away  from  the  need  for  achiev- 
ing important  permanent  structural  changes  in  the  tax  system. 

Indeed,  as  the  President  stated  in  his  Economic  Message,  he  will  be  sending 
a  message  proposing  comprehensive  tax  reform  later  in  this  Session. 

Both  in  timing  and  objectives,  however,  tax  reform  should  be  distinguished 
from  the  present  temporary  surcharge  recommendation.  The  surcharge  is  needed 
now  for  revenue.  Expeditious  action  is  essential  if  it  is  to  achieve  its  puriwse. 
It  is  a  temporary  measure  and  not  a  permanent  part  of  our  revenue  structure. 
The  central  issues  for  congressional  concern  are  the  size  of  the  needed  increase 
and  its  timing. 

The  Tax  Reform  Message  will  require  more  deliberate  consideration  since 
it  involves  proposals  for  permanent  structural  changes  and  some  redistribution 
of  tax  burdens  in  the  interest  of  a  fairer  sharing  of  the  load.  Its  basic  objective 
is  not  to  raise  revenue  but  to  correct  a  number  of  inequities  and  abuses  in  our 
tax  system.  Tax  reform  is  a  job  that  very  much  needs  to  be  done.  I  hope  your 
committee  will  be  giving  its  consideration  to  the  President's  reform  recom- 
mendations in  the  months  ahead. 

2.  Effect  of  the  surcharge  on  individuals 

The  10  percent  surcharge  would  be  effective  for  individuals  as  of  October  1, 
1967.  There  has  been  some  confusion  about  what  the  10  percent  applies  to.  For 
clarity,  let  me  repeat  that  the  surcharge  precentage  applies  to  the  tax  liability 
of  the  individual — not  to  the  individual's  income.  A  surcharge  equal  to  10  percent 
of  the  tax  liability  the  individual  would  otherwise  incur  under  present  law 
would,  of  course,  equal  a  much  smaller  percent  of  the  individual's  income.  Thus, 
a  married  couple  with  two  dependents  with  a  wage  income  of  $10,000  and 
taking  typical  deductions,  would  have  a  tax  of  $1,114  under  present  tax  rates, 
and  a  10  percent  surcharge  would  amount  to  $111.  But  this  $111  is  only  slightly 
more  than  1  percent  of  the  family's  income. 

The  selection  of  the  October  1  date — 3  months  later  than  the  recommended 
starting  date  for  corporations — reflects  certain  practical  considerations  involved 
in  changing  the  current  payments  required  to  be  made  by  individuals.  In- 
creased withholding  rates  for  wages  and  salaries  could  not  feasibly  be  put  into 
effect  at  a  much  earlier  date  because  of  the  time  required  both  by  the  Internal 
Revenue  Service  and  employers  to  prepare  and  implement  new  withholding 
schedules.  It  is  generally  desirable  to  keep  down  the  slippage  of  time  between 
the  effective  date  for  a  tax  increase  and  the  date  on  which  increased  withhold- 
ing becomes  effective,  in  order  to  avoid  necessitating  large  payments  by  individ- 
uals when  they  file  their  final  returns. 

Concretely,  the  surcharge  would  apply  to  individuals  as  follows  : 

— Since  the  surcharge  would  be  effective  October  1,  1967,  and  thus  be  in  effect 
for  only  one-quarter  of  the  year  1967,  the  rate  of  the  surcharge  for  that  year 
would  be  2%  percent  of  the  tax  for  the  entire  year  1967.^  If  the  tax  on  an 
individual  for  1967  would  be  $1,000  under  present  law,  the  surcharge  would 
raise  this  tax  by  $25  to  $1,025.  Increased  withholding  rates  incorporating  the 
surcharge  would  go  into  effect  October  1,  1967,  so  that  individuals  with  wages 
or  salaries  would  remain  on  a  current  payment  basis. 

— Since  the  surcharge  would  be  in  effect  for  all  of  the  calendar  year  1968, 
the  surcharge  due  on  calendar  year  1968  tax  liability  would  be  the  full  10  per- 
cent. On  a  tax  of  $1,000  which  an  individual  would  otherwise  incur,  the  sur- 
charge would  come  to  $100  or  10  percent.^ 

Persons  of  restricted  means  should  not  be  required,  even  in  times  of  emer- 
gency, to  sacrifice  already  minimal  standards  of  living.  Consequently,  the 
proposal  provides  an  exemption  for  such  persons. 


1  The  surcharge  nMilies  to  the  present  tax  law  including  the  tax  on  capital  gains. 
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The  exemption  from  the  surcharge  covers  taxpayers  whose  taxable  income 
falls  entirely  within  the  first  two  brackets  of  the  individual  income  tax/ 
Generally,  this  exemption  would  exclude  from  the  surcharge : 

— All  single  persons  with  taxable  incomes  of  $1,0(X)  or  less  after  deductions 
and  exemptions;  all  married  persons  with  taxable  incomes  of  $2,000  or  less 
after  deductions  and  exemptions ;  and  all  heads  of  households  with  taxable 
incomes  of  .$1,500  or  less  after   deductions  and  exemptions. 

- — In  terms  of  specific  tax  liabilities,  single  returns  having  $145  or  less  tax, 
joint  returns  having  $290  or  less  tax,  and  head-of-household  returns  having  $220 
or  less  tax  would  be  exempt. 

—In  terms  of  total  earnings,  married  couples  with  two  children  with  earn- 
ings of  $5,000  or  less  per  year  and  single  people  with  earnings  of  less  than 
$1,000  per  year  would  not  be  subject  to  the  surcharge,  assuming  the  use  of 
the  minimum  standard  deduction. 

The  exemption  will  cover  about  16  million  taxpayers,  or  approximately  one- 
.sixth  of  the  98  million  total  of  all  taxpayers.  Of  the  16  million  who  will  not 
be  subject  to  the  surcharge,  approximately  5  million  are  single  individuals  and 
11  million  are  married  taxpayers. 

The  effects  of  the  proposal  may  be  illustrated  by  applying  the  proposed  sur- 
charge to  a  married  couple  with  two  dependents  using  typical  (10  percent  of 
income  or  minimum  standard  deduction)  deductions : 

— With  $5,000  earnings,  their  tax  will  be  unchanged  (and  still  $130  lower 
than  they  would  have  paid  in  196.3) . 

—With  $10,000  earnings,  their  tax  will  rise  $28  in  1967  and  $111— or  $9.25  a 
month — in  1968  (their  1968  tax  will  still  be  $147  less  than  they  would  have  paid 
in  1963). 

—With  $20,000  earnings,  their  tax  will  rise  $79  in  1967  and  $316— $26.34  a 
month — in  1968  (their  1968  tax  will  still  be  $324  less  than  they  would  have  paid 
in  1963). 

Since  the  bulk  of  American  families — 'three  out  of  every  four — have  an  income 
below  $10,000,  they  will  be  paying  le.ss  than  $9.25  a  month,  down  to  only  about 
$2.50  a  month. 

3.  Eflfects  of  the  surcharge  on  corporations 

The  10  percent  surcharge  would  apply  to  corporations,  effective  July  1,  1967. 
Thus,  for  calendar  1967  the  surcharge  would  be  higher  than  for  individuals 
because  of  the  ealier  starting  date.  For  corporations  whose  taxable  year  coin- 
cides with  the  calendar  year,  the  surcharge  for  calendar  year  1967  would  be  5 
percent  (compared  to  2i/^  percent  for  individuals)  since  it  applies  for  one-half 
the  year.  The  full  10  percent  surcharge  would  apply  for  1968. 

For  corporations  whose  taxable  year  does  not  coincide  with  a  calendar  year, 
the  rate  of  the  surcharge  would  be  determined  on  the  basis  of  the  number  of  days 
in  the  corporation's  fiscal  years  that  fall  within  the  period  during  which  the 
surcharge  is  in  effect  (July  1, 1967- June  30. 1969)  .^ 

A  calendar  year  corporation  with  profits  before  tax  of  $100,000  will  pay  an 
extra  $2,075  in  1967  and  1969,  and  an  extra  $4,150  in  1968. 

4.  Revenue  effect  of  the  surcharge 

The  revenue  effect  of  the  surcharge  will  be  to : 

—Increase  fiscal  year  1968  receipts  in  the  administrative  budget  by  $6.3 
billion  : 

— The  increase  in  receipts  from  individuals  amounting  to  $4  billion. 
— The  increase  in  receipts  from  corporations  amounting  to  .$2.3  billion. 

5.  The  speedup  in  corporate  tax  collections 

Two  steps  are  recommended  to  place  coiiwrations  on  the  same  current  tax 
payment  basis  as  individuals.  Beginning  January  1,  1968,  corporations  would 
pay  their  estimated  tax  liability  on  the  basis  of  80  percent  of  estimated  tax 
liability,  rather  than  70  percent  as  under  pre.sent  law.  Corporations  would 
then  be  on  the  same  percentage  basis  that  individuals,  .sole  proprietorships,  and 
partnerships  have  been  on  since  the  beginning  of  this  year. 


'A  spofi.nl  provision  will  also  insure  tliat  persons  receivinjr  rptiroment  income  qualifying 
for  tiie  rotirement  income  credit  will  maintain  their  present  parity  for  income  tax  purposes 
witli  recipients  of  Social  Security  lienefifs. 

=  Tlius.  a  corporation  witli  a  November  .".O  fiscal  year  would  apply  a  proportionate  sur- 
eliarge  rate  to  its  1967  fiscal  year  determined  as  follows:  10  i)erccnt  multiplied  by  a 
fraction  the  numerator  of  wliich  is  1.53  (the  number  of  days  in  the  taxable  year  after 
June  30,  1967)  and  the  denominator  of  which  is  365,  or  approximately  4.2  percent. 
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The  second  proposal  to  bring  corporations  to  a  current  estimated  tax  payment 
basis  is  to  eliminate,  over  a  5-year  period  commencing  January  1,  1968,  the 
$100,000  of  tax  exemption  from  estimated  tax  payment  requirements.  By  this 
measure,  all  corporations,  small,  medium,  and  large,  will  gradually  be  placed  on 
the  same  current  tax  payment  basis  as  individual  proprietors  and  partnerships. 
The  5-year  transition  period  assures  that  the  change  to  a  current  tax  payment 
basis  will  be  accomplished  in  an  orderly  and  balanced  manner.  All  corporations, 
regardless  of  size,  can  plan  for  steady  implementation  of  the  system,  and  will 
not  have  to  catch  up  to  totally  current  basis  in  any  one  year. 

The  80  percent  requirement  would  add  about  $400  million  revenue  in  fiscal 
year  1968. 

The  transition  to  current  payment  for  the  first  $100,000  of  corporate  tax  would 
add  about  another  $400  million  revenue  in  fiscal  year  1968  and  equivalent 
amounts  in  each  of  the  ensuing  4  fiscal  years. 

These  proposals  are  logical  extensions  of  the  transition  to  a  current  payment 
basis  for  corporations  refiected  most  recently  by  the  Tax  Adjustment  Act  of 
1966,  and  are  appropriate  responses  to  the  obvious  need  to  align  corporate  pay- 
ment rules  with  those  applicable  to  noncorporate  taxpayers. 

6.  The  postponement  of  the  scheduled  excise  tax  reductions 

Under  present  law  the  excise  tax  on  passenger  automobiles  is  scheduled  to  drop 
from  7  percent  to  2  percent  April  1,  1968,  and  then  to  1  percent  January  1,  1969. 
The  excise  tax  on  telephone  service  is  scheduled  to  drop  from  10  percent  to  1 
percent  April  1968,  and  then  to  zero  January  1, 1969. 

It  is  appropriate  in  the  light  of  our  revenue  needs  that  these  scheduled  re- 
ductions be  deferred  for  the  period  during  which  the  proposed  surcharge  is  in 
effect.  Since  these  excises  are  currently  in  effect,  deferment  of  their  reduction 
is  a  relatively  simple  matter  administratively  for  business  firms  and  the  Govern- 
ment. Moreover,  the  burden  of  these  taxes  is  widely  dispersed  over  the  popula- 
tion and  does  not  rest  disproportionately  on  a  narrow  segment  of  the  community. 
The  proposal  suspends  the  above  scheduled  reductions  until  July  1,  1969,  and 
January  1,  1970,  respectively.  The  additional  revenue  derived  would  be  approxi- 
mately $300  million  for  fiscal  year  1968  and  approximately  $2.5  billion  for  fiscal 
year  1969. 

The  revenue  effect  for  fiscal  1968  of  the  President's  three-point  tax  program, 
as  a  whole,  then  is  to  increase  receipts  by  $7.4  billion : 

— $6.3  billion  from  the  surcharge. 

— $800  million  from  the  si)eedup  of  corporate  collections. 

— ^$300  million  from  the  deferral  of  scheduled  excise  tax  reductions. 

Assuming  the  President's  tax  program  is  enacted,  total  receipts  for  the 
administrative  budget  for  the  fiscal  year  1968  are  estimated  at  $122.5  billion.  A 
breakdown  of  this  revenue  estimate  is  attached.  The  size  of  the  deficit  would 
depend  upon  the  final  level  of  expenditures.  Higher  expenditures  affect  the 
deficit  directly,  of  course,  but  also  indirectly  through  their  impact  on  private 
incomes  and  thereby  on  Federal  revenues.  Were  expenditures  to  fall  in  the 
high  end  of  the  range,  for  example,  revenues  would  rise  by  perhaps  as  much 
as  a  billion  dollars. 

In  summary,  the  President's  proposal  provides  needed  revenues  by  balanced 
and  equitable  means : 

— The  speedup  in  estimated  tax  i)ayments  for  corporations  brings  this  sector 
of  business  into  parity  with  unincorporated  businesses. 

— The  effect  of  postponing  the  scheduled  excise  tax  reductions  is  dispersed 
widely  over  the  population. 

— The  surcharge  is  a  temporary  measure  designed  for  relatively  simple  im- 
plementation and  termination,  which  applies  progressively  in  the  same  manner 
as  our  basic  income  tax  liability,  but  appropriately  exempts  those  who,  because 
of  low  incomes,  should  not  be  required  to  shoulder  this  additional  responsibility. 

CONCLUSION 

I  end  on  a  point  with  which  I  began :  based  on  the  hard  facts  we  all  face,  the 
President's  program  for  combining  a  tax  increase  with  expenditure  reduction 
to  diminish  the  deficit  and  the  extent  of  Government  borrowing  represents  a 
sound,  fair  and  fiscally  responsible  choice  of  the  alternatives  open  to  this 
Committee,  the  Congress,  and  the  American  people. 

Admittedly,  no  one  likes  to  pay  additional  taxes  even  for  a  temporary  period. 
The  President  does  not  like  to  recommend  an  increase  in  taxes;  the  Secretary 


270     19GS  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

of  the  Treasury  and  his  colleagues  do  not  like  to  plead  for  an  increase  in  taxes ; 
we  know  this  Committee  does  not  like  to  ask  the  House  of  Representatives  to 
vote  an  increase  in  taxes. 

All  of  us — President,  administration  officials,  this  committee  and  the  House — 
have  proven  alert  and  anxious  to  reduce  the  Federal  tax  burden  on  the  American 
people. 

We  have  done  so,  and  in  recent  years  this  policy  of  Federal  tax  reduction  has 
meant  substantial  savings  for  the  American  taxi^ayer.  In  1962  the  investment 
tax  credit  was  passed.  In  19G4  the  most  significant  reductions  in  personal  and 
corporate  income  taxes  in  history  were  voted.  In  1905  excise  taxes  were  removed 
on  over  200  items.  It  has  been  my  privilege  to  espouse  all  of  these  measures  before 
this  committee. 

As  a  result  of  these  reductions  initiated  in  the  Congress  by  this  committee, 
despite  constantly  rising  State  and  local  taxes,  Americans  enjoy  a  lower  tax 
burden  than  any  major  industrial  country  in  Western  Europe — and  this  includes 
taxes  levied  at  all  levels  of  government,  Federal,  State,  and  local.  Figures 
collected  by  the  Organization  for  Economic  Cooperation  and  Development  show 
that  as  a  proportion  of  total  national  production,  French  citizens  paid  38.5 
percent  in  taxes ;  Germany,  34.4  percent ;  Italy,  29.6  percent ;  United  Kingdom, 
28.6  percent ;  and  the  United  States,  27.3  percent. 

As  the  President  said  in  his  Message : 

"If  Americans  today  still  paid  taxes  at  the  rates  in  effect  when  I  became 
President,  a  little  over  three  years  ago,  they  would  be  paying  this  year  over  $23 
billion  more  than  they  are  paying  now." 

The  enactment  of  the  proposed  stircharge  icould  temporarily  take  individual 
tax  rates  less  than  one  half  tvay  up  to  the  196S  levels. 

Attached  to  my  statement  are  tables  showing  precisely  how  much  better  off 
tax-wise  each  individual  taxpayer  will  be  in  1967  and  1968  even  with  the 
temporary  surcharge,  compared  to  his  income  tax  liability  in  1963. 

For  a  little  more  perspective  on  what  the  surcharge  means  for  the  individual 
taxpayer,  let  me  point  out  that  the  surcharge  : 

— In  the  aggregate,  would  amount  to  only  one  percent  of  individual  income 
before  all  taxes. 

— Would  place  a  far  lesser  burden  than  the  tax  increase  of  the  Korean  War. 
when  the  average  increase  in  tax  rates  was  the  equivalent  of  about  a  28-percent 
surcharge. 

— Would  be  in  no  way  comparable  to  the  increase  in  tax  burden  in  World  War 
II  when  the  ratio  of  income  tax  to  total  personal  income  rose  from  1.3  percent  to 
10.8  percent,  resulting  from  increased  rates,  reduced  exemptions  and  rising 
incomes.  This  was  a  730-percent  increase,  starting  from  a  small  base. 

For  the  corporation,  the  surcharge  will  be  an  increase  of  10  percent  compared 
to  an  average  rise  of  52  percent  during  the  Korean  War.  In  World  War  II  the 
effective  rate  on  corporations  due  to  a  combination  of  rate  increases  and  the 
excess  profits  tax  resulted  in  effective  rates  that  were  higher  by  174  percent. 

Now  once  again  armed  conflict  involves  our  security.  As  the  President  said : 

"There  are  times  in  a  nation's  life  when  its  armies  must  be  equipped  and 
fielded,  and  the  nation's  business  must  still  go  on.  For  America  that  time  is  now." 

The  time  has  come  when  we  must  levy  a  temporary  tax  to  defray  a  portion  of 
the  cost  of  the  conflict  in  Southeast  Asia  and  thereby  forward  the  Nation's 
business. 

The  Nation  is  determined  to  see  those  hostilities  terminated,  but  only  under 
conditions  consonant  with  a  future  for  peace  and  freedom  that  offers  no  reward 
for  Communist  aggression  or  its  cult  of  violence  and  subversion. 

This  is  an  occasion  to  recall  the  statement  of  a  great  American  of  another  day. 
Justice  Oliver  Wendell  Holmes,  who  said :  "Taxes  are  what  we  pay  for  civilized 
society." 

We  cannot  share  the  sacrifices  our  brave  men  are  making  in  the  field.  But  we 
can  meet  the  fiscal  challenge  at  home.  We  can  provide  the  additional  taxes  that 
will  help  hold  the  budget  deficit  within  limits  conducive  to  the  maintenance  of  a 
healthy,  balanced  economy,  well  fitted  for  the  eventual  transition  to  a  peace  with 
prosperity. 

It  is  my  firm  conviction  that,  however  unwelcome  to  Americans  as  taxpayers, 
the  President's  program  is  in  the  best  interest  of  those  same  Americans — 

— As  consumers  who  want  price  stability  ; 

— As  wage  and  salary  earners  who  have  or  seek  jobs  in  an  economy  character- 
ized by  sustained  and  steady  growth  rather  than  boom  and  bust ; 
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— As  businessmen  whose  life  blood  is  credit  and  steady  expanding  demand  from 
confident  customers ; 

— As  home  buyers  and  farmers  to  whom  ever  higher  rates,  tight  money  and 
increased  costs  are  far  more  cruel  than  taxes ; 

— As  poor,  elderly,  or  living  on  a  fixed  income  to  whom  a  spiral  of  inflation  is 
ruinous ; 

— As  fighting  men  who  dream  of  returning  someday  to  a  job.  an  education  and 
a  home. 

Members  of  this  committee  share  with  the  Secretary  of  the  Treasury  the  special 
responsibility  of  seeing  to  it  that  the  bills  of  the  Government  are  paid— whether 
out  of  borrowed  money  or  revenues.  I  hope  you  will  share  with  me  the  conclusion 
that  the  prompt  enactment  of  the  President's  tax  proposals  are  necessary  and  in- 
dispensable parts  of  a  program  of  fiscal  responsibility. 

Table  I. — Comparison  of  1963-66  tax  liability  and  1967-68  tax  liability  under 
proposed  tax  increase  for  illustrative  taxpayers  ^ 

[Single  individual] 

1964  Tax  Tax 

Wage  income  1963  tax  -       tax  act        1986  tax  2      1967  tax  2       increase  1968  tax  2       increase 

decrease  over  1966  over  1966 

tax  3  tax  * 

$1,000 $62  $46  $16  $16          (5)  $16  (s) 

$1,900 224  77  147  151  $4  162  $15 

$2,000 242  79  163  167  4  179  16 

$3,000 427  94  333  341  8  366  33 

$5,000 818  147  671  688  17  738  67 

$7,500. 1,405  237  1,168  1,197  29  1,285  117 

$10,000 2,096  354  1,742  1,786  44  1,916  174 

$12,500 2,887  489  2,398  2,458  60  2,638  240 

$15,000 3,787  633  3,154  3,233  79  3,469  315 

$20,000 5,900  982  4,918  5,041  123  5,410  492 

$25,000 ...-  8,324  1,342  6,982  7,157  175  7,680  698 

$35,000 13,778  2,151  11,627  11,918  291  12,790  1,163 

1  Proposed  tax  increase  of  2.5  percent  of  the  tax  in  1967  and  10  percent  in  1968  which  does  not  apply  to  single 
returns  with  taxable  income  of  $1,000  or  less  and  joint  returns  with  taxable  income  of  $2,000  or  less. 

2  Tax  liability  computations  assume  minimum  standard  deduction  or  deductions  equal  to  10  percent  of 
income  whichever  is  greater.  Tax  liability  from  optional  tax  table  where  income  is  under  $5,000. 

3  1967  tax  minus  1966  tax. 
<  1968  tax  minus  1966  tax. 

6  There  is  no  increase  in  1967  or  1968  for  a  single  person  whose  tax  at  1966  rates  is  $145  or  less. 

Table  II. — Comparison  of  1963-66  tax  liability  and  1967-68  lax  liability  under 
proposed  tax  increase  for  illustrative  taxpayers  ' 

[Married  couple,  no  dependents] 

1964  Tax  Tax 

Wage  income  1963  tax  2       tax  act        1966  tax  2      1967  tax  2       increase  1968  tax  2       increase 

decrease  over  1966  over  1966 

tax  3  tax  * 

$2,000 $122  $64  .$58  $58  (S)  $58  (s) 

$3,000 -.  305  101  204  204  {^)  204  (.6) 

$3.600 413  119  294  301  $7  323  $29 

$5,000 660  159  501  514  13  551  50 

$7,500. _. 1,141  227  914  937  23  1,005  91 

$10,000 1,636  294  1,342  1,376  34  1,476  134 

$12,500 2,213  .382  1,831  1,877  46  2,014  183 

$15,000-.- - 2,810  475  2.335  2,393  58  2,569  234 

$20,000 - 4,192  708  3,484  3,571  87  3,832  348 

$25,000- 5,774  978  4,796  4,916  120  5,276  480 

$35,000 -..  9,601  1,604  7,997  8,197  200  8,797  800 


1  Proposed  tax  increase  of  2.5  percent  of  the  tax  in  1967  and  10  percent  in  1968  which  does  not  apply  to  single 
returns  with  taxable  income  of  $1,000  or  less  and  joint  returns  with  taxable  income  of  $2,000  or  less. 

-  Tax  liability  computations  assume  minimum  standard  deduction  or  deductions  equal  to  10  percerit  of 
inco'ne  wliichever  is  greater.  Tax  liability  from  optional  tax  table  where  income  is  under  $5,000. 

3  1967  tax  minus  1966  tax. 

■i  1968  tax  minus  1966  tax. 

'  There  is  no  increase  in  1967  or  1968  for  a  married  couple  whose  tax  at  1966  rates  is  $290  or  less. 
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Table  III. — Comparison  of  1963-66  tax  liability  and  1967-68  tax  liability  under 
■proposed  tax  increase  for  illustrative  taxpayers  * 

[Married  couple,  two  dependents] 


Wage  income 

1963  tax  5 

1964 
tax  act 
decrease 

1966  tax  2 

1967  tax  2 

Tax 
increase 
over  1966 

tax* 

1968  tax  2 

Tax 
increase 
over  1966 

tax< 

$3,000          

$65 
420 
877 
1,372 
1,901 
2,486 
3,800 
5,318 
9,037 

$61 
130 
191 

258 
334 
424 
640 
906 
1,508 

$4 
290 
686 
1,114 
1,567 
2,062 
3,160 
4, 412 
7, 529 

$4 
290 
703 
1,142 
1,606 
2,114 
3,239 
4,522 
7,717 

(=) 
(») 
$17 
28 
39 
52 
79 
110 
188 

.$4 
290 
755 
1,225 
1,724 
2,268 
3,476 
4,853 
8,282 

(') 

$5,000 

$7,500 

$10,000 

(5) 

$69 
111 

$12,500- - 

$15  000               

157 
206 

$20,000            

316 

$25,000 

441 

$35  000 

753 

>  Proposed  tax  increase  of  2.5  percent  of  the  tax  in  1967  and  10  percent  in  1968  wtiich  does  not  apply  to  single 
returns  with  taxable  income  of  $1,000  or  less  and  joint  returns  with  taxable  income  of  $2,000  or  loss. 

2  Tax  liability  computations  assume  minimum  standard  deduction  or  deductions  equal  to  10  percent  of 
income  whichever  is  greater.  Tax  liability  from  optional  tax  table  where  income  is  under  $5,000. 

3 1967  tax  minus  1966  tax. 

<  1968  tax  minus  1966  tax. 

s  There  is  no  increase  in  1967  or  1968  for  a  married  couple  whose  tax  at  1966  rates  is  $290  or  less. 

Table  IV. — Estimated  net  administrative  budget  receipts  in  the  fiscal  year  1968, 
assuming  President's  tax  program 

[In  bihions] 

Individual  income  taxes.- $70.5 

Corporation  income  taxes. 32. 7 

Excise  t axes 9. 1 

Estate  and  gift  taxes - 3.0 

Customs 2.0 

Miscellaneous  receipts - 5.2 

Net  administrative  budget  receipts.. 122.5 

Underlying  income  assumptions — calendar  year  1967 

Gross  national  product 783 

Personal  income - 625 

Corporate  profits. - 80 


Exhibit  21. — Statement  by  Secretary  Fowler,  November  15,  1967,  before  Sub- 
committee Number  1,  Select  Committee  on  Small  Business,  House  of  Repre- 
sentatives, concerning  legislative  reform  relating  to  private  foundations 

I  should  like  to  take  this  opportunity  to  state,  as  succinctly  and  directly  as  I 
can,  both  the  record  and  the  position  of  the  Treasury  Department  on  legislative 
reform  relating  to  private  foundations.  If  you  or  your  staff  have  any  questions 
concerning  the  administration  and  application  of  existing  laws  in  various  indi- 
vidual cases  and  situations,  I  shall  refer  all  questions  and  leave  the  discussion 
to  the  Commissioner  of  Internal  Revenue  in  whom  I  repose  the  highest  confidence. 
He  is  in  charge  of  the  administration  of  tax  laws. 

In  his  appearance  before  your  committee  in  the  summer  of  1964,  Secretary 
Douglas  Dillon  stated : 

"As  a  matter  of  personal  practice,  I  do  not  associate  myself,  and  have  disassoci- 
ated myself  ever  since  I  was  in  the  Treasury,  with  individual  tax  cases  and  tax 
questions,  so  that  to  the  extent  it  is  an  individual  case  dealing  with  an  indi- 
vidual taxpayer  or  an  individual  foundation  which  is  not  a  taxpayer,  but  has 
to  file  information  returns,  I  would  not  have  any  action.  This  has  been  left  en- 
tirely to  the  Internal  Revenue  Service." 

I,  too,  have  followed  that  practice. 

On  detailed  questions  as  to  the  various  choices  of  remedy  through  modification 
of  the  laws  applying  to  foundations,  I  shall  call  upon  As.sistant  Secretary  of  the 
Treasury  for  Tax  Policy  Stanley  Surrey,  who  was  in  charge  of  the  study  which 


EXHIBITS  273 

resulted  in  the  submission  of  the  "Treasury  Report  on  Foundations"  ^  which 
contained  the  Treasury  Department's  recommendations  for  new  legislation  con- 
cerning foundations.  I  resigned  from  the  Treasury  as  Under  Secretary  in  April 
1964  and  returned  as  Secretary  in  April  1965.  In  that  inten^'al,  the  Treasury 
completed  its  Report  and  Secretary  Dillon  submitted  it  to  the  appropriate  com- 
mittees of  Congress  for  implementation.  While  I  am  not  familiar  in  detail  with 
all  of  the  choices  open  at  that  time  and  the  reasons  for  the  selection  of  those 
which  are  included  in  the  Treasury  Report,  by  reason  of  not  being  in  the  Treasury 
Department  then,  I  endorse  the  principal  recommendations  and  will  support  them 
if  called  before  the  House  Ways  and  Means  Committee  and  the  Senate  Finance 
Committee. 

From  1961  through  1964  the  Department  conducted  an  extensive  study  of  the 
activities  of  private  foundations  and  the  operation  of  the  present  laws  govern- 
ing them.  It  analyzed  the  relevant  administrative  and  litigation  experience  of 
the  Internal  Revenue  Service  and  the  Department  of  Justice.  It  made  a  special 
survey  of  a  selected  sample  of  about  1,300  foundations  to  secure  new  data  about 
their  characteristics  and  performance.  Department  representatives  discussed  the 
facts  of  the  foundation  world  with  lawyers,  accountants,  critics,  administrators, 
and  others  familiar  with  foundation  operations.  Careful  attention  was  given  to 
the  work  of  other  investigators,  including  this  subcommittee. 

Drawing  upon  the  information  produced  by  this  study,  the  Treasury  Depart- 
ment concluded  that  six  major  problems  exist  among  private  foundations.  The 
Department  found,  also,  the  presence  of  several  additional  problems  of  less  gen- 
eral significance.  In  its  "Report  on  Private  Foundations",  submitted  to  the  House 
Ways  and  Means  Committee  and  the  Senate  Finance  Committee  early  in  1965, 
the  Department  described  these  problems  in  considerable  detail,  provided  a  series 
of  illustrations  of  each  of  them,  and  recommended  quite  specific  revisions  of 
existing  Federal  laws  to  deal  with  them. 

That  study  did  not  conclude  that  the  abuses  outweighed  the  benefits  to 
society  of  private  foundations.  Rather  the  report  concluded,  and  I  firmly  believe, 
that  private  foundations  fulfill  a  vital  need  of  our  society ;  the  need  for  the 
pioneer,  and  the  vision  of  the  experimenter.  In  this  role,  they  both  complement 
and  supplement  the  services  provided  by  government  and  by  other  nonprofit 
activities  in  general. 

Thus,  our  recommendations  were  conceived  within  the  framework  of  preserv- 
ing this  vital  philanthropic  activity.  Our  objective  is  the  elimination  of  abuses 
engaged  in  by  some  and  thereby  to  strengthen  the  institution  itself. 

We  should  not  be  misled  or  diverted  from  this  goal  by  those  who  operate  on 
the  fringes  of  philanthropy  or  with  the  cloak  of  philanthropy  but  without 
philanthropic  motive.  The  aberrations  which  they  produce  can  be  readily  curbed 
either  under  existing  law  or  if  necessary  by  specific  and  selective  legislative 
changes.  It  is  a  disservice  to  confuse  those  who  pervert  the  law  for  private  gain 
with  those  foundations  which  operate  to  sustain  and  advance  philanthropy. 

The  Senate  Finance  Committee  published  the  Treasury  report  at  once.  Later 
in  the  year  the  House  Ways  and  Means  Committee  solicited  written  comments 
on  the  report  from  the  general  public.  It  published  those  comments  in  November 
and  December  of  1965. 

In  his  1966  Economic  Report  to  the  Congress,  the  President  urged  the  Congress 
"to  deal  with  abuses  of  tax-exempt  foundations."  In  his  Economic  Report  of 
1967,  the  President  again  directed  Congressional  attention  to  the  need  for  re- 
forms in  this  area.  However,  the  Ways  and  Means  Committee — its  time  during 
the  past  several  years  almost  steadily  occupied  by  other  major  tax  and  Social 
Security  legislation — has  not  yet  taken  further  action  on  the  Treasury  Report. 

An  examination  of  the  record,  then,  makes  the  Treasury  Department  position 
ou  foundation  reform  quite  clear.  Having  studied  the  field  thoroughly,  the  De- 
partment reported  its  findings  to  the  Congress,  made  specific  and  detailed  recom- 
mendations for  legislative  action,  and  has  strongly  urged  adoption  of  those 
recommendations.  The  President  has  twice  recommended  action.  The  Depart- 
ment presently  awaits  the  attention  of  the  tax  writing  Committees  to  this  im- 
portant matter  and  stands  ready  to  work  on  this  important  phase  of  tax  reform 
with  those  Committees  in  the  customary  manner  and  procedure  when  they  are 
ready  to  proceed. 

Thank  you. 


^  See  1965  annual  report,  page  364. 
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Exhibit    22.— Letter    from    Secretary    Fowler    to    Senator    John    J.    Williams, 
November  22,  1967,  concerning  the  Administration's  tax  surcharge  proposal 

Tho  Hon.   John  J.  Williams 
U.S.  Senate,  Washinyton,  B.C. 

Dear  Senator  AVilliams  :  Thank  yon  for  your  letter  of  Xovember  7,  con- 
cerning the  Administration's  tax  surcharge  proposal.  I  know  of  no  subject  which 
demands  more  urgent  attention  among  those  concerned  with  the  future  of  the 
American  economy. 

Because  of  your  key  position  in  the  Senate  and  because  of  the  many  areas  of 
mutual  agreement  between  us,  I  would  like  to  respond  in  full. 

History  of  the  Proposal 

The  Administration's  proposal  for  a  surcharge  was  made  last  January,  almost 
11  months  ago. 

Early  in  August  it  was  revised  due  to  the  changed  conditions  in  the  economy. 
In  the  face  of  an  unacceptable  deficit,  of  rising  interest  rates  and  heavy  in- 
flationary pressures,  the  President  on  August  3  recommended  a  balanced  fiscal 
program : 

— "rigorously  controlling  exi>enditures" 

— "raising  a,s  much  money  as  possible  through  increased  taxes"  and 

— -"borrowing  the  difference." 

Following  his  message,  the  President  met  with  the  leadership  of  both  Houses 
and  the  ranking  majority  and  minority  members  of  the  tax  writing  and  appro- 
priations committees.  He  invited  every  Democrat  in  the  House  of  Representatives, 
and  at  least  50  Republicans  to  discussions  in  which  he  described  the  vital  im- 
portance of  a  tax  increase  and  the  need  to  reduce  less  essential  expenditures. 
He  outlined  the  dangers  of  inaction  to  the  American  people. 

The  top  fiscal  officials  of  the  Administration  and  the  Chairman  of  the  Federal 
Reserve  Board  (speaking  for  the  entire  Board)  made  detailed  presentations 
in  hearings  before  the  House  Ways  and  Means  Committee  from  August  14 
through  September  14.  Representatives  of  major  business,  financial  and  labor 
organizations,  and  leaders  in  the  field  of  business  and  finance  also  testified. 

The  need  for  a  tax  increase  was  supported  virtually  unanimously.  Many  of 
those  supporting  a  tax  increase  also  spoke  of  another  major  element  in  the 
President's  program :  the  need  to  reduce  Federal  expenditures. 

At  the  time  of  the  President's  August  3  message,  11  of  the  14  appropriation 
bills  for  fiscal  1908  had  not  been  enacted.  The  President  urged  "the  Congress 
to  exercise  the  utmost  restraint  and  responsibility  in  the  legislative  decisions 
which  are  to  come  and  to  make  every  effort  not  to  exceed  the  January  Budget 
estimates." 

For  his  part,  the  President  pledged  to  make  every  possible  expenditure  re- 
duction— civilian  and  military — short  of  jeopardizing  the  Nation's  security  and 
well-being. 

Since  January,  the  Congress  has  been  working  its  will  on  expenditures  by 
acting  on  appropriation  bilLs  and  on  the  Federal  employee  pay  increase.  As  of 
today  the  Congress  has  passed  12  of  the  14  appropriation  bills  for  fiscal  1968. 
Both  the  House  and  Senate  therefore,  have  taken,  in  your  words  "legislative 
action  prior  to  a  tax  increase  dealing  with  expenditures." 

The  Chairman  of  the  House  Appropriations  Committee  has  stated  that  con- 
gressional action  taken  and  anticipated  is  likely  to  reduce  new  spending  au- 
thority proposed  in  the  Budget  by  up  to  .$G  billion. 

As  a  result  of  these  appropriation  actions,  fiscal  1968  expenditures  will  be 
reduced  by  about  $1.5  billion. 

The  "indecision"  over  the  tax  increase  to  which  you  refer  does  not  rest  with 
the  Administration.  The  uncertainty  is  whether  the  Congress  will  act  on  the 
President's  recommendations.  Consistently  the  President,  the  Council  of  Eco- 
nomic Advisers,  members  of  the  Federal  Reserve  Board,  and  senior  officials  of 
the  Treasury  have  urged  prompt  enactment  of  the  tax  increase. 

But  on  October  3,  the  House  Ways  and  Means  Committee  adopted  a  motion, 
stating  that : 

"The  Committee  lay  this  matter  on  the  table  iind  tliat  further  consideration 
of  the  tax  increase  be  deferred  until  such  time  as  the  President  and  the  Congress 
reach  an  understanding  on  a  means  of  implementing  more  effective  expenditure 
reduction    and  controls  as   an   essential   corollary  to  further  consideration   of 


EXHIBITS  275 

a  tax  increase,  and  that  at  such  time  this  matter  will  again  be  given  priority 
in  the  Committee's  order  of  business." 

Two  days  after  the  House  Committee  action,  President  Johnson  stated  in  his 
news  conference : 

"The  Secretary  of  the  Treasury  was  at  the  Committee  session  representing 
the  Administration.  He  had  certain  proposals  that  he  desired  to  make  along 
the  lines  of  my  tax  message  and  along  the  lines  of  what  I  have  said  in  this 
statement — that  we  will  try  to  have  the  Administration  and  the  Congress  agree 
on  the  restraints  that  the  Congress  desires  to  put  into  effect. 

"AVe  were  ready  that  day,  and  we  have  been  ready  every  day  since — the 
Secretary  of  the  Treasury  and  each  department  head — ^to  appear  before  the 
Appropriations  Committee  or  the  Ways  and  Means  Committee  to  express  our 
views  and  to  go  as  far  as  we  can  in  carrying  out  the  decision  of  the  Congress." 

The  President  restated  his  view  in  the  strongest  terms  last  week. 

Since  October  3  the  House  Ways  and  Means  Committee  has  been  in  recess. 
Nonetheless,  Budget  Director  Schultze  and  I  have  had  a  number  of  conferences 
with  the  Chairmen  of  the  House  Ways  and  Means  and  Appropriations  Com- 
mittees. We  have  tried  to  work  out  a  solution  to  the  problem  of  combining 
expenditure  reduction  and  control  with  a  tax  increase  in  a  manner  that  would 
be  satisfactory  to  both  committees  and  have  some  chance  of  being  acceptable  to 
the  Senate  as  well. 

Let  us  be  clear,  Senator  Williams,  that  the  Administration  has  made  its 
willingness  known  "to  get  together"  with  the  appropriate  committees  of  Con- 
gress to  help  them  "make  a  decision  as  to  whether  they  will  or  will  not  approve 
a  tax  increase  in  1968." 

Action  on  a  tax  bill  is  a  legislative  matter  which  cannot  be  delayed  without 
undue  and  unacceptable  risk  to  the  Nation's  economic  and  financial  structure. 
We  should  not  wait  any  longer. 

This  is  a  "right  now"  matter. 

Consequences  of  Inaction 

A  tax  increase  is  necessary  to  prevent  skyrocketing  of  interest  rates.  This 
necessity  goes  beyond  damage  to  our  domestic  economy  such  as,  for  example; 
putting  a  pistol  to  the  head  of  our  housing  industry  now  in  process  of  a  needed 
recovery. 

A  continued  failure  by  Congress  to  act  decisively  may  reverse  the  trend 
towards  lower  interest  rates  in  Europe,  a  trend  which  began  so  successfully 
earlier  this  year.  If  those  rates  begin  to  rise  sharply,  they  will  surely  threaten 
the  healthy  growth  of  the  free  world  economy. 

Confidence  in  the  dollar  and  the  gold  exchange  standard — the  basis  of  our 
international  monetary  system — ^depends  on  the  ability  of  the  U.S.  Government 
to  act  responsibly.  There  is  a  widely  held  feeling  in  financial  circles  at  home 
and  abroad  that  a  reduction  in  our  budget  deficit  by  reducing  exi)enciitures  and 
a  tax  increase  in  the  United  States  are  essential  elements  of  responsible  financial 
policy.  I  do  not  need  to  remind  you  of  the  most  recent  signs  of  disturbance  in 
international  financial  conditions.  The  British  devaluation  puts  the  dollar  in 
the  front  line.  It  calls  for  responsible  action  that  will  maintain  full  confidence 
in  the  stability  and  strength  of  the  dollar  and  of  the  U.S.  economy. 

But  there  is  another  important  reason  to  move  ahead  with  the  tax  proposal — 
the  grave  risk  of  mounting  inflation,  another  disruptive  inventory  cycle,  a 
deterioration  in  our  balance  of  payments,  and  of  a  return  to  the  old  pattern  of 
"boom  and  bust." 

No  course  of  preventive  action  can   be  effective  without  tax  action — now. 

I  have  been  encouraged  by  recent  public  statements  on  the  tax  question  by 
the  two  Senate  leaders,  Senator  Mansfield  and  Senator  Dirksen.  For  that  reason 
I  welcomed  your  statement  on  October  24  and  an  earlier  one  by  your  colleague 
on  the  Finance  Committee,  Senator  Smathers. 

A  New  Proposal 

Upon  careful  reflection  it  appears  that  once  again  it  is  up  to  the  Administration 
to  make  another  effort  to  break  the  deadlock  between  the  spending  and  taxing 
powers  of  the  Congress. 

Accordingly,  we  have  prepared  a  plan  which  combines  the  President's  tax  pro- 
posals with  a  statutory  provision  embodying  a  program  of  realistic  expenditure 
reductions. 
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This  package  would  result  in  a  reduction  of  the  administrative  budget  deficit 
in  fiscal  19GS  by  about  ,$11  billion  and  would  relieve  the  credit  markets  of  that 
much  anticipated  demand  over  the  next  7  months. 

There  has  been  much  misunderstanding  about  a  key  element  in  the  program — 
the  tax  surcharge  on  both  individual  and  corporate  incomes.  Its  impact  on  the 
individual  taxpayer  is  modest — about  one  penny  on  a  dollar  of  income.  For 
those  in  the  lower  brackets,  no  tax  increase  at  all. 

In  short,  this  bill  would  bring  our  deficit  into  manageable  proportions.  It 
would  take  much  of  the  pressure  off  the  credit  markets  and  interest  rates.  It 
would  enable  the  Federal  Government  to  put  money  into  the  credit  market  in 
the  first  half  of  calendar  196S  instead  of  taking  it  out.  It  would  give  additional 
confidence  in  financial  markets  here  and  abroad  in  the  dollar  and  the  U.S. 
eronomy. 

I  believe  this  proposal  can  be  readily  considered  and  processed  by  Congre.^s 
in  the  normal  course  of  business  during  this  session. 

As  you  know,  the  President  in  his  meeting  Monday  with  the  bipartisan 
leadership  of  the  Congress  and  the  appropriate  committees  appealed  for  favor- 
able action  on  this  legislative  package  of  expenditure  reduction  and  tax  increase. 

I  have  requested  Chairman  Mills  to  convene  the  House  Ways  and  Means  Com- 
mittee to  consider  this  legislative  plan  and  he  has  called  a  meeting  for  Wedm'S- 
day,  November  20,  at  10  a.m. 

Of  course,  action  by  that  committee  and  the  Hou.se  Appropriations  Committee 
on  these  two  key  elements  in  the  package  must  be  the  first  step  in  the  legislative 
process.  However,  the  Director  of  the  Budget  and  I  stand  ready  to  appear  before 
the  Senate  Finance  Committee  and  the  Senate  Appropriations  Committee  to 
explain  the.se  proposals  on  the  necessity  for  prompt  and  favorable  action. 

I  appreciate  your  letter.   I  am  grateful  for  your  thoughtful  approach  to  a 
problem   of   great   importance  to   our  country,  a   problem  which,  as  you   say, 
transcends  the  "political  aspects"  of  the  decision. 
Sincerely  yours, 

Henry  H.  Fowler. 


Exhibit  23,— Statement  by  Secretary  Fowler,  November  29,  1967,  before  the 
House  Committee  on  Ways  and  Means,  on  the  President's  proposals  for  an 
income  tax  increase  and  for  expenditure  reduction  and  control  for  the  fiscal 
year  1968 

I  am  here  today  to  present  the  Administration's  specific  recommendations,  in 
the  words  of  your  resolution  of  October  3,  for  "an  understanding  between 
the  President  and  the  Congress  on  a  means  of  implementing  more  effective  ex- 
penditure reduction  and  controls"  as  a  corollary  to  the  President's  tax  increase 
proposals. 

Permit  me  to  api^eal  to  you  on  both  an  otRcial  and  personal  basis  to  reiwrt 
promptly  and  favorably  a  bill  to  the  House  embodying  these  recommendations. 

I  have  appeared  before  this  Committee  many  times  in  the  last  6  years.  We  have 
faced  many  situations  together.  I  am  proud  of  the  record  of  fiscal  initiative,  flex- 
ibility and  responsibility  we  have  built  together  with  beneficial  results  to  the 
nation's  economy. 

Never  have  we  been  confronted  by  a  fiscal  problem  which,  in  my  judgment,  was 
more  decisive  for  our  country  and  the  fi-ee  world.  Never  have  I  been  more  con- 
vinced of  the  appropriate  course  of  action  to  meet  the  problem. 

It  is  my  deep-seated,  personal  conviction,  which  I  wish  to  stress  with  all  of  the 
earnestness  at  my  command,  that  favorable  action  by  the  Congress  on  the  pro- 
posals to  be  placed  before  you  cannot  be  further  deferred  without  undue  and  un- 
acceptable risk  to  the  nation's  economic  and  financial  structure  and  the  interna- 
tional monetary  system.  We  should  not  wait  any  longer.  Delay  can  be  as  dam- 
aging as  defeat.  It  is  unthinkable  to  me  to  allow  this  session  of  Congress  to  con- 
clude without  an  all-out  effort  by  all  re.sponsible  forces  to  enact  into  law  the 
proposals  to  be  presented  today. 

To  be  specific,  I  am  submitting  our  recommendations  in  the  form  of  a  bill.  This 
bill  has  two  titles — one  embodying  the  President's  tax  increase  proposals;  the 
second  pre.senting  a  specific  statutory  plan  and  provision  for  expenditure  reduc- 
tion and  control  for  the  fiscal  year  lOOS. 

Tlie  prompt  enactment  of  tlii.1  proposal  at  this  session  of  Congress  would: 

— Reduce  the  deficit  in  the  Administrative  budget  by  more  than  $11  billion. 

— Bring  the  currently  estimated  deficit  from  a  range  upwards  of  $25  billion 
to  below  $14  billion. 
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— Reverse  the  trend  toward  increased  deficit  financing  which  began  with  our 
increased  participation  in  hostilities  in  Southeast  Asia  in  the  fiscal  year  1966. 

— Take  a  giant  step  in  providing  the  confidence  and  stability  in  financial  mar- 
kets here  and  abroad  which  is  based  on  the  strength  of  the  dollar  and  the  U.S. 
economy. 

— Reduce  appreciably  the  most  important  source  of  pressure  on  our  credit 
markets :  the  huge  overhang  of  Federal  borrowing  which  steadily  moves  up  in- 
terest despite  an  easy  monetary  policy. 

—Remove  the  threat  to  our  housing  industry  which  is  in  the  process  of  a 
needed  recovery. 

— Remove  the  risk  of  a  credit  crunch  that  will  deprive  States  and  local  govern- 
ments and  small  business  of  ready  access  to  credits. 

— Reverse  the  trend  from  a  creeping  to  an  accelerating  inflation  and  turn  the 
economy  back  toward  price  stability  and  wage  changes  more  closely  related  to 
increased  productivity. 

— Halt  movement  toward  another  disruptive  inventory  cycle. 

— Prevent  our  returning  to  the  old  pattern  of  "boom  and  bust." 

— ^Protect,  maintain  and  expand  our  trade  surplus  which  is  the  mainstay  of 
our  balance  of  payments  position  and  which  is  vitally  important  to  the  preserva- 
tion of  international  confidence  in  the  dollar. 

When  I  appeared  before  this  committee  on  August  14,^  I  presented  these  basic 
overall  reasons  which  had  led  us  to  the  conclusion  that  the  prompt  enactment  of 
the  President's  fiscal  program — tax  increases  joined  with  expenditure  reduc- 
tions— was  the  "sound,  fair  and  fiscally  responsible  choice  of  the  alternatives 
open  to  this  committee,  the  Congress,  and  the  American  people." 

Developments  since  August  14  serve  to  confirm  those  overall  reasons  advanced 
on  that  day  and  underscore  the  urgency  of  the  Administration's  request  for 
action.  (A  Supplementary  Statement  summarizing  the  intervening  economic  and 
financial  developments  supporting  these  overall  reasons  is  attached  for  the 
convenience  of  the  committee.) 

TWO  NEW  REASONS  FOR  PROMPT  ACTION 

But  two  significant  reasons,  not  present  then,  make  the  prompt  adoption  of 
proposals  along  the  lines  of  those  in  the  bill  before  you  an  inescapable  resiwnsi- 
bility  of  the  Congress. 

The  first  reason  is  that  the  devaluation  of  the  British  pound  last  Saturday  a 
week,  with  the  ensuing  disturt)ances  in  the  gold  and  financial  markets,  calls  for 
prompt  and  special  measures  to  protect  the  dollar  and  the  international  monetary 
system.  Dealing  decisively  with  our  budget  deficit  has  the  highest  priority. 

We  must  recognize  that  the  gold  exchange  standard  which  is  the  basis  of  the 
international  trade  and  payments  system  on  which  world  trade  and  prosi>erity 
has  been  based  since  World  War  II  is  being  tested,  and  tested  very  seriously,  by 
those  who  si>eculate,  by  those  who  are  fearful,  and  by  some  in  official  positions 
who  prefer  a  different  system. 

We  must  recognize  that  this  nation's  political,  military,  diplomatic,  and  com- 
mercial iwsition  outside  our  borders,  and,  with  it,  our  national  security,  depends 
in  large  measure  on  the  maintenance  of  financial  stability  in  the  free  world. 

We  must  recognize  the  need  to  take  steps  designed  to  assure  confidence  and 
stability  in  financial  markets  here  and  abroad  which  depend  on  a  sound  dollar 
and  a  prosperous,  stable  U.S.  economy. 

We  must  recognize,  in  short,  that  the  dramatic  international  financial  events 
of  the  past  2  weeks  underline  more  forcefully  than  could  any  rhetoric  and  argu- 
mentation on  my  part  the  high  responsibility  that  we  bear  for  the  maintenance 
of  a  stable  international  economic  system. 

There  are  two  means  by  which  we  can  preserve  these  stakes.  First,  by  practicing 
multilateral  financial  cooperation  with  other  leading  financial  nations  in  the 
International  Monetary  Fund  and  other  related  multilateral  economic  and  finan- 
cial institutions.  Second,  by  maintaining  a  strong  dollar  through  positive  decisive 
action  to  reverse  the  current  trend  to  increasing  deficits  in  our  budget  and  our 
balance  of  payments. 

The  sterling  devaluation — even  though  it  was  felt  necessary  by  the  United 
Kingdom  and  is  being  supported  by  all  the  major  countries  of  the  world — is  a 
shock  to  markets,  domestic  and  international.  The  dollar  is  basically  strong,  and 
by  reaffirming  our  determination  to  buy  and  sell  gold  at  $35  an  ounce,  we  are 


1  See  exhibit  20. 
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maintaining  the  system  of  fixed  exchange  rates  in  which  world  trade  has 
flourished. 

But — even  before  a  sterling  devaluation — delay  and  inaction  on  taxes  and  on 
diminishing  our  prospective  deficit  was  weakening  confidence  in  the  dollar  and 
the  gold  exchange  standard.  These  are  the  foundations  of  the  international  mone- 
tary system. 

The  present  situation  makes  It  even  more  imperative  that  we  insure  the 
strength  of  the  dollar  by  insuring  the  strength  of  the  U.S.  economy. 

Make  no  mistake  al)out  it — confidence  in  the  dollar  and  the  international 
monetary  system  depends  on  the  ability  and  determination  of  the  U.S.  Govern- 
ment to  act  responsilily. 

There  is  a  widely  held  feeling  in  financial  circles  at  home  and  abroad  that  a 
meaningful  reduction  in  our  budget  deficit  by  reducing  expenditures  and  a  tax 
increase  is  an  essential  element  of  responsible  financial  policy. 

The  second  new  reason  for  prompt  adoption  of  the  proposals  presented  is  the 
clear  and  evident  truth  that  only  by  the  passage  of  this  type  of  measure  can  the 
U.S.  Government  substantially  reduce  the  budget  deficit  and  keep  this  nation 
on  the  course  of  fiscal  responsibility. 

There  were  some  in  the  Congress  in  August  who  would  have  met  the  challenge 
of  the  deficit  liy  a  temporary  increase  plus  some  minor  economies ;  there  were 
some  who  would  rely  on  massive,  long-range  economies  without  a  tax  increase 
or  a  minor  and  belated  one ;  there  were  some  who  wanted  a  specific  program  of 
expenditure  reduction  and  controls,  balanced  with  a  meaningful  but  temporary 
tax  increase;  and  there  were  some  who  wanted  neither  a  tax  increase  nor 
economies,  following  a  "the  sky's  the  limit"  policy  as  far  as  deficit  financing  is 
concerned. 

It  seems  high  time  for  the  first  three  groups  who  are  in  agreement  on  the  need 
to  reduce  the  deficit  to  pool  their  forces  to  take  decisive  action,  rather  than  by 
inaction  and  delay  forfeit  the  fiscal  responsibility  of  this  Congress. 

In  August  when  the  President  reported  a  pro.spective  deficit  of  $29  billion 
only  three  of  the  14  appropriation  bills  for  fiscal  1968  had  been  enacted.  The  Presi- 
dent, in  his  message,  urged  "the  Congress  to  exercise  the  utmost  restraint  and 
responsibility  in  the  legislative  decisions  which  are  to  come." 

As  of  today,  the  Congress  has  passed  all  but  two  of  the  appropriation  bills 
for  fiscal  1968. 

P.oth  the  House  and  Senate,  therefore,  have  taken  legislative  action  in  the 
normal  fashion  dealing  with  expenditures  in  the  face  of  this  deficit. 

The  Chairman  of  the  House  Appropriations  Committee  has  stated  that  con- 
gressional action  taken  and  anticipated  in  the  traditional  process  is  likely  to 
reduce  new  spending  authority  proposed  in  the  budget  by  up  to  .$6  billion — 
thereby  reducing  actual  expenditures  this  year,  next  year  and,  in  some  cases,  in 
years  to  follow,  by  that  total. 

As  a  result  of  appropriation  actions  to  date  (amounting  to  appropriation  reduc- 
tions of  $4.5  billion)  actual  expenditures  in  the  form  of  cash  outlays  in  fiscal 
1968  will  be  reduced  by  only  about  $1.5  billion  liecause  much  of  the  appropriation 
action  affected  spending  in  future  years. 

Therefore,  it  is  clear  to  all  who  tvould  exercise  any  realism  that  the  deficit  for 
fiscal  19GS  mill  not  he  reduced  sufficiently  by  these  actions.  Both  larger  expendi- 
ture reductions  and  a  substantial  tax  increase  are  required  to  reduce  the  deficit 
to  manageable  proportions. 

It  is  equally  clear  that  the  best  way  for  Congress  and  the  Administration  to 
join  together  in  a  combined  effort  reflecting  the  will  and  decision  of  both 
branches  to  reduce  meaningfully  this  deficit  is  to  enact  the  President's  tax  pro- 
posals, and  special  legislation  that  will  insure  additional  expenditure  reduction. 

That  is  the  plan  before  you. 

BACKGROUND  OF  PLAN 

In  January  the  President  recommended  that  a  temporary  tax  increase  in  the 
form  of  a  6  percent  surcharge  be  adopted  in  the  summer  of  this  year  as  a  part 
of  the  fiscal  1968  budget  to  help  finance  the  increased  costs  of  the  war.  The  level 
and  timing  of  that  recommendation  were  based  on  the  anticipated  course  of  the 
economy  as  the  facts  then  in  hand  indicated. 

The  I'resident  reviewed  that  recommendation  last  summer  in  the  light  of  both 
the  outlook  for  inci-easod  expenditures  and  reduced  revenues  and  the  economic 
and  financial  situation  that  then  existed  and  the  expectations  for  the  montlis 
ahead. 
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He  concluded  that  the  situation  called,  as  it  did  before,  for  a  tax  increase. 
But  in  view  of  the  substantial  increase  in  the  prospective  deficit  he  concluded 
that  his  January  tax  proposals  should  be  enlarged  and  a  determined  effort 
inaugurated  to  reduce  controllable  expenditures  in  the  January  Budget.  In  his 
Tax  Message  of  August  3,  he  recommended  a  ten  percent  surcharge  and  con- 
tinuation of  expiring  excise  taxes.  Moreover,  that  Message  contained  a  fiscal 
program  for  reducing  the  prospective  deficit  by  combining  a  tax  increase  and 
expenditure  reduction  and  control. 

As  you  will  recall,  in  his  Tax  Message  the  President  declared  that  to  accept 
the  prospective  deficit  and  totally  finance  it  "by  additional  borrowing,  which 
itself  would  drive  up  interest  rates  *  *  *  would  be  fiscally  and  financially  ir- 
responsible under  present  conditions."  He  posed  a  second  alternative,  namely, 
that  "the  deficit  could  be  reduced  by  regularly  controlling  expenditures,  raising 
as  much  money  as  possible  through  increased  taxes,  and  then  borrowing  the 
difference."  He  declared  the  second  alternative  "is  the  only  way  to  maintain  a 
strong  and  healthy  economy."  Accordingly,  he  presented  for  "the  judgment  and 
action"  of  the  Congress  a  fiscal  program  with  two  essential  elements : 

— "Expenditure  restraint  to  which  this  Administration  is  committed  and  which 
I  urge  upon  the  Congress",  and 

— "Tax  measures  to  increase  our  revenues." 

With  most  of  the  appropriation  bills  still  pending  before  the  Congress,  the 
President  urged  "The  Congress  to  exercise  the  utmost  restraint  and  responsibil- 
ity in  the  legislative  decisions  which  are  to  come  and  to  make  every  effort  not 
to  exceed  the  January  Budget  estimates." 

The  President  in  his  message  also  noted  that  the  Congress  was  considering 
a  bill  which  would  raise  civilian  and  military  pay  by  more  than  $1  billion  above 
the  Administration's  pay  proposal.  The  Congress  acceded  to  his  persistent  urging 
that  proposals  for  the  extra  $1  billion  pay  raise  above  his  Budget  not  be  adopted 
and,  in  fact,  the  pay  scale  for  this  fiscal  year  exceeds  the  President's  budget  by 
only  a  small  amount. 

For  his  part  the  President  pledged  to  the  country  and  the  Congress  that  he 
would  make  every  possible  expenditure  reduction — civilian  and  military — in  the 
Budget  submitted  last  January,  short  of  jeopardizing  the  nation's  security  and 
well  being. 

He  stated  that  as  Congi-ess  completes  each  appropriation  bill  affecting  fiscal 
1968  expenditures  "we  will  examine  at  once  very,  very  carefully"  the  results  of 
those  actions  and  "determine  where,  how  and  by  how  much  expenditures  under 
these  appropriations  can  be  reduced." 

Moreover,  following  the  presentation  of  his  message  the  President  invited 
every  Democrat  in  the  House  of  Representatives  and  at  least  50  Republicans  to 
meetings  in  which  he  personally  described  the  serious  problems  presented  by  the 
prospective  deficit  without  a  tax  increase  and  the  reduction  of  expenditures. 

An  accurate  contemporary  picture  of  the  President's  program  to  reduce  the 
prospective  $29  billion  deficit  described  in  his  Message  by  combining  expenditure 
reduction  and  control  with  a  tax  increase  may  be  obtained  from  the  following 
series  of  excerpts  in  his  press  briefing  on  the  Tax  Message  on  August  3  : 

"What  are  we  going  to  do  about  the  $29  billion?  We  hope,  first,  that  we  can 
take  $1  billion  oft'  here  by  the  pay  bill  if  the  Congress  will  stay  with  the  budget 
estimates,  and  we  so  recommend. 

"We  hope  we  can  take  $2  billion  more  off  by  giving  us  the  authority  to  sell  $2 
billion  in  participation  certificates.  *  *  * 

"Under  that  tax  bill,  that  10  percent  surcharge  that  expires  in  1969  or  when 
the  Vietnam  problem  is  over  with,  plus  the  extension  of  the  excises  due  to  expire 
next  April — and  they  will  give  you  the  details — that  will  raise  $7.4  billion,  so 
that  will  give  us  $10.4  billion  if  we  get  everything  that  we  are  asking  for,  *  *  * 

"Take  the  $10.4  billion  from  your  $29  billion.  That  gives  you  an  $18.6  billion. 
Then  we  only  have  three  appropriation  bills.  We  expect  to  get  another  10  or  12, 
probably  12  more.  We  will  take  each  one  of  those  15  and  see  what  we  can  cut 
out  of  there.  *  *  * 

"Whatever  we  can  squeeze  out  will  be  deducted  from  the  $18  billion.  It  could 
be  as  much  as  $4  billion.  The  deficit  will  likely  be  somewhere  in  the  area  of  $14 
billion  to  $18  billion,  depending  on  the  appropriations.  *  *  *" 

The  need  for  combining  expenditure  reduction  with  a  tax  increase  in  order 
to  deal  adequately  with  the  budget  deficit  was  stressed  in  numerous  statements 
by  the  President  and  on  August  14  before  this  committee  by  me  and  the  Director 
of  the  Budget. 
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Testimony  was  taken  from  representatives  of  a  number  of  interested  business, 
financial,  and  labor  organizations,  and  leading  academic  economists  and  experi- 
enced leaders  in  the  field  of  business  and  finance.  A  tax  increase  was  opposed  by 
only  one  economist,  a  couple  of  businessmen  and  only  one  business  organization. 
The  others  strongly  urged  the  enactment  of  a  meaningful  tax  increase.  Many  of 
the  proponents  of  a  tax  increase  urged  that  it  be  combined  with  expenditure 
reduction  and  control. 

Since  the  hearings  concluded,  the  one  business  organization  that  presented  tes- 
timony in  opposition  to  a  tax  increase,  the  U.S.  Chamber  of  Commerce,  has 
reversed  its  position  and  announced  publicly  as  of  November  2:  "Following  a 
commitment  by  the  Administration  to  a  program  of  expenditure  reduction,  the 
Chamber  will  support  an  across-the-board  temporary  tax  increase." 

In  the  executive  sessions  of  the  committee,  following  the  conclusion  of  the 
public  hearings,  I  expressed  the  hope  that  we  could  find  some  i)rocedure  for 
dealing  in  a  combined  fashion  with  the  two  aspects  of  the  proposed  fiscal  pro- 
gram because  I  thought  it  was  primarily  a  procedural  problem.  The  task  con- 
fronting us  was  how,  in  terms  of  specific  commitments,  pledges,  provisions, 
statements  or  procedures,  we  could  achieve  the  common  result  most  of  us  wished 
of  combining  expenditure  reduction  and  control  with  a  tax  increase. 

It  was  against  this  background  that  1  stressed  publicly  in  my  remarks  at  the 
National  Press  Club  on  September  21  that  there  were  "various  provisions  in  the 
law  or  statements  in  the  House  Committee  Report  that  could  be  devised  to  pro- 
tect the  position  of  the  House  in  any  final  insistence  its  members  may  require  on 
expenditure  policy  as  a  prerequisite  to  voting  a  tax  increase." 

In  accordance  with  that  view  I  prepared  four  procedural  plans  and  obtained 
the  President's  approval  to  present  to  the  Committee  as  suggested  ways  in  which 
to  accomplish  the  desired  linkage  between  expenditure  reduction  and  the  tax 
increase.  I  had  these  plans  ready  to  present  to  the  Committee  when  it  decided 
instead  to  put  aside  the  tax  proposal  on  October  3. 

With  the  now  detailed  impact  of  congressional  appropriation  action,  the  anal- 
ysis of  the  appropriations  picture  that  emerges  from  this  action,  and  the  ad- 
ministrative review  by  Departments  and  agencies  conducted  at  the  President's 
instructions  referred  to  in  his  August  3  message,  we  have  been  able  to  develop 
a  plan  which  we  feel  is  specific,  feasible,  and  should  be  acceptable. 

THE  PLAN 

The  plan  for  implementing  significant  expenditure  reductions  and  obtaining 
more  effective  expenditure  control  as  a  corollary  to  the  tax  increase  proposal  is 
specific.  It  is  a  statutory  plan.  Its  details  are  contained  in  the  proposed  bill 
which  I  am  submitting  with  this  statement.  That  bill  has  two  parts : 

Title  I  contains  the  proposal  for  a  tax  increase. — It  conforms  to  the  proposals 
submitted  to  you  on  August  15  in  the  draft  bill  you  requested.  It  includes  the 
10-percent  surcharge,  effective  July  1,  1967,  for  corporations  and  October  1, 
1967,  for  individuals;  an  acceleration  of  the  time  for  payment  of  corporate  esti- 
mated taxes ;  and  postponement  of  the  rate  reductions  in  the  excise  taxes  on 
automobiles  and  telephone  service  scheduled  for  April  1, 1968. 

In  the  case  of  individuals,  the  surcharge  for  1967  will  amount  to  only  2y2 
percent  of  their  1967  tax.  Since  it  will  not  be  feasible  to  collect  any  of  this  in- 
creased 1967  liability  through  withholding,  its  effect  will  be  through  the  final 
payments  made  in  1968  on  account  of  1967  tax  liabilities.  We  estimate  that  for 
about  two-thirds  of  individual  taxpayers  subject  to  the  surcharge,  it  will  be 
reflected  through  reduced  refunds  in  1968  rather  than  by  any  requirement  for 
additional  payments. 

In  the  case  of  corporations,  the  bill  includes  a  provision  which  will  insure 
that  every  corporation  will  have  at  least  the  normal  21/2  months  after  the  sur- 
charge is  enacted  in  which  to  file  their  1967  tax  return  and  pay  their  surcharge 
for  1967.  This  is  essentially  the  same  procedure  that  was  followed  with  re- 
spect to  the  1951  tax  increase,  which  was  enacted  approximately  7  months  after 
its  effective  date. 

Title  II  represents  a  specific,  statutory  plan  for  expenditure  reduction  for 
fiscal  year  1968. — It  involves  a  specific  formula  which  would  be  applicable  _to 
each  Department  and  agency  of  the  Government.  It  involves  reductions  in  both 
nondefen.se  expenditures  and  in  non-Vietnam  defense  expenditures.  It  involves 
reductions  in  both  payroll  expenses  and  in  nonpayroll  expenses.  It  not  only  incor- 
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porates  the  reductions  whicli  have  already  been  achieved  through  the  appropria- 
tion bills.  It  goes  beyond  those  reductions. 

The  plan  calls  for  a  reduction  in  total  obligational  authority  for  the  fiscal  year 
1968  for  each  civilian  Department  or  agency  of  at  least  the  following  combined 
sum: 

— A  2-percent  reduction  in  the  January  budget  estimated  for  personnel  com- 
pensation and  benefits,  plus 

— a  10-percent  reduction  in  such  estimate  for  controllable  programs  other  than 
personnel  compensation  and  benefits. 

These  percentage  reductions  in  obligational  authority  do  not  extend  to  those 
items  described  in  the  Budget  as  uncontrollable. 

For  the  Defense  Department,  the  reduction  is  10  percent  of  the  new  obliga- 
tional authority  requested  in  the  January  Budget,  excluding  special  Vietnam 
costs. 

I  have  said  that  the  reductions  for  each  Department  and  agency  shall  be  at 
least  the  above  amounts.  If  for  any  Department  or  agency  Congress  in  the  ap- 
propriation bills  has  reduced  the  obligational  authority  below  the  reduction 
that  would  be  achieved  through  the  formula,  then  the  lower  appropriation  for 
the  Department  shall  prevail. 

The  application  of  this  plan  will  apply  to  the  total  controllable  obligations 
of  each  Department  and  Agency.  Each  Department  and  Agency  will  therefore  be 
required  to  examine  its  individual  programs  and  activities  and  to  apply  these 
reductions  to  the  lowest  priority  items. 

Fiscal  impact  of  the  plan 

The  Congress  has  to  date  reduced  the  obligational  authority  requested  by  the 
President  in  Januai-y  by  roughly  .$4.5  billion.  Applying  the  2-  to  10-percent  for- 
mula in  combination  with  this  congressional  action  will  result  in  a  total  combined 
reduction  of  obligational  authority  of  over  $9  billion  for  various  programs  in 
the  January  budget.  This  reduction  in  obligational  authority  will  produce  an 
expenditure  reduction  in  fiscal  year  1968  of  over  $4  billion.  The  $4  billion  ex- 
penditure reduction  will  be  almost  equally  divided  between  defense  and  non- 
defense  expenditures. 

Let  me  sum  up  how  this  plan,  and  the  bill,  will  affect  the  fiscal  1968  deficit. 
The  tax  proposals  will  increase  fiscal  1968  revenues  by  $7.4  billion.  The  expen- 
diture reduction  plan  M'ill  cut  fiscal  1968  expenditures  $4  billion.  The  com- 
bined total  reduction  of  the  deficit  is  thus  $11 1^  billion. 

"We  said  on  August  14  that  the  fiscal  year  1968  deficit  under  certain  contingen- 
cies could  amount  to  about  $29  billion  and  that  we  were  desirous  of  reducing  that 
presumptive  deficit  to  a  range  of  $14  billion  to  $18  billion.  Since  then  we  have 
successfully  averted  two  of  these  contingencies,  the  likelihood  of  a  $1  billion 
higher  payroll  increase  and  a  $2  billion  reduction  in  authority  for  sales  of 
participation  certificates. 

Other  changes  in  expenditure  estimates  have  also  occurred  since  our  August 
testimony,  which  Director  Schultze  will  explain.  But  taken  all  together,  passage 
of  the  proposals  before  you  should  keep  the  deficit  close  to  the  lower  end  of  the 
$14  billion-$18  billion  range  which  was  our  target  in  August. 

The  allocation  of  national  resources  to  Federal  programs  has  always  involved 
a  cooperative  effort  between  the  Congress  and  the  President — the  President  pro- 
poses and  the  Congress  disposes.  The  President  is  most  anxious  to  cooperate  with 
the  Congress  in  developing  a  meaningful  statutory  package  of  fiscal  restraint. 
The  plan  that  we  have  before  you  today  is  our  best  answer  to  resolving  the  proced- 
ural dilemma  that  has  confronted  all  of  us  since  August  14. 

Director  Schultze  will  further  describe  the  operations  of  this  plan. 

A  TASK  FORCE  TO  STUDY  FEDERAL  AGENCIES 

In  addition,  the  President  is  prepared  to  establish  a  special  bipartisan  Task 
Force  of  outstanding  Americans  to  take  a  look  at  long  range  Federal  program 
priorities.  The  Task  Force  would  examine : 

(1)  The  effectiveness  of  each  such  program  or  activity  in  the  context  of  its 
present  and  projected  costs  ; 

(2)  Whether  and  at  what  level  the  program  or  activity  should  be  continued; 
and 

(3)  The  relative  priority  it  should  be  assigned  in  the  allocation  of  Federal 
funds. 
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ACTION  ON  THE  PLAN 

Of  course,  the  procedure  by  which  this  committee  and  the  other  committees 
concerned — the  House  Appropriations  Committee  and  the  House  Rules  Com- 
mittee— move  this  legislation  to  the  floor,  is  not  for  me  to  suggest.  That  is  a 
matter  for  the  leadership  of  these  committees  and  the  House  to  determine. 

However,  the  precedent  comes  to  mind  of  the  handling  of  the  highway  legisla- 
tion which  is  of  joint  concern  to  the  House  Public  Works  Committee  and  the 
House  Ways  and  Means  Committee. 

Whatever  procedure  is  chosen,  I  ask  only  that  Congress  act  promptly.  For  the 
time  for  action  is  now. 

Undoubtedly  each  committee  may  find  it  desirable  to  make  changes  in  the 
title  of  the  proposed  law  which  is  in  its  particular  jurisdiction.  The  Admini- 
stration will  be  flexible  in  its  reactions  to  any  changes  provided  they  do  not 
thwart  the  primary  objective— the  enactment  of  a  law  prescribing  a  combined 
package  of  expenditure  reduction  and  control  and  a  timely  and  meaningful  tax 
increase  that  will  reduce  the  budget  deficit  for  fiscal  1968  to  manageable 
proportions. 

For  example,  Title  II  is  our  recommendation  on  expenditure  reduction  and  con- 
trol. It  is  based  on  all  of  the  discussions  the  President,  the  Director  of  the  Budget 
and  I  have  had  with  the  leadership  of  both  Houses,  members  of  the  Appropria- 
tions Committee  and  other  informed  persons.  It  represents  our  best  judgment  of 
what  is  appropriate  under  all  the  circumstances. 

If  there  are  those  who  can  persuade  the  House  Appropriations  Committee  or 
the  Senate  or  the  Congress  to  accept  a  larger  measure  of  reduced  exi^enditures 
by  changing  the  percentage  figures  in  Title  II  of  the  proposed  bill,  let  them  pro- 
ceed. If  a  law  providing  deeper  cuts  should  be  passed  by  the  Congress,  I  can 
assure  you  that  the  President  will  give  it  the  most  sympathetic  consideration. 

The  Director  of  the  Budget  and  I  will  be  at  the  disposal  of  the  other  com- 
mittees ready  to  make  a  presentation,  answer  questions,  or  supply  information 
on  these  proposals.  We  will  try  to  cooperate  in  every  way.  And  I  am  sure  that 
Chairman  Martin  will  be  available. 

CONCLUSION 

Virtually  every  responsible  businessman  and  economist,  every  fiscal  advisor 
to  the  President,  and  the  Chairman  of  the  Federal  Reserve  Board,  have  again 
and  again  stressed  the  urgent  need  for  a  tax  inci'ease  coupled  with  a  program 
of  expenditure  reduction. 

The  President's  proposal  has  been  before  this  Committee  since  early  August. 
And  today,  in  the  Administration's  recommendation,  we  have  tried  to  go  one 
step  further  in  response  to  your  request.  Now,  a  specific  formula  for  expenditure 
control  is  written  into  the  same  law  providing  for  increased  taxes. 

That  tax  increase,  I  might  add,  is  modest  by  every  standard.  It  averages  about 
one  penny  on  the  dollar  for  individuals.  And  millions  of  Americans  in  the  lower 
brackets  wull  not  be  affected  by  the  surcharge  at  all. 

With  the  overriding  necessity  to  support  our  fighting  men  in  Vietnam,  to  keep 
our  economy  prosperous  and  our  dollar  sound,  we  seek  only  what  the  situation 
urgently  requires. 

We  seek  only  to  ask  the  American  taxpayer  to  return  temporarily  to  his  Gov- 
ernment less  than  half  of  the  $24  billion  in  tax  cuts  which  the  I'resident  recom- 
mended and  the  Congress  approved  over  the  past  4  years. 

That,  I  believe,  is  a  small  price  to  pay  and  a  small  burden  to  bear  to  help 
keep  our  Nation  on  a  sound  fiscal  course  and  to  provide  responsible  financing 
for  the  arms  and  equipment  American  soldiers  in  A^ietnam  must  have  for  their 
missions  and  to  protect  their  lives. 

A  higher  tax  is  unpleasant.  Reducing  or  postponing  less  essential  expenditures 
in  an  already  tight  budget  is  unpleasant.  But  far  worse  are  the  dra.stic  conse- 
quences to  every  American  which  will  flow  from  inaction  and  delay — the  higher, 
crueler,  and  imrepealahle  tax  of  inflation,  weakened  confidence  in  the  dollar, 
brutally  high  interest  rates,  and  the  risk  of  a  return  to  the  old  cycle  of  boom  and 
bust. 

Time  does  not  stand  still.  We  dare  not  lose  the  opportunity- — and  the  obliga- 
tion— to  join  together  in  responsible  fiscal  action.  That  is  what  I  have  propo-sed 
here  today. 

The  eyes  of  the  world  are  on  this  Congress.  There  is  much  at  stake.  Now  the 
issue  is  squarely  up  to  you. 
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SUPPLEMENTARY  STATExMENT  OF  THE  SECRETARY  OF  THE  TREAS- 
URY BEFORE  THE  HOUSE  WAYS  AND  MEANS  COMMITTEE, 
NOVEMBER  29, 1967 

The  purpose  of  this  supplementary  statement  is  to  review  events  relating  to  the 
general  economy,  our  money  and  credit  markets,  and  our  balance  of  payments, 
as  they  have  developed  since  August  14  when  Chairman  Ackley,  Director  Schultz, 
and  I  appeared  before  this  Committee. 

At  that  time  hard  facts  and  a  careful  appraisal  of  the  outlook  were  presented 
to  you,  and  they  strongly  supported  the  conclusion  that  enactment  of  the  fiscal 
program  recommended  by  the  President  was  urgently  needed.  Since  that  time 
events  have  only  served  to  reinforce  the  necessity  for  such  immediate  fiscal  ac- 
tion. 

The  general  economy 

First  as  to  the  general  economy,  in  his  testimony  to  this  committee  on  August 
14,  Chairman  Ackley  presented  a  careful  appraisal  of  the  outlook  which  led  to 
"the  verdict  of  a  buoyant  economy  in  which  the  pursuit  of  a  highly  stimulative 
fiscal  policy  would  be  inappropriate — indeed,  perilous."  He  went  on  :  "I  have  far 
more  confidence  in  this  overall  judgment  than  in  any  quantification  I  can  offer 
of  just  how  fast  the  economy  is  likely  to  advance  and  just  where  the  gains  will 
take  place." 

At  the  same  time.  Chairman  Ackley  outlined  in  some  detail  the  Council's  nu- 
merical projections  for  the  period  from  the  second  to  the  fourth  quarter  of  1967, 
assuming  "no  major  disruptions  from  strikes  or  developments  abroad"  and  no 
congressional  action  on  taxes  within  1967.  After  surveying  the  various  compo- 
nents of  national  expenditures.  Chairman  Ackley  concluded,  "Even  at  the  lower 
end  of  this  range,  the  increase  in  GNP  [from  the  second  to  the  fourth  quarter] 
would  be  $29  billion.  At  the  upper  end,  the  $35  billion  advance  would  nearly 
match  the  hectic  pace  of  gain  between  the  third  quarter  of  1965  and  the  first 
quarter  of  1966.  If  unchecked,  the  pace  of  advance  would  accelerate  in  the  first 
half  of  1968  *  *  *" 

Developments  in  the  past  3  months  have  validated  Mr.  Ackley's  appraisal. 
Even  though  strikes  have  had  a  major  impact  in  holding  economic  activity  down, 
the  increase  in  G-NP  from  the  second  to  the  fourth  quarters  should  still  lie  with- 
in the  range  of  $29  billion  to  $35  billion  that  Mr.  Ackley  specified.  In  the  ab- 
sence of  major  strike  activity,  the  rate  of  advance  might  well  be  exceeding  the 
upper  end  of  the  range. 

In  light  of  the  strong  $16  billion  advance  registered  in  the  third  quarter 
and  the  available  evidence  on  the  performance  of  the  economy  so  far  in  the 
fourth  quarter,  the  pattern  as  well  as  the  total  magnitude  of  the  gain  is 
matching  closely  with  Mr.  Ackley's  earlier  assessment.  In  several  areas,  the 
projections  of  mid-August  remain  realistic  estimates  today  :  this  is  the  case  for 
the  $4^  billion  increase  in  spending  by  State  and  local  governments  that  Mr. 
Ackley  projected,  the  range  of  $3  billion  to  $6  billion  for  the  rise  in  Federal 
Government  outlays,  and  the  $1  billion  prospective  increase  in  plant  and  equip- 
ment spending.  Needless  to  say,  however,  some  revisions  are  in  order.  The 
gratifying  rebound  in  homebuilding  has  exceeded  expectations  and  now  seems 
headed  toward  a  rise  of  about  $4%  billion  over  the  two-quarter  interval  rather 
than  the  $3l^  billion  that  was  projected  in  August.  And  the  earlier  assessment 
that  inventory  investment  would  recover  by  $1  billion  to  $2  billion  may  also 
turn  out  to  be  conservative,  even  with  auto  stocks  depressed  by  strikes. 

On  the  other  hand,  consumer  spending  has  risen  somewhat  less  rapidly  than 
expected.  It  will  most  likely  fall  short  of  the  $16  billion  to  $18  billion  range 
that  Mr.  Ackley  outlined — in  large  part,  but  not  entirely,  because  of  the  strike- 
induced  shortfall  in  auto  sales.  Consumer  spending  is  the  one  spot  that  has 
not  firmed  up  markedly  in  recent  months.  If  it  had,  we  would  already  be  riding 
a  runaway  economy.  As  it  is,  the  smaller  advances  in  the  consumer  area  have 
merely  kept  the  overall  pace  within  safe  si)eed  limits.  While  nobody  can  predict 
the  consumer's  mood  with  any  confidence,  it  would  be  most  precarious  to  bet 
that  the  saving  rate  will  rise  further  in  the  months  ahead. 

The  other  major  recent  development  which  deserves  some  comment  is  the 
rise  in  the  unemployment  rate  during  September  and  October  to  a  level  of  4.3 
percent  of  the  civilian  labor  force.  This  movement  is  clearly  associated  with  the 
phenomenal  labor  force  growth  of  recent  months  rather  than  with  any  notable 
surprises  in  the  course  of  employment.  The  behavior  of  the  labor  force  has  been 
puzzling  through  1967.  In  the  early  months  of  the  year,  when  employment  was 
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stagnant  and  there  was  marked  softening  in  key  labor  market  indicators  (like 
insured  unemployment,  factory  layoffs,  and  heli>wauted  advertising),  the  labor 
force  did  not  grow  and  hence  the  overall  unemployment  rate  held  steady.  More 
recently,  employment  has  been  performing  well  and  the  other  indicators  have 
strengthened  consistently,  but  the  labor  force  has  spurted.  From  May  to  October, 
the  seasonally  adjusted  labor  force  grew  by  an  enormous  1.8  million,  largely 
concentrated  among  adult  females  and  younger  workers.  Since  the  growth  of 
employment  could  not  keep  pace,  the  overall  unemployment  rate  rose,  reflecting 
marked  increases  among  women  and  teenagers.  The  spurt  in  the  labor  force 
does  not  have  significant  implications  for  demand — output,  employment,  or  si^end- 
ing.  It  does  tell  us  something  about  supply,  namely  that  we  have  some  extra 
margin  in  the  availability  of  female  and  teenage  workers.  But  since  there  is 
virtually  no  margin  of  slack  in  the  availability  of  adult  male  workers,  we  are 
highly  vulnerable  to  inflationary  pressures  in  the  labor  market. 

The  general  assessment  of  ecouoniic  developments  in  recent  months  has  been 
immensely  complicated  by  widespread  strike  activity.  Strikes  have  dominatetl 
the  performance  of  our  key  measures  of  manufacturing  activity — industrial 
production,  orders,  and  shipments.  It  is  impossible  precisely  to  disentangle  strike 
impacts  and  trace  their  i-amifications  fom-ard  to  retail  sales  and  backward  to 
supplier  industries.  A  few  facts  and  estimates  are  nevertheless  worth  noting. 
In  both  September  and  October,  major  strikes  directly  held  about  300,000 
workers  off  their  jobs — far  exceeding  any  monthly  figures  in  3  years.  Trade 
publications  in  the  auto  industry  estimate  that  strike  activity  so  far  has  cut 
back  output  by  362,000  cars  in  the  current  quarter.  This  means  a  dent  of  more 
than  $4  billion  (annual  rate)  in  this  quarter's  GNP,  following  a  $2  billion  loss 
in  the  third  quarter.  The  continued  rise  of  overall  backlogs  in  durable  goods 
manufacturing  in  September  and  October  also  points  to  the  dominance  of 
strikes  in  curbing  both  orders  and  shipments. 

If  there  are  no  further  strikes  in  the  automobile  industry,  a  considerable 
catch-up  of  output  will  be  forthcoming  early  in  1968.  The  swing  reflecting 
the  strike  and  its  aftermath  could  easily  exceed  $6  billion  (annual  rate)  from 
fourth  to  first  quartet.  An  appraisal  of  the  near-term  outlook  must  also  recog- 
nize the  likelihood  that  production  and  accumulation  of  steel  will  soon  begin 
to  be  influenced  by  the  anticipation  of  next  summer's  labor  negotiations  in  that 
industry.  One  might  hope  that  any  enormous  rises  in  sales  and  output  in  the 
opening  months  of  1908  would  be  properly  interpreted  and  discounted  by  the 
business  and  financial  community  as  reflecting  strike  make-iips  and  anticipa- 
tions. But  most  likely  that  will  not  be  the  case.  Just  as  the  recent  strikes  have 
temporarily  calmed  down  the  boomy  atmosphere  that  was  beginning  to  emerge 
late  this  summer,  so  the  aftermath  could  contribute  to  a  dangerously  infla- 
tionary fervor  early  in  1968.  If  the  strikes  have  given  us  a  little  more  time  on 
the  economic  front,  they  have  also  made  it  more  urgent  than  ever  that  fiscal 
policy  should  be  moderating  the  pace  of  advance  right  at  the  beginning  of  1968. 

This  is  the  season  when  economists  throughout  the  land  are  sizing  up  the 
economic  outlook  for  the  year  ahead.  Among  private  forecasters,  a  consensus 
view  is  shaping  up;  it  places  the  GNP  for  1968  at  $840  billion  or  a  little  higher, 
assuming  a  tax  increase.  It  seems  significant,  in  itself,  that  the  overwhelming 
majority  of  private  forecasters  are  assuming  the  prompt  enactment  of  a  sur- 
charge on  income  taxes  for  1968.  They  generally  regard  fiscal  restraint  as  essen- 
tial to  the  health  of  our  economic  and  financial  system  and  have  confidence  that 
this  need  will  be  met  through  our  democratic  process. 

With  a  tax  increase,  the  standard  forecast  calls  for  a  rise  in  GNP  of  a  little 
more  than  $55  billion  in  1908.  Of  this  gain  of  7  percent  or  more,  about  3  percent 
is  typically  expected  to  represent  price  increase  and  the  remaining  3I/2  percent  to 
41/^  percent  a  gain  in  real  output.  The  unemployment  rate  is  usually  projected  at 
between  3%  percent  to  4  percent. 

All-in-all,  this  standard  private  forecast — assuming  a  tax  increase — represents 
a  fairly  reassuring  picture.  Our  real  output  would  grow  in  pace  with  capacity. 
To  be  sure,  prices  would  be  increasing  considerably  faster  than  we  like,  but  pri- 
marily because  of  pressures  on  costs  that  were  initially  generated  during  late 
1965  and  1966,  and  not  because  of  new  demand  pressures  straining  our  capacity. 
If  these  same  forecasters  were  obliged  to  reasse.ss  the  economic  outlook  assuming 
no  tax  increase,  they  would  see  potentially  serious  trouble  with  respect  to  prices, 
interest  rates,  credit  availability,  our  international  trade  position,  and  the  health 
of  our  homebuilding  industry. 

There  are  good  reasons  to  be  skeptical  about  economic  forecasts,  but  there  is 
simply  no  way  to  avoid  or  ignore  them.  The  decisions  of  this  committee  are  bound 
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to  affect  the  economy  in  1968.  Failure  to  enact  the  surcharge  would  be  a  de- 
cision to  maintain  a  highly  stimulative  fiscal  policy  with  a  large  deficit  at  full- 
employment.  This  would  be  appropriate  only  if  private  demand  could  be  counted 
on  to  be  especially  weak  next  year — if  the  recent  private  surveys  pointing  to 
rising  business  investment  are  all  too  high,  if  housing  demand  were  about  to 
level  off  abruptly,  if  the  consumer  saving  rate  were  going  to  rise  to  unprecedented 
heights.  No  expert  in  the  world  can  give  Congress  a  guarantee  that  any — or  all 
— of  these  things  will  not  happen.  But  no  prudent  man  would  wish  to  gamble  that 
they  will  take  place. 

Mr.  Ackley  concluded  in  August :  "There  is  nothing  to  suggest  that  a  powerful 
stimulus  is  called  for  in  order  to  support  healthy  economic  growth.  On  the  con- 
trary, the  maintenance  of  such  stimulus  is  most  likely  to  undermine  our  pros- 
pects for  prosperity."  That  judgment  is  every  bit  as  valid  today  as  it  was  then, 
and  it  is  shared  by  the  overwhelming  majority  of  informed  opinion  throughout 
the  land. 

Money  and  credit 

Turning  to  the  money  and  credit  markets,  on  August  14  we  stated  our  expecta- 
tions of  an  undesirable  rise  in  interest  rates  and  an  unhealthy  condition  in 
those  markets  if  a  tax  increase  were  not  forthcoming.  The  facts  since  August 
14  are : 

— Interest  rates  declined  briefly  on  the  announcement  of  the  President's  tax 
proposals,  but  it  was  only  a  short-lived  decline  because  the  market  soon  con- 
cluded that  the  tax  proposals  would  encounter  delays;  in  the  meantime,  the 
market  appraised  quite  soberly  the  mounting  evidence  of  excessive  credit  de- 
mands that  would  emerge  in  the  absence  of  prompt  and  effective  action  on  taxes 
and  expenditures. 

— ^Thus  interest  rates  moved  higher,  across-the-board,  from  early  August  on- 
ward. A  particularly  steep  rise  occurred  in  rates  on  Treasury  securities  during 
October,  following  the  temporary  shelving  of  active  consideration  of  the  tax 
proposals  by  this  Committee. 

Since  early  August  the  rate  on  3-month  Treasury  bills  has  risen  by  three- 
fourths  of  one  percent.  Long-term  Treasury  bonds  are  up  more  than  i^  percent. 
Yields  on  new  high-grade  corporate  issues  are  up  more  than  %  of  1  percent. 
Yields  on  State  and  local  government  issues  are  up  nearly  Yz  percent. 

These  increases  have  proceeded  from  a  level  of  interest  rates  that  was  already 
high — generally  approaching  the  40-year  highs  that  had  been  reached  in  August 
and  September  of  1966.  By  now,  because  of  the  further  increases  the  high  points 
of  1966  have  been  reached  and  surpassed,  except  in  the  relatively  short-term 
maturities.  For  example,  in  the  case  of  high-grade  corporate  bonds,  the  latest 
rate  level  of  6.99  percent  compares  with  the  high  of  6.35  percent  in  August- 
September  1966. 

These  increases  in  interest  rates,  moreover,  have  taken  place  despite  con- 
tinued growth  in  the  money  supply  and  bank  credit.  The  money  supply  has  risen 
at  an  annual  rate  of  6.8  percent  thus  far  in  1967  in  contrast  to  increases  of  2.2 
percent  in  all  of  1966  and  4.7  percent  in  1965.  Bank  credit  has  grown  at  an 
annual  rate  of  12.5  percent  for  the  first  10  months  in  1967  compared  with 
increases  of  5.7  percent  in  1966  and  10.2  percent  in  1965. 

Rather  than  a  stringency  on  supply,  recent  interest  rate  increases  reflect 
very  strong  demands  for  credit  from  virtually  every  sector  of  the  economy.  An 
over-hanging  fear  of  excessive  Federal  Government  borrowing  is  a  key  factor. 

Last  year  corporations  borrowed  a  record  $17.6  billion  in  the  capital  markets. 
This  year,  in  just  the  first  10  months,  they  have  already  borrowed  $20.3  billion. 
The  10-month  period  is  running  about  35  percent  ahead  of  the  comparable  months 
of  1966. 

In  my  presentation  to  this  committee  last  August,  I  cited  a  similar  comparison 
but  at  that  time  the  margin  of  increase  of  corporate  borrowing  over  a  year  ago — 
applying  then  to  the  first  7  months  of  the  year — was  23  percent  rather  than  35 
percent.  That  is  one  measure  of  the  current  pressures  on  the  capital  markets. 

There  is  a  similar  story  to  tell  for  State  and  local  governments.  Last  year  these 
governmental  units  borrowed  $11.3  billion  in  the  capital  markets — a  record 
amount  up  to  that  time.  That  figure  has  already  been  surpassed  in  just  the 
first  10  months  of  this  year,  with  borrowing  of  $11.9  billion.  This  is  27  percent 
ahead  of  the  amount  borrowed  in  the  first  10  months  of  1966.  It  maintains  about 
the  same  margin  of  increase  that  I  referred  to  in  my  statement  to  this  com- 
mittee on  August  14. 
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The  major  change  from  a  year  ago,  however,  is  in  the  area  of  Federal  Govern- 
ment borrowing.  Let  me  shift  here  to  talk  about  fiscal  years  rather  than  calendar 
years  because  this  points  up  the  contrast  more  distinctly.  In  the  fiscal  year  that 
ended  last  June  30,  the  Federal  Government  had  an  administrative  budget 
deficit  of  $9.9  billion.  In  addition  to  financing  that  deficit  there  were  net  borrow- 
ings by  Federal  agencies  and  sales  of  participation  certificates  in  federally  owned 
financial  assets,  which  also  exerted  demand  on  the  credit  markets.  On  the 
other  side  substantial  financing  was  provided  through  net  purchases  of  securities 
by  Government  investment  accounts,  purchases  by  the  Federal  Reserve  System, 
and  a  reduction  over  the  year  in  the  Treasury's  cash  balance.  After  netting  out 
all  of  these  factors,  the  Federal  sector  did  not  make  a  net  demand  on  the  private 
credit  markets  but  rather  repaid  about  $6  billion  to  these  markets. 

In  the  current  fiscal  year  the  Federal  sector  will  instead  be  making  a  signifi- 
cant net  demand  on  the  private  credit  markets.  It  will  be  a  substantial  demand 
even  with  the  benefit  of  the  proposed  tax  surcharge  and  tight  restraints  on 
expenditures.  Without  these  fiscal  constraints,  it  will  be  a  clearly  excessive 
demand — far  more  than  the  credit  markets  would  be  able  to  handle  without 
drastic  cuts  in  the  availability  of  funds  to  meet  private  credit  demands,  which 
are  also  substantial. 

The  rough  orders  of  magnitude  run  something  like  this :  given  the  President's 
program  of  fiscal  restraint,  applying  to  both  the  tax  and  expenditure  sides,  the 
Federal  sector's  net  credit  demands  on  the  private  markets  in  this  fiscal  year 
might  be  held  to  the  neighborhood  of  $12  billion  or  $1.S  billion.  Without  the  tax 
rise  and  spending  restraints,  the  net  Federal  credit  demand  could  soar  above 
$22  billion. 

In  the  current  half  year  period,  which  covers  the  portion  of  the  year  when 
credit  demands  are  seasonally  heavy,  the  Federal  sector's  net  credit  demands  on 
the  private  market  are  working  out  to  about  $16  billion.  That  compares  with 
net  credit  demands  of  roughly  $5  billion  each  in  the  July-December  periods  of 
1964,  1965,  and  1966. 

A  key  question,  however,  is  what  the  Federal  sector's  net  demands  will  be 
in  the  January-June  1968  period,  and  beyond.  With  a  program  of  rigorous  fiscal 
resitraint  it  will  be  possible  to  make  some  seasonal  repayments  to  the  market 
during  the  January-June  period  in  1968.  It  will  not  be  as  large  as  was  the  $11 
billion  repayment  in  January-June  1967.  but  it  could  fall  somewhere  between 
the  $1.9  billion  repayment  of  January-June  1966  and  the  $4.7  billion  repayment 
of  January-June  196.5. 

Without  the  proposed  tax  measures,  however,  and  with  only  modest  success 
in  restraining  the  level  of  Federal  expenditures,  it  would  be  necessary  to  press 
an  additional  credit  demand  of  at  least  $6  billion  on  the  markets  at  a  time 
when  seasonal  repayment  is  the  normal  course  of  events.  A  $6  billion  net  demand 
would  contrast  very  sharply  indeed  with  the  $11  billion  net  repayment  achieved 
in  the  January-June  period  of  1967— an  adverse  swing  of  some  $17  l)illion. 

This  may  not  sound  like  a  very  large  number  against  the  background  of  an 
approximately  $800  billion  animal  rate  of  GXP.  The  relevant  comparison,  how- 
ever, is  not  with  GNP  but  with  the  annual  flow  of  credit  through  our  credit 
markets  which  has  run  roughly  in  the  neighborhood  of  $70  billion  a  year.  In  that 
context,  a  swing  of  $17  billion  within  a  half-year  period — would  constitute  an 
extraordinary  overload  that  could  not  be  met  out  of  anticipated  levels  of  savings 
or  new  credit  formation. 

In  the  process  of  meeting  excessive  Federal  Government  demands,  many  private 
credit  needs  would  go  unmet.  Home  buyers,  small  businessmen  and  farmers  would 
feel  a  particularly  tight  pinch. 

Nor  would  it  be  any  better  a  solution  if  one  attempted  to  let  all  the  credit 
demands  be  met  through  pumping  in  unlimited  additions  to  money  suppl.v.  That 
might  produce  some  temporary  euphoria  but  also  some  very  serious  problems 
of  inflation  and  economic  distortion  that  would  haunt  us  for  many  years  to  come. 

Balance  of  payments  and  the  dollar's  world  position 

Turning  to  the  international  aspects,  I  said  in  August  that  tax  and  expenditure 
actions  are  vitally  important  to  the  protection  of  our  balance-of-payments  posi- 
tion and  to  the  maintenance  of  confidence  in  the  dollars.  This  statement  bears 
even  greater  emphasis  now.  The  devaluation  of  sterling — considering  its  psy- 
chological effcH't  of  focusing  the  eyes  of  the  world  upon  us  as  keepers  of  the 
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world's  major  currency,  and  also  its  expected  economic  effects  on  world  trade 
and  our  balauee-of-payments  accounts — makes  responsible  fiscal  action  in  the 
United  States  doubly  imperative. 

All  of  our  efforts  to  improve  our  balance-of-payments  position  may  be  for 
naught. 

— Unless  we  maintain  relative  price  stability  and  cost  competitiveness  in  the 
U.S.   economy; 

— Unless  we  resist  and  avert  the  threat  of  excessive  demand  which  could 
damage  our  trade  balance ; 

— Unless  we  play  a  responsible  role  by  assuring  the  healthy  state  of  our  captial 
markets  so  important  to  the  balanced  workings  of  the  international  monetary 
system. 

Statistical  evidence  of  action  or  inaction  by  this  session  of  Congress  will  be 
read  in  annals  yet  to  be  published.  These  indicators  will  reflect  in  the  months  and 
years  ahead  whether  the  foreign  holder  of  dollars  today  is  convinced  about  our 
capacity  to  manage  our  economy  effectively  and  responsibly.  Investors  tradition- 
ally have  been  as  impressed  by  imponderables  as  they  have  been  by  facts.  They 
have  seized  upon  our  handling  of  the  surcharge  and  the  accompanying  expendi- 
ture restraints  as  the  measure  of  our  capacity  and  our  intention  to  act  responsibly. 

In  a  very  real  sense,  the  size  of  our  gold  reserves  reflects  the  judgment  by 
those  abroad  who  now  hold  dollars  of  the  ability  of  the  United  States  to  exercise 
fiscal  and  budgetary  responsibility.  We  must  not  give  them  any  cause  for  doubt 
of  our  ability  or  our  resolve  to  act  in  a  responsible  and  timely  manner. 

The  delay  in  acting  on  the  tax  increase,  with  the  resulting  rise  in  interest  rates 
here,  has  already  caused  many  foreign  central  banks  to  take  defensive  action. 
This  moves  us  away  from  what  we  were  achieving  through  the  Chequers  meeting 
last  .January  in  England.  High  interest  rates  in  the  United  States,  due  to  exces- 
sive borrowing  by  the  Government,  are  disturbing  influences  that  have 
implications  far  beyond  our  own  border. 

All  of  us  realize  that  the  international  trading  game  is  made  more  competitive 
by  the  British  devaluation.  Obviously  a  part  of  whatever  total  improvement  the 
British  may  achieve  in  their  trade  balance  will  probably  be  reflected  in  a  cor- 
respondingly adverse  impact  on  our  own  trade  surplus.  Most  likely  it  will  become 
apparent  in  our  reduced  exports  to  various  world  markets. 

This  points  up  the  fact  that  any  deterioration  in  our  competitive  position 
due  to  rising  costs  in  the  United  States,  or  due  to  abnormally  high  U.S.  imports 
because  of  excessive  demand  and  capacity  pressures  in  our  domestic  economy, 
could  have  the  effect  of  diverting  a  substantially  larger  portion  of  the  impact 
of  the  British  action  towards  our  own  country  and  away  from  Euroi>e.  With 
Europe  in  a  surplus  position  as  to  balance  of  payments,  it  is  vital  that  such  a  shift 
be  avoided. 

The  facts  and  trade  statistics  speak  for  themselves : 

■ — During  the  1961-64  period  of  substantial  but  clearly  sound  and  well-balanced 
domestic  growth,  and  with  high  rates  of  economic  advance  in  EuroiJe,  our  trade 
surplus  increased  almost  $2  billion — ^from  $4.8  billion  in  1960  to  $6.7  billion  in 
1964. 

— During  the  following  2  years,  with  accelerating  domestic  demand  and  in- 
creasing pressure  on  our  productive  capacity,  and  slower  growth  rates  in  Europe, 
the  trade  surplus  fell — back  to  $4.8  billion  in  1965  and  down  to  only  $3.7  billion 
last  year. 

— With  a  slower  rate  of  growth  again  and  less  inflationary  and  capacity  pres- 
sure in  our  domestic  economy  so  far  this  year,  our  trade  surplus  has,  despite  the 
continued  slower  pace  of  business  activity  in  Europe,  shown  significant  improve- 
ment— from  a  last-quarter  1966  low  of  $2.9  billion  (annual  rate)  to  an  annual 
rate  of  $4.4  billion  for  the  first  three  quarters  of  this  year. 

This  offers  no  cause  for  complacency :  in  fact,  the  developments  of  the  months 
since  August  only  accentuate  the  need  for  tax  and  budgetary  action  now. 

In  summary,  then,  the  import  of  this  review  of  developments  since  August  14 
is  clear :  namely  whether  from  the  viewpoint  of  promoting  a  balanced  and  healthy 
domestic  economy,  or  of  maintaining  stable  and  orderly  conditions  in  our  money 
and  credit  markets,  or  of  protecting  our  balance  of  payments  and  the  strength 
of  the  dollar  in  the  international  monetary  system — the  case  for  the  recommended 
program  of  fiscal  restraint  becomes  even  more  compelling  today  than  it  was 
last  August. 
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Exhibit  24. — Statement  by  Secretary  Fowler,  March  12,  1968,  before  the  Senate 
Finance  Committee,  on  H.R.  15414,  the  Tax  Adjustment  Act  of  1968 

The  bill  before  this  Committee  contains  two  parts  of  the  President's  tax 
recommendations.  These  provisions,  incorporated  in  U.K.  15414,  would: 

— Extend  the  excise  taxes  on  automobiles  and  telephone  services  beyond  April  1 
of  this  year,  and 

— Carry  out  our  recommendations  for  accelerating  coriJorate  income  tax 
payments. 

The  Administration  is  still  strongly  in  favor  of  our  full  program  which  would 
include,  in  addition,  a  temporary  10-percent  income  tax  surcharge. 

The  Ways  and  Means  Committee  took  action  on  a  bill  limited  to  these  two 
aspects,  without  waiting  on  further  decisions, 

"In  view  of  the  fact  that  the  excise  tax  reductions,  in  the  absence  of  this  bill, 
would  occur  on  April  1,  and  the  fact  that  the  corporate  speed-up  to  be  effective 
this  year  must  occur  before  April  15,  *  *  *" 

The  Report  of  the  Committee  on  Ways  and  Means  further  stated  that  this 
action  "is  not  intended  to  prejudice  possible  future  action  with  respect  to  other 
tax  recommendations  which  have  been  proposed  by  the  administration." 

On  the  floor  of  the  House,  Chairman  Mills  stated : 

"Let  me  emphasize  to  the  Members  of  the  House  that,  in  reporting  this  bill, 
the  committee  does  not  intend  to  foreclose  possible  future  action  on  the  adminis- 
tration's surcharge  proposal.  The  question  remains  before  the  committee  and  no 
decision  has  as  yet  been  reached." 

In  addition  to  the  excise  tax  and  corporate  acceleration  provisions  in  H.R. 
15414,  the  President's  program  includes  a  temporary  10  percent  surcharge  on  the 
income  tax  of  individuals  and  corporations. 

— On  individuals  the  10  percent  surcharge  would  be  effective  April  1,  1968,  and 
continue  through  Jime  30,  1969.  The  effective  rate  on  individuals  in  calendar  year 
1968  would  be  7.5  percent  of  their  present  law  tax.  The  surcharge  would  not  apply 
to  about  17  million  individuals  whose  taxable  income  does  not  rise  above  the 
second  bracket. 

— On  corporations  the  surcharge  would  be  effective  January  1,  1968,  and  con- 
tinue through  June  30,  1969.  This  would  give  an  effective  rate  of  10  percent  for 
corporations  in  calendar  year  1968. 

The  surcharge,  I  might  emphasize,  would  be  10  percent  of  the  present  tax, 
not  10  percent  of  income.  This  is  about  one-half  of  the  tax  decrease  for  individuals 
enacted  in  1964.  While  in  effect,  the  increased  tax  on  individuals  would  average 
about  1  percent  of  their  income. 

Speaking  for  the  Administration,  I  want  to  emphasize  in  the  strongest  possible 
terms  that  we  continue  to  recommend  enactment  of  this  entire  program.  It  is 
as  fully  called  for  in  the  light  of  recent  events  as  it  was  by  events  prior  to 
January.  We  want  to  see  the  surcharge  adopted  under  whatever  procedures 
the  Congress  chooses  to  utilize.  Those  procedures  are  not  for  us  to  determine. 
The  end  result  should  be  prompt  enactment  of  the  surcharge. 

HJl.  15414 

I  turn  now  to  the  specific  bill.  It  would  raise  revenues  compared  to  present 
law  by  $1.1  billion  in  fiscal  year  196S  and  by  $3.1  billion  in  fiscal  year  1969. 
This  is  about  one-fourth  of  the  $16  billion  which  we  proposed  to  raise  by  the 
President's  program. 

The  accompanying  table  shows  the  details  of  the  revenue  effects  compared 
to  existing  law.  You  will  realize,  of  course,  that  the  revenue  gain  from  excise 
extensions  could  also  be  described  as  preventing  a  loss  of  revenue  that  would  occur 
if  the  rates  were  permitted  to  fall  below  rates  currently  in  effect.  Moreover,  the 
speedup  in  corixtrate  tax  payments  does  not  involve  the  addition  of  new  tax 
liabilities  but  rather  the  more  current  payment  of  existing  liabilities. 

Presently  the  7-percent  manufacturers  excise  tax  on  automobiles  is  scheduled 
to  drop  as  of  April  1,  1968,  to  2  percent  and  then  on  January  1,  1969  to  1  percent. 
The  bill  would  continue  the  7-percent  rate  to  January  1,  1970,  when  it  would 
be  reduced  to  5  percent.  The  bill  would  provide  further  reductions  to  3  percent 
on  January  1,  1971,  to  1  percent  on  January  1,  1972,  and  repeal  the  tax  on 
January  1, 1973. 

The  new  schedule  for  reductions  follows  the  pattern  established  in  the  Excise 
Tax  Reduction  Act  of  1965  to  limit  prospective  reductions  at  any  one  time  to  not 
over  2  points.  This  three-stage  reduction  program  in  the  bill  recognizes  that, 
with  anticipation  by  consumers  of  a  sharp  drop  in  the  automobile  excise  tax 
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rate,  there  is  a  high  likelihood  they  will  postpone  purchases  of  cars.   This 
could  be  highly  disruptive  of  orderly  production  and  employment. 

The  House  bill  also  goes  back  to  the  1965  decision  to  make  the  reduction  of 
rates  effective  on  January  1.  Reductions  at  this  time  of  year  should  have  the 
least  disruptive  effect  on  sales.  There  is  usually  a  rush  of  orders  for  new  cars 
in  the  autumn,  and  dealers  fall  behind  in  meeting  them.  Orders  come  in  more 
slowly  in  January  so  if  some  orders  are  postponed  from  the  autumn  to  January 
it  is  likely  to  involve  smoother  rather  than  more  disorderly  production  schedules. 

Table  I. — Estimated  effect  of  the  Mil  on  'budget  receipts 

[In  millions  of  dollars] 

Fiscal  year      Fiscal  year 
1968  1969 

Excise  taxes— extension  of  present  rates: 

Passenger  automobiles --- 190  1. 500 

Telephone  service.. 116  1, 160 

Total  excise  extensions.. 306  2,660 

Proposals  for  corporate  estimated  tax  pasmients. 800  400 

Total 1,106  3,060 

The  bill  also  deals  with  the  tax  on  telephone  service  which  is  now  10  percent 
and  is  scheduled  to  be  reduced  to  1  percent  April  1,  1968,  and  to  be  repealed  on 
January  1,  1969.  This  tax  would  be  extended  at  the  10-percent  rate  to  January  1, 

1970,  reduced  to  5  percent  at  that  time,  further  reduced  to  3  percent  on  January  1, 

1971,  to  1  percent  on  January  1,  1972,  and  repealed  on  January  1,  1973. 

Current  payment  by  corporations 

Another  part  of  the  President's  program,  which  is  embodied  in  H.R.  15414, 
is  two  provisions  which  have  the  effect  of  placing  corporations  on  the  same  basis 
of  current  tax  payment  that  now  applies  to  individuals. 

Presently,  individuals,  including  sole  proprietors  and  partners,  are  required 
to  pay  in  current  quarterly  payments  SO  percent  of  their  estimated  tax  liability. 
Corporations,  however,  need  only  make  current  quarterly  payments  on  70  per- 
cent of  the  estimated  tax  liability  in  excess  of  $100,000. 

The  bill  achieves  equality  between  corporations  and  individuals  in  two  steps: 

(1)  Effective  with  the  quarterly  payments  due  April  15,  1968,  corporations 
will  be  required  to  make  current  payment  on  the  basis  of  80  percent  estimates 
rather  than  70-percent  estimates. 

(2)  Effective  with  quarterly  payments  due  April  15,  1968,  corporations  will 
take  the  first  of  five  annual  steps  designed  to  eliminate  the  exemption  from 
current  tax  payment  on  the  first  $100,000  of  estimated  tax.  This  will  be  done  by 
requiring  that  the  1968  current  payment  include  20  percent  of  the  first  $100,000 
of  liability.  The  1969  payments  will  include  40  percent  of  this  first  $100,000  and 
so  forth  until  1972  when  corporations  will  be  on  the  same  basis  as  individuals. 

This  change  in  corporate  tax  payment  provisions  will  finally  achieve  an  ob- 
jective sought  in  a  series  of  actions  taken  by  the  Congress  dating  back  to  1950. 
The  progressive  steps  in  moving  corporations  toward  the  same  payment  basis 
applicable  to  individuals  have  been  gradual  so  as  to  avoid  sharp  liquidity 
effects. 

There  is  no  reason  to  permit  small  and  medium  sized  corporations  to  defer 
all  or  a  substantial  portion  of  their  tax  while  requiring  current  payment  by  un- 
incorporated businesses.  By  far  the  overwhelming  part  of  small  business  is  made 
up  of  sole  proprietorships  or  partnerships.  In  1965,  of  the  8.6  million  businesses 
with  net  incomes,  7.9  million  were  sole  proprietorships  and  partnerships  or 
Subchapter  S  corporations  (where  taxes  are  paid  currently  by  the  share- 
holders). 

A  corporation  with  $100,000  of  tax  liability,  that  is,  one  that  gets  full  benefit 
of  the  current  favoritism,  would  ordinarily  have  assets  in  the  area  of  $1  million. 
The  striking  inconsistency  of  the  present  law  is  implied  by  the  fact  that  a 
moderately  successful  partnership  or  proprietorship  can  achieve  a  continuous 
postponement  of  virtually  a  full  year's  tax  by  the  simple  device  of  incorporating. 

This  measure  achieves  equal  treatment  between  incorporated  and  unincor- 
porated businesses  by  moving  corporations  to  the  basically  sound  system  of 
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keeping  their  tax  accounts  current.  As  tlie  House  Committee  Report  indicates, 
current  payment  is  frequently  a  net  advantage  to  a  business  firm  wliich  miglit 
liave    otherwise    failed    to    make    adequate    provision    for    tax    payments. 

The  House  bill  has  several  technical  changes  regarding  tax  payments:  it 
makes  provision  for  quick  refunds  for  corporations  after  the  end  of  the  year 
in  those  cases  where  their  estimated  tax  payments  significantly  exceed  their 
tax  liability  :  it  eliminates  declarations  of  estimated  tax  by  corporations,  leav- 
ing this  entirely  to  the  deposit  system ;  and  it  prescribes  rules  regarding  mailing 
of  deposits. 

The  general  fiscal  situation 

I  believe  it  is  appropriate  to  lay  before  you  the  general  fiscal  situation,  as 
the  background  for  this  bill,  and  to  relate  that  situation  to  the  entire  fiscal 
program  of  the  President  of  which  the  excise  recommendations  and  the  current 
tax  payment  recommendations  are  a  part. 

The  U.S.  economy — a  mighty  engine  of  production  and  distribution — is  roaring 
down  the  road.  It  is  entering  the  eighth  year  of  a  recordbreaking  advance,  hav- 
ing weathered  the  inventory  adjustment  which  slowed  it  to  half  speed  in  the 
first  half  of  last  year. 

But  the  ride  is  neither  smooth  nor  safe.  Rising  inflationary  pressures  and  a 
disturbing  deterioration  in  our  international  balance  of  payments  signal  ii 
clear  and  present  danger  that  the  economy  is  overheating  and  running  at  an 
excessive  rate  of  speed. 

Given  a  high  employment  economy  with  heavy  defense  costs  at  home  and 
abroad,  some  inescapable  increasing  costs  of  civilian  government,  and  a  private 
sector  advancing  on  a  wide  front,  the  acceptance  of  enlarged  deficits  in  the 
))udget  and  the  balance  of  payments  is  contrary  to  sound  economic  and  financial 
policy — whether  the  wisdom  is  conventional  or  the  new  economics.  Accordingly, 
the  driver  is  trying  to  brake  the  vehicle  to  a  safe  cruising  speed. 

That  is  the  meaning  of  the  President's  request  last  August  for  a  substantial 
tax  increase  and  a  reduction  in  many  Federal  outlays  for  fiscal  year  196S,  his 
tough  and  courageous  New  Year's  Day  Balance  of  Payments  Action  Program, 
and  the  austere  budget  for  fiscal  year  1969  presented  a  month  ago. 

I  want  to  express  here  a  strong  personal  conviction.  It  is  shared  by  the  Presi- 
dent, his  entire  Administration,  the  Federal  Reserve  Board,  and  the  vast 
preponderance  of  expert  economic  and  financial  opinion  decisionmakers  here 
and  abroad — public  and  private. 

That  conviction  is  that  this  is  a  year  in  which  economic  and  financial  policy 
should  be  directed  toward  reversing  decisively  the  trend  in  19()7  to  increasing 
deficits  in  our  internal  budget  and  our  international  balance  of  payments.  AVe 
should  move  back  toward  balance  in  our  budget  and  our  international  pay- 
ments— and  th(M-eby  assure  a  balanced  economy,  properly  poised  and  positioned, 
to  discharge  our  national  and  international  responsibilities — in  war  or  peace — 
at  home  or  abroad.  With  this  Nation  engaged  in  a  costly  conflict  abroad,  we 
must  act  at  home  so  as  to  maintain  the  stability  of  the  economy  and  the 
strength  of  the  dollar. 

A  continued  acceptance  of  these  twin  deficits  in  their  current  proportions 
under  the  surrounding  circumstances  is  to  forsake  prudence,  accept  intolerable 
ri.sks  and  refuse  to  accept  the  fiscal  and  monetary  discipline  essential  to  the 
preservation  of  a  balanced,  sustained  prosperit.v. 

These  ol),servations  bring  us  hard  up  against  the  outlook  for  our  Federal 
budget  which  will  be  the  subject  of  comments  by  Mr.  Zwick,  Director  of  the 
Budget. 

I  would  like  to  add.  however,  a  few  words  of  my  own. 

I  share  the  general  concern  that  the  totals  of  budget  (expenditures  are  in- 
creasing. But  I  must  point  out  that  this  fact  does  not  diminish  the  desirability 
of  a  tax  increase  to  help  finance  th(>  war  in  Vietnam  out  of  current  revenues 
rather  than  borrowed  money. 

Our  annual  expenditures  for  our  efforts  in  Vietnam  amount  to  about  'A  percent 
of  our  gross  national  product.  Other  outlays,  exclusive  of  social  insurance  tru^t 
funds,  have  been  declining  as  a  share  of  the  Nation's  income  and  output  in 
recent  years.  In  19(>9  they  stand  at  18.9  percent.  In  the  last  8  years  of  the  lO.lO's 
they  were  16  percent.  In  1965  they  Avere  14.6  percent.  It  is  not  the  ri.se  in  regular 
budget  outlays  which  requires  a  tax  increa.'^e  l)ut  the  cost  of  Vietnam. 

Of  course,  one  can  debate  at  length  whether  the  budget  outlays  in  the  1969 
budget  for  controllable  civilian  programs  should  be  substantially  reduced.  But 
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we  must  remember  as  we  keep  debating  tbat  time  is  still  running,  and  every  day 
that  passes  without  the  tax  increase  adds  about  $33  million  to  the  deficit. 

The  tax  program  now  comes  to  $16  billion  over  the  fiscal  years  1968  and  1969 
and  will  reduce  the  deficit  by  that  amount.  It  should  be  passed  promptly  regard- 
less of  the  outcome  of  the  long-drawn-out  debate  on  expenditures  now  beginning. 

No  amount  of  debate  or  budget  cutting  that  is  likely  to  emerge  is  a  realistic 
alternative  to  a  tax  increase  for  meeting  our  obligations  at  home  and  abroad 
in  that  amount. 

To  sum  up  on  the  budget  for  fiscal  year  1969 — it  is  a  responsible  financial  plan 
placed  on  a  base  of  expenditures  for  fiscal  year  1968  rigidly  scaled  down  by  joint 
executive  and  congressional  action  as  recently  as  December  1967.  It  represents 
a  hold-down  in  controllable  expenditures  in  1969 ;  the  revenues  from  the  requested 
tax  increase  will  contribute  to  the  reduction  in  the  deficit,  not  to  rising  expendi- 
tures ;  and  it  does  give  assurance  that  the  tax  increase  will  be  temporary  and 
can  and  will  be  removed  when  hostilities  in  Vietnam  come  to  an  end. 

We  must  not  forget  that  we  are  a  Nation  involved  in  a  war.  This  involvement 
has  had  its  obvious  and  direct  effect  on  the  budget  and  in  turn  on  the  need 
for  a  tax  increase.  We  cannot  mistake  the  connection  between  the  tax  increase 
proposals  and  the  costs  of  our  efforts  in  Vietnam. 

It  is  not  the  rise  in  regular  budget  outlays  that  requires  a  tax  increase  but  the 
cost  of  Vietnam.  The  increase  in  budget  receipts  from  economic  growth  since 
fiscal  year  1965  would  alone  more  than  cover  the  increase  in  non-Vietnam  costs. 
What  is  left  to  be  financed  is  the  cost  of  Vietnam.  In  the  January  budget  this  was 
put  at  about  $26  billion  for  fiscal  year  1969,  and  we  are  asking  that  one-half  of 
this  be  met  by  tax  increases.  Meeting  part  of  the  cost  of  war  through  tax  in- 
creases rather  than  just  through  borrowing  is  the  path  of  fiscal  responsibility, 
and  this  path  we  have  followed  in  those  troubled  times  in  the  past  when  we 
found  ourselves  at  war. 

So  much  for  the  principle.  I  want  to  turn  now  to  the  more  specific  discussion 
of  the  immediate  situation,  that  without  tax  legislation  we  would  have  a  deficit 
of  about  $22.8  billion  in  fiscal  year  1968  and  $20.9  billion  in  fiscal  year  1969. 
Permitting  this  level  of  deficit — two  $20  billion  deficits  back  to  back — would  incur 
intolerable  risks  for  the  United  States  in  the  light  of — 

— Our  present  domestic  economic  conditions, 

— our  financial  situation,  and 

— our  balance  of  payments  problem. 

Economic  conditions 

Deficits  of  over  $20  billion  in  each  of  fiscal  year  1968  and  fiscal  year  1969 
would  involve  intolerable  risks  of  inflation  in  view  of  the  current  economic 
conditions. 

During  the  fiscal  year  1967,  there  was  some  slack  in  the  private  economy 
associated  with  a  decline  in  inventory  investment,  a  lower  level  of  housing 
starts,  and  an  interruption  of  the  plant  and  equipment  boom.  Since  the  summer 
of  1967,  however,  these  factors  have  been  reversed,  and  the  economy  has  been 
moving  in  very  high  gear.  This  is  plainly  evidenced  by  the  rate  of  growth  in  out- 
put and  prices  in  the  last  half  of  1967  when  real  output  grew  by  a  414  percent 
annual  rate,  and  the  general  level  of  prices  rose  at  an  annual  rate  of  3.8  percent. 

It  is  not  a  question  of  whether  some  economic  indicator  went  up  "only"  half 
a  point  last  month  or  even  held  steady,  or  whether  some  other  indicator  has 
dipped  slightly  below  the  record  high  it  set  last  month.  The  important  thing  is 
the  level  and  general  direction  of  the  total  economy.  The  economy  is  operating 
at  high  levels  of  capacity  and  is  generating  high  rates  of  quarterly  growth  of 
GNP,  $16  billion  in  each  of  the  last  two  quarters  of  1967. 

An  obvious  aspect  of  the  overall  economic  level,  in  addition  to  the  fact  of 
sharp  price  increases  in  the  last  eight  months,  is  the  rate  of  unemployment  which 
is  the  lowest  it  has  been  since  the  inflationary  conditions  of  the  Korean  War. 

If  one  looks  at  the  unemployment  situation,  moreover,  unemployment  of  men 
over  20  was  2.2  percent  at  the  end  of  1967.  In  the  substantially  full  employment 
that  existed  in  1956,  this  rate  was  3.4  percent.  For  1953  when  the  total  unemploy- 
ment rate  was  2.9  percent,  the  rate  for  men  over  20  was  2.5  percent.  W^hat  is 
clear  is  that  at  current  levels  of  output  we  are  making  maximum  use  of  our 
skilled  work  force. 

What  has  been  happening  over  these  last  8  months  is  that  demand  has  been 
fueled  by  a  Federal  deficit  running  at  a  rate  which,  without  a  tax  bill,  will  bring 
it  over  $20  billion  for  the  year.  This  rate  at  which  demand  has  been  increasing 


292     19  68  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

for  the  last  8  months  is  simply  too  high  for  an  economy  in  which  unemployment 
is  weU  under  4  percent. 

Our  fiscal  program  including  provisions  for  the  revenues  provided  in  the  bill 
before  you  plus  the  income  tax  surcharge  of  10  percent  was  designed  to  hold  the 
growth  of  total  GNP  in  1968  to  about  $60  billion.  At  that  rate  the  increase  in 

1968  will  be  only  a  little  lower  than  it  has  been  in  the  last  half  of  1967,  but  we 
will  be  able  to  get  the  trend  of  prices  under  control.  We  will  be  able  to  enter 

1969  with  a  declining  rate  of  price  increase  and  not  an  increasing  one.  A  substan- 
tial increase  in  fiscal  restraint  is  thus  necessary  to  move  toward  price  stability 
in  1969.  If  the  present  rate  of  inflation  is  permitted  to  grow,  this  will  sow  the 
seeds  for  more  inflation  in  1969  as  wages  and  everything  else  try  to  catch  up. 

We  must  recognize  the  fact  that  we  live  in  an  uncertain  world  abroad  and  at 
home.  Regardless  of  any  international  developments  that  might  require  increased 
Government  expenditures,  deficits  over  .$20  billion  running  two  years  in  sequence 
do  not  represent  fiscal  responsibility. 

Financial  markets 

Failure  to  enact  the  President's  tax  program  will  jeopardize  the  financial 
markets.  Interest  rates  are  generally  at  or  above  the  i)eaks  reached  in  the  finan- 
cial crunch  of  1966,  and  at  that  time  the  Federal  Government's  credit  demands 
were  contributing  very  little  to  credit  tightness. 

The  heavy  sales  of  securities  by  the  Federal  Government  were  a  major  factor 
in  the  rise  in  interest  rates  in  1967.  In  the  last  half  of  1967  the  Federal  sector 
borrowed  from  the  private  sector  $18  billion  compared  to  the  more  normal 
$5  billion  in  the  last  half  of  1964,  1965,  and  1966.  In  the  first  half  of  1968,  even 
with  prompt  action  on  the  President's  full  program,  we  may  have  to  borrow 
up  to  $5  billion  whereas  normally  in  the  first  half  of  a  calendar  year  we  are 
reducing  the  Federal  debt. 

Fortunately,  the  recent  rises  in  interest  rates  have  not  led  to  the  kind  of  large 
scale  withdrawals  of  funds  from  savings  institutions  as  occurred  in  1966.  But 
currently  available  yields  on  marketable  securities  are  close  to  the  point  where 
a  further  rise  could  trigger  significant  disintermediation  and  loss  of  funds  for 
home  construction. 

The  anticipation  of  continued  heavy  borrowing  of  the  Federal  Government  can 
only  serve  to  make  mortgage  lenders  reluctant  to  increase  commitments  for 
future  mortgage  lending.  Prompt  fiscal  action  in  the  form  of  enactment  of  the 
President's  tax  proposals  is  the  best  assurance  of  continued  opportunity  for 
home  financing  and  construction  to  avoid  a  repetition  of  1966. 

The  high  rate  of  economic  activity  will  assure  a  high  level  of  private  and  State 
and  local  demands  for  credit  in  the  months  ahead.  Treasury  borrowing  demands 
involved  in  continued  deficits  of  over  $20  billion  involve  a  choice  between  per- 
mitting a  larger  rate  of  monetary  growth  than  we  would  like  to  see  or  bidding 
up  interest  rates  to  levels  that  would  foreclose  substantial  amounts  of  borrowing 
by  those  borrowers  most  sensitive  to  interest  rate  differentials  and  most  affected 
by  credit  availability — home  builders,  State  and  local  governments,  and  small 
business. 

It  is  clear  that  the  magnitude  of  Federal  credit  gains  in  fiscal  year  1969 
depends  critically  on  enactment  of  the  President's  tax  program.  Without  the 
tax  program  budget  deficits  would  be  excessive  both  from  the  point  of  view  of 
economic  stabilization  and  credit  markets.  If  there  is  no  tax  legislation,  these 
borrowing  needs  would  be  about  $21  billion.  H.R.  15414  would  reduce  them  to 
about  $18  billion.  The  President's  full  program  would  reduce  them  to  .$8  billion. 

Failure  to  take  adequate  fiscal  action  and  thereby  leaving  the  burden  of  fighting 
infiation  to  monetary  policy  would  be  like  enacting  a  special  tax  that  would  fall 
on  home  buyers,  home  builders  and  suppliers,  the  savings  institutions.  State  and 
local  governments,  and  small  bu.siness. 

The  balance  of  payments 

Closely  following  the  acceleration  of  business  activity  and  the  price  inflation 
in  our  domestic  economy  that  we  have  observed  in  the  last  half  of  1967  has  been 
a  sharp  deterioration  of  our  international  trade  surplus  which  contributed  to  the 
return  of  our  overall  payments  deficit  to  a  critically  high  level.  This  return  to 
a  large  deficit  in  our  own  international  payments,  combined  with  the  British 
devaluation  and  the  subsequent  period  of  heavy  gold  speculation,  represented 
a  threat  to  the  U.S.  dollar  and  to  the  international  monetary  system  as  a  whole 
requiring  decisive  corrective  action. 
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Just  as  the  tax  increase  is  an  indispensable  element  in  our  domestic  financial 
plan  for  the  year  ahead,  it  is  also  the  keystone  of  the  balance  of  payments  pro- 
gram announced  by  the  President  on  January  1. 

As  the  President  said  in  his  message  to  the  Nation  that  day — and  sometimes 
this  is  conveniently  overlooked  by  those  who  say  the  direct  measures  are 
palliatives : 

"The  first  line  of  defense  of  the  dollar  is  the  strength  of  the  American 
economy. 

"No  business  before  the  returning  Congress  will  be  more  urgent  than  this : 
To  enact  the  anti-inflation  tax  which  I  have  sought  for  almost  a  year.  Coupled 
with  our  expenditure  controls  and  appropriate  monetary  policy,  this  will  help 
to  stem  the  inflationary  pressures  which  now  threaten  our  economic  prosperity 
and  our  trade  surplus." 

Failure  to  take  action  here  involves  a  risk  both  of  immediate  further  deteriora- 
tion of  our  trade  balance  and  of  lasting  further  deterioration  of  our  competitive 
price  position  internationally.  It  would  threaten  a  flood  tide  of  imports  and  a 
loss  of  export  markets.  Too  rapid  a  growth  in  economic  activity  in  the  United 
States,  giving  Americans  more  money  to  spend,  would  cause  a  more  than  propor- 
tionate amount  going  directly  or  indirectly  into  increased  purchases  of  imported 
goods. 

With  the  addition  of  sharp  price  inflation,  the  consequences  could  substan- 
tially weaken  the  U.S.  competitive  trade  position. 

The  importance  of  restoration  of  price  stability  in  the  United  States  to  the 
maintenance  of  a  functioning  international  economic  community  is  recognized 
in  Europe  as  well  as  here. 

Last  December  the  "OECD  Economic  Survey  of  the  United  States"  stated: 

"An  immediate  concern  of  the  authorities  must  be  to  avoid  an  excessive 
increase  in  demand,  which  would  strengthen  cost  price  pressures  and  aggravate 
the  balance  of  payments  problem.  Given  the  likely  strength  of  the  expansion 
now  developing,  this  can  hardly  be  achieved  without  the  tightening  of  fiscal 
policy  proposed  by  the  President." 

Conclusion 

Mr.  Chairman,  when  I  appeared  before  the  Ways  and  Means  Committee  last 
August,  I  warned,  in  general  terms,  that  we  would  have  an  unwelcome  accelera- 
tion in  prices  and  deterioration  in  our  balance  of  payments  if  the  surcharge  were 
not  passed.  If  I  had  predicted  that,  in  the  absence  of  the  surcharge,  the  gen- 
eral price  level  would  rise  at  an  annual  rate  of  3.8  percent  during  the  last 
half  of  1967,  many  people  would  have  accused  me  of  being  an  alarmist,  and 
yet  that  is  exactly  how  fast  prices  did  rise. 

Similarly,  if  I  had  predicted  that  imports  would  rise  at  an  annual  rate  of 
over  16  percent  and  that  exports  would  actually  decline  by  6  percent  between 
the  second  and  fourth  quarters  of  1967,  this  also  would  have  seemed  unduly 
pessimistic  to  many  people,  and  yet  that  is  exactly  what  did  happen  to  our 
foreign  trade. 

Now,  I  cannot  make  a  precise  prediction  as  to  how  these  or  other  variables  will 
move  in  the  next  6  months,  but  I  do  know  that  these  rates  of  change  are  unac- 
ceptable and  must  be  halted.  The  restoration  of  price  stability  in  our  domestic 
economy  and  the  improvement  in  our  trade  position  lie  in  enactment  of  the 
entire  tax  program  of  the  President. 

We  face  critical  times.  We  are  engaged  in  an  expensive  war.  At  home  we 
face  and  are  determined  to  conquer  serious  problems  of  poverty,  ignorance, 
and  urban  blight.  Under  these  circumstances  failure  to  meet  more  of  our 
budget  through  tax  revenues  involves  intolerable  risks  for  the  country  to  run. 

Why  must  we  run  these  risks?  Why  in  a  period  of  hostilities  should  our 
country  weaken  itself  economically  and  financially  at  home  and  internationally? 
The  fact  is  we  know  how  these  risks  can  be  avoided ;  there  is  no  obscurity 
about  either  the  problems  or  their  solutions.  We  at  home  see  the  answer  as 
does  the  rest  of  the  world.  The  answer  is  to  reduce  the  deficit  by  raising  rev- 
enues to  pay  for  these  wartime  expenditures. 

The  temporary  tax  increase  will  give  us  the  fiscal  strength  to  avoid  these 
risks.  Our  people  are  well  able  to  bear  the  burdens  involved.  Even  after  the 
surcharge  individuals  will  be  paying  tax  at  significantly  lower  rates  than  the 
rates  in  effect  in  1963  before  the  reductions  of  1964  and  1965;  corporations 
will  be  paying  at  lower  effective  rates  than  they  faced  in  1961  before  the  in- 
vestment credit  and  depreciation  reform.  And  the  low  income  groups  are 
exempt  from  the  surcharge. 

3 18-223 — 69 21 
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I  stress  the  word  temporary.  This  Administration  has  sivcn  ample  evidence 
of  its  desire  to  reduce  tax  burdens  on  the  American  people.  There  is  no  basis 
for  predictions  that  a  temporary  surcharge  will  remain  in  effect  after  tlie 
disappearance  of  the  defense  needs  that  give  rise  to  it.  We  have  a  tax  system 
which  will  produce  a  growth  in  GNP  of  about  G  percent  which  is  consistent 
with  an  expected  4  percent  to  4^^  percent  growth  in  real  output.  Without  the 
pressure  of  military  demand  this  will  provide  a  large  sum  to  meet  our  national 
goals. 

I  stress  also  that  this  temporary  surcharge  will  give  our  domestic  economy 
strength  and  stability  and  will  not  weaken  us.  The  international  monetary 
system  on  which  the  free  world  economy  is  ba.sed  will  be  strengthened  as  the 
strength  of  the  dollar  is  assured. 

The  welfare  of  American  citizens  cannot  be  measured  merely  by  tlie  small- 
ness  of  the  tax  they  pay.  It  rests  on  the  purchasing  power  of  the  income  they 
have  after  taxes  and  the  value  of  the  services  they  get  from  their  Government. 
Our  citizens  will  be  treated  badly  if  their  tax  bills  are  held  down  bat  they 
are  left  with  accelerating  inflation,  climbing  interest  rates,  an  unstable  boom 
that  could  end  in  a  bust,  and  a  weakening  of  the  international  financial  system 
which  has  been  the  basis  for  Free  World  prosperity  and  development  since 
World  War  II. 

The  Congress  will  serve  the  American  people  well  if  it  pursues  a  wise  fiscal 
policy  of  substantially  reducing  the  prospective  deficits  in  fiscal  years  li)6<s 
and  19G9    through  enactment  of  the  President's  tax  program. 


Exhibit  25.— Excerpts  from  statement  by  Secretary  Fowler,  June  25,  1968,  before 
the  Senate  Finance  Committee,  on  H.R.  16241,  a  bill  containing  a  portion  of  the 
Administration's  recommendations  for  dealing  with  our  foreign  travel 
payments  deficit 

Thank  you  for  giving  me  the  opportunity  to  discuss  with  you  H.R.  16241, 
a  bill  containing  a  portion  of  the  Administration's  recommendations  for  dealing 
with  our  foreign  travel  payments  deficit.  These  recommendations  are  a  part 
of  the  overall  program  set  forth  by  the  President  in  his  January  1  message 
on  balance  of  payments.  Before  discussing  the  details  of  this  legislation  and 
our  recommendations  in  this  area,  let  me  place  this  measure  in  persi^ective 
by  reviewing  with  you  our  overall  balance  of  payments  program  and  how  it  is 
progressing. 

I.  The  balance-of-payments  program 

I  think  it  unnecessary  to  detail  the  conditions  which  led  to  the  President's 
balance  of  payments  message.  You  are  all  familiar,  I  am  sure,  with  the  fact 
that  our  balance  of  payments  deficit  for  the  year  1967  was  almost  $3.6  billion, 
and  in  the  final  quarter  of  the  year  exceeded  $1.8  billion,  which  would  represent 
a  deficit  of  over  $7  billion  on  an  annual  basis.  These  deficits,  together  with  the 
devaluation  and  difficulties  of  the  British  pound,  the  other  reserve  currency, 
have  led  to  intense  gold  speculation  and  doubt  about  the  survival  of  the  inter- 
national monetary  system  as  we  know  it. 

On  Jauuaiy  1,  President  Johnson  set  forth  an  Action  Program  to  deal  with 
our  balance  of  payments  problem,  as  a  national  and  international  responsibility 
of  the  highest  priority.  This  program  stressed,  as  the  first  order  of  business,  the 
urgent  nacd  for  enactment  of  a  tax  surcharge  which,  coupled  with  expenditure 
controls,  would  help  to  stem  the  inflationaiy  pressures  threatening  both  our 
economic  pro-sperity  and  our  trade  surplus.  This  fiscal  package,  now  happily 
becoming  law  this  week,  is  the  keystone  of  our  program  to  correct  the  balance 
of  payments  problem. 

In  any  discussions  of  the  balance  of  payments  problem,  we  cannot  overlook 
the  other  features  of  the  President's  "first  line  of  defense  of  the  dollar."  It  is 
of  unquestioned  importance  that  business  and  labor  work  together  to  make 
effective  the  voluntary  program  of  wage-price  restraint  and  to  prevent  work 
stoppages  that  will  adversely  affect  our  foreign  trade. 

In  addition,  the  President's  program  called  for  a  number  of  both  temporary 
and  long-range  measures  directed  at  the  improvement  of  specific  sectors  of  our 
international  payments  accounts. 

These  specific  measures  included  a  five-part  program  designed  to  achieve  near 
equilibrium  in  our  balance  of  payments  deficit  this  year  by  calling  uix)n  each 
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major  segment  of  our  economy  importantly  involved  in  the  balance  of  payments 
to  make  a  contribution  to  this  savings  target.  This  program  asked : 

— American  business  to  reduce  its  outlays  for  direct  investment  abroad  by 
$1  billion,  under  a  new  mandatory  program  to  be  administered  by  the  Commerce 
Department ; 

— Banks  and  other  financial  institutions  to  reduce  foreign  lending  by  $500 
million,  through  a  tightening  of  the  voluntary  restraint  program  administered 
by  the  Federal  Reserve  Board ; 

— The  American  people  to  reduce  their  overseas  travel  expenditures  by  $500 
million,  on  the  basis  of  the  President's  request  for  voluntary  deferral  of  non- 
essential travel  plus  legislation  to  help  achieve  a  reduction  in  travel  expenditures 
by  those  who  do  travel ; 

— Government  to  reduce  or  offset  its  expenditures  overseas  by  $500  million, 
through  specific  action  programs  assigned  to  the  Secretaries  of  State,  Treasury, 
and  Defense  and  the  Director  of  the  Budget ;  and 

— For  prompt  cooperative  action  through  consultations  with  our  trading  part- 
ners to  minimize  disadvantages  to  our  trade,  or  appropriate  legislative  measures, 
to  realize  a  $500  million  improvement  in  our  trade  surplus. 

It  is  the  travel  portion  of  this  immediate  direct  action  progi'am  which  at  this 
time  requires  legislation.  In  the  other  sectors,  the  measures  called  for  have  been 
instituted  and  are  underway. 

Thus,  for  business,  the  mandatory  restraints  on  direct  investment  have  been  in 
operation  under  Commei'ce  Department  regulations  since  January  1  and  have, 
during  the  first  quarter  of  1968,  already  had  a  sizeable  favorable  impact  on 
our  balance  of  payments. 

For  banking,  the  Federal  Reserve  Board  restraints  on  foreign  lending  were, 
similarly,  issued  and  effective  on  January  1.  Major  progress  has  already  been 
made  toward  achievement  of  the  goal  under  this  program,  with  a  decline  of  about 
$350  million  (seasonally  adjusted)  during  the  first  quarter  of  this  year  in  com- 
mercial bank  claims  on  foreigners. 

The  Government  has  taken  action  on  each  of  the  three  specific  steps  to  reduce 
exi)enditures  abroad  listed  by  the  President  in  his  January  1  message : 

— Discussions  with  a  number  of  countries  in  both  Europe  and  Asia  to  find  vari- 
ous ways  to  reduce  the  foreign  exchange  costs  of  maintaining  our  troops  abroa,d 
are  already  well  underway. 

— An  initial  program  for  a  12-percent  reduction  of  overseas  staffs  by  the  end 
of  1969,  together  with  a  further  tightening  of  Government  travel  abroad,  was 
put  into  effect  on  March  30;  and  a  second-stage  effort  to  achieve  even  further 
reductions,  primarily  in  the  larger  overseas  missions,  is  underway. 

— The  Department  of  Defense  is  examining  a  series  of  possible  specific  meas- 
ures to  reduce  further  the  foreign  exchange  impact  of  personal  spending  by  U.S. 
military  personnel  and  their  dependents  in  Europe,  which  are  importantly  related 
to  civilian  tourist  travel. 

In  addition,  the  President,  on  January  11,  directed  AID  to  reduce  overseas  ex- 
penditures in  1968  by  a  minimum  of  $100  million  below  the  1967  level. 

For  trade,  the  President's  Special  Trade  Representative,  Ambassador  Roth, 
has  headed  an  effort  by  many  of  our  overseas  missions  to  explore  actively  with 
our  major  trading  partners  possible  immediate  as  well  as  longer-term  coopera- 
tive actions  to  contribute  toward  improvement  in  our  trade  sui-plus.  Ambassador 
Roth  has  reported  on  these  discussions  in  the  current  hearings  before  the  House 
Ways  and  Means  Committee. 

A  Working  Party  in  the  GATT  has  been  instituted  at  U.S.  initiative  and  is  now 
engaged  in  an  examination  of  existing  provisions  dealing  Math  border-tax  adjust- 
ments and  their  effects  on  trade,  looking  to  the  development  of  a  program 
designed  to  remove  or  minimize  any  significant  disadvantage  to  U.S.  trade  that 
results  from  the  existing  GATT  provisions  and  the  tax  systems  of  our  principal 
trading  partners. 

In  other  words,  action  on  each  of  these  parts  of  the  President's  balance  of 
payments  program  is  well  underway.  The  one  remaining  aspect  of  the  pro- 
gram is  the  travel  area  where  the  goal  is  to  reduce  the  balance  of  payments  deficit 
by  $500  million.  H.R.  16241  represents  a  beginning — modest  as  it  may  be — of  the 
action  required  to  effect  an  immediate  reduction  in  the  outflow  of  dollars.  A  long- 
range  program  of  a  different  direction,  to  increase  foreign  travel  to  the  United 
States,  is  already  well  underway,  having  as  its  cornerstone  the  recommendations 
of  a  Task  Force  headed  by  Ambassador  McKinney.  I  should  like  to  file  a  copy 
of  the  Report  of  that  Task  Force  which  undertook  this  work  eaiiy  this  year  and 
submitted  its  report  to  the  President  on  February  15, 1968. 
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IL  The  continuing  need  for  a  full  implementation  of  the  January  1  program 

Events  since  the  beginning  of  the  year  have  confirmed  that  the  President's  full 
Action  Program  is  needed  to  help  bring  our  balance  of  payments  to  equilibrium, 
to  maintain  confidence  in  the  dollar,  and  to  stabilize  the  international  monetary 
system. 

Our  balance  of  payments  deficit,  sorely  affct»ted  by  the  fall-off  in  our  trade 
surplus  ran  at  too  high  a  rate  in  the  first  quarter.  The  first-quarter  results 
released  on  May  14  show  a  liquidity  deficit  of  $600  million,  seasonally  adjusted, 
equivalent  to  an  annual  rate  of  $2.4  billiou. 

This  does  show,  I  am  happy  to  say,  a  quick  and  quite  substantial  recovery  from 
the  extremely  high  and  totally  unsustainable  rate  of  deficit  which  we  suffered  in 
the  last  three  months  of  last  year. 

However,  continued  effort  is  necessarj'^  to  advance  us  further  toward  our  vital 
goal  of  sustainable  equilibrium.  Although  we  made  notable  gains  in  the  first  quar- 
ter, these  were  mainly  due  to  a  number  of  factors  in  our  capital  accounts.  Tliese 
included: 

(1)  A  sharp  reduction  in  bank  lending  and  large  sales  of  special  corporate 
bonds  to  foreigners,  in  connection  with  the  Federal  Reserve  and  Commerce 
programs ; 

(2)  Foreign  net  purchases  of  U.S.  corporate  stocks  which  amounted  to  about 
$275  million,  approximately  maintaining  the  same  post-war  record  rate  averaged 
during  the  last  half  of  1967 ;  and 

(3)  One  large  known  transaction,  classified  as  foreign  direct  investment  in 
the  United  States,  involving  an  inflow  of  slightly  over  $200  million. 

"We  certainly  cannot  rely  only  on  improvements  in  the  capital  accounts  to  restore 
equilibrium  in  our  balance  of  payments — we  must  look  to  the  achievement  and 
maintenance  of  a  substantial  merchandise  trade  surplus  as  an  essential  corner- 
stone of  our  balance  of  payments.  However,  during  March,  in  particular,  and  for 
the  first  quarter  of  this  year,  as  a  whole,  our  performance  on  trade  account  has 
been  very  poor^ — reflecting  the  crucial  importance  of  the  tax  increase-expenditure 
reduction  measure  to  curb  domestic  inflationary  pressures  and  the  excessive 
increase  in  imports  that  characteristically  accompanies  am  excessive  rate  of 
growth  in  our  economy.  Our  trade  surplus  for  the  first  quarter  fell  to  an  annual 
rate,  after  seasonal  adjustment,  of  only  slightly  over  $400  million — compared  with 
a  $1.3  billion  annual  rate  based  on  the  final  quarter  of  1967,  and  a  $4.2  billion  an- 
nual rate  based  on  the  three  preceding  quarters  of  last  year. 

On  other  fronts  also,  events  during  the  interim  since  January  1,  have  further 
underlined  the  reality  of  the  threat  to  our  dollar  which  was  feared  at  the  begin- 
ning of  the  year.  From  February  7  to  March  20,  1968,  we  experienced  a  period 
of  intense  speculation  in  the  foreign  exchange  and  gold  market.s  of  the  world. 
During  this  period,  the  Treasury  Department  transferred  a  total  of  $1^4  billion  in 
gold  to  the  Exchange  Stabilization  Fund  in  order  to  replenish  its  working  bal- 
ances and  complete  the  settlement  of  the  U.S.  share  of  the  losses  experienced 
by  the  gold  pool. 

The.se  gold  losses  clearly  indicated  the  concern  held  by  foreigners  as  to 
this  country's  persistent  balance  of  payments  deficit.  The  situation  threatened 
to  bring  about  serious  difficulties  for  the  world's  entire  financial  structure,  with 
accelerating  interest  rates  and  the  choking  off  of  credit  availabilities  beginning 
to  spread  from  the  international  money  markets  into   domestic  markets. 

The  impact  of  this  monetary  crises  was  felt  not  only  by  bankers  and  finance 
ministries  of  the  world.  The  American  traveler  also  was  directly  affected.  For  ex- 
ample, over  the  period  of  March  14  through  March  18,  many  American  travelers 
experienced  considerable  diflSculty  spending  or  converting  their  dollars  at  the 
hotels,  restaurants,  and  banks  of  Europe.  When  they  were  permitted  to  convert, 
it  was  frequently  at  a  large  discount.  Thus,  some  American  travelers  were 
getting  only — 

— 94  cents  for  a  dollar  in  Paris 

— 96  cents  for  a  dollar  in  Italy 

— 80  cents  for  a  dollar  in  Germany 
I  would  venture  to  say  that  these  Americans  who  experienced  the  direct  effect 
of  a  lack  of  confidence  in  the  dollar  would  welcome,  if  not  insist  upon,  immediate 
measures  to  insure  that  their  dollars  are  not  so  threatened  again. 

Fortunately,  as  a  result  of  the  meeting,  on  March  16-17,  of  the  gold  pool 
central  bank  governors  in  Washington,  decisions  were  made  and  action  was 
taken  to  restore  order  to  the  financial  markets.  However,  the  cost  of  those  6 
weeks  of  speculative  activity  in  terms  of  our  loss  of  gold  and  in  terms  of  the 
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strain  on  the  international  monetary  system  was  severe.  The  steps  that  have 
been  taken — while  representing  an  effective  solution  for  the  immediate  problem — 
will  not  guarantee  against  a  repeat  performance  in  the  future.  We  can  only 
protect  against  further  attacks  on  the  dollar — and,  through  it,  the  world 
monetary  system — by  striking  at  the  root  of  the  problem — the  persistent  im- 
balance in  world  payments,  with  a  deficit  in  the  United  States  and  a  surplus 
in  Europe. 

III.  Foreign  travel  and  the  U.S.  balance  of  payments 

Foreign  travel  expenditures  are  a  major  contributor  to  the  balance  of 
payments  deficit  and  a  comprehensive  program  to  close  the  deficit  would  be 
incomplete  and  out  of  balance  were  travel  omitted.  In  1967  alone,  a  record 
number  of  Americans  traveling  outside  the  United  States  spent  $4%  billion,  an 
increase  of  17  percent  over  the  previous  year.  These  expenditures  involved  a 
foreign  exchange  cost  of  $4  billion.  Receipts  from  foreign  visitors  to  the  United 
States  came  to  only  $1.9  billion  leaving  a  deficit  of  about  $2.1  billion. 

In  fact,  for  the  period  1961  through  1967,  the  total  foreign  payments  for 
international  travel  (about  $21  billion)  were  nearly  as  great  as  the  total  foreign 
exchange  costs  ($22.9  billion)  of  our  military  expenditures  abroad,  including 
the  foreign  exchange  costs  of  the  war  in  Southeast  Asia.  In  other  words,  the 
balance  of  payments  costs  of  our  foreign  travel  have  been  equivalent  to  the 
balance  of  payments  costs  of  our  national  security  to  the  extent  it  depends 
upon  the  operations  or  presence  of  our  military  forces  outside  the  United  States. 

We  hear  a  great  deal  in  some  quarters  about  ending  the  war  in  Southeast 
Asia  or  bringing  U.S.  military  forces  home  as  a  means  of  reducing  our  balance 
of  payments  deficit.  We  also  hear  a  great  deal  about  reducing  our  forces  in 
Western  Europe  because  of  their  foreign  exchange  costs.  I  am  not  here  today  to 
debate  these  issues.  I  am  here  to  say  that  the  Government  which  adopts  a  pro- 
gram of  doing  what  ever  it  can,  consistent  with  national  security,  to  reduce  or 
neutralize  the  foreign  exchange  costs  of  our  military  operations  overseas,  must 
similarly  tackle  the  problem  of  travel  expenditures  wheu  our  balance  of  pay- 
ments is  still  in  a  serious  state  of  chronic  deficit. 

The  net  foreign  exchange  impact  of  this  level  of  foreign  travel  spending  can 
be  measured  by  offsetting  against  it  the  spending  in  the  United  States  by  foreign 
travelers.  For  the  same  1961  through  1967  period,  the  net  deficit  in  foreign 
exchange  payments  arising  from  tourism  amounted  to  a  little  over  $11  billion, 
as  compared  to  about  $17.4  billion  net  foreign  exchange  deficit  for  military  ex- 
penditures abroad  after  offsetting  the  foreign  purchases  of  military  e^iuipment  in 
the  United  States.  Moreover,  unless  effective  measures  are  undertaken,  the 
situation  with  regard  to  travel  can  only  get  worse  in  the  future. 

In  this  regard,  the  Chase  Manhattan  Bank  recently  published  in  its  June  1968, 
"Business  in  Brief"  a  summary  review  of  how  travel  figures  in  the  U.S.  balance 
of  payments.  This  summary  states,  "Travel  is  a  fast  growing  element  in  U.S.  inter- 
national financial  accounts.  Outlays  far  exceed  receipts,  helping  to  create  pay- 
ments deficits."  The  bank  points  out  that  foreign  travel  is  among  the  major  causes 
of  dollar  outflows ;  the  $4  billion  of  foreign  travel  payments  in  1967  being  almost 
as  large  as  military  spending  of  $4.3  billion. 

The  bank  presentation  also  calls  attention  to  the  fact  that  expenditures  abroad 
by  Americans  and  expenditures  in  the  United  States  by  foreigners  have  both  been 
increasing,  and  indeed  the  latter  rate  of  increase  on  a  much  smaller  base  has  been 
somewhat  greater.  The  important  point  clearly  indicated  by  these  figures  however 
is  that  "if  recent  rates  of  growth  in  travel  persist,  the  dollar  gap  between  outlays 
and  receipts  will  continue  to  widen."  Thus  the  bank  summary  shows  that  under  a 
continuation  of  growth  patterns  that  have  been  exhibited  in  the  past  few  years, 
the  $2  billion  of  deficit  in  1967  will  widen  to  $3  billion  by  1975.  Other  estimates, 
taking  into  account  the  greatly  increased  travel  which  will  flow  from  the  new  huge 
passenger  "air-buses,"  place  the  travel  deficit  in  1975  at  much  higher  figures. 

All  of  the  economic  and  social  forces  at  play  within  our  economy  will  inevitably 
lead  to  more  Americans  traveling  abroad  in  the  future  and  spending  more.  First, 
it  is  anticipated  that  disposable  income  will  increase  year  by  year.  Thus,  even  if 
the  percentage  of  disposable  income  which  is  spent  on  foreign  travel  remains  con- 
stant, the  year-by-year  increase  in  disposable  income  will  automatically  lead  to  a 
year-by-year  increase  in  amounts  spent  on  foreign  travel. 

In  fact,  however,  it  is  reasonable  to  expect  that  the  percentage  of  disposable 
income  spent  on  foreign  travel  will  also  increase,  thereby  further  increasing  the 
foreign  travel  payments.  One  factor  which  leads  to  this  conclusion  is  the  rising 
level  of  education  in  this  country  which  should  lead  to  more  and  more  people 
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wanting  to  travel  to  foreign  countries  for  its  educational  value.  Second,  as  jxr 
capita  income  rises,  a  larger  percentage  is  available  for  less-essential  sjionding 
whicli  would  undoubtedly  include  travel.  Furthermore,  the  anticipated  introduc- 
tion of  airplanes  with  much  larger  capacities  brings  the  prosi>ect  of  lower  air 
fares  which  should  encourage  more  i>eople  to  travel  abroad. 

In  other  words,  the  economic  and  social  trends  in  this  country  can  lead  to  no 
other  conclusion  than  that  our  foreign  travel  payment.>5  will  increase  year  by 
year.  This  situation,  present  and  future,  presents  a  problem  that  cannot  be  dis- 
missed or  laughed  off  or  put  under  the  rug. 

The  long-term  solution  to  moderating  our  travel  deficit  lies  in  a  strong  program 
to  encourage  travel  by  foreigners  to  the  United  States.  A  Task  Force  under  Am- 
bassador McKinney  has  examined  ways  to  achieve  this  goal  and  has  made  a 
series  of  recommendations,  some  of  which  are  already  in  effect.  This  represents  a 
significant  step  towards  a  long-term  solution. 

It  cannot  be  expected,  however,  that  travel  by  foreigners  to  the  United  States 
will  serve  to  moderate  sufficiently  the  projected  U.S.  foreign  payments  abroad,  at 
least  over  the  near  future  while  the  recommendations  of  the  Travel  Task  Force 
ai-e  being  put  into  effect  and  their  results  as.sessed.  The  major  problem  is  that  the 
pre.sent  disposable  income  base  from  which  travel  by  foreigners  can  be  financed 
is  much  smaller  than  the  U.S.  disposable  income  base  from  which  our  foreign 
travel  is  financed.  Moreover,  there  are  fewer  Europeans  than  Americans  with 
.sufficient  income  to  finance  travel  over.seas. 

If  one  looks  at  the  principal  travel  expenditure  potential  as  located  in  people 
with  incomes  over  $10,000,  there  are  about  five  times  as  many  of  these  travel 
spenders  in  the  United  States  as  there  are  in  the  principal  countries  of  Western 
Europe. 

Moreover,  for  1965,  U.S.  disposable  income  was  about  $470  billion  while  the 
disposable  income  of  the  major  Western  European  countries  was  around  $27n 
billion.  Thus,  even  though  some  Europeans  may  put  a  heavier  emphasis  on  travel 
in  their  budget  priorities  than  do  Americans,  and  even  if  there  were  an  immedi- 
ate significant  increase  in  the  percentage  of  disposable  income  spent  by  Euro- 
peans in  travel  to  the  United  States,  the  absolute  dollar  gap  between  their  spend- 
ing in  the  United  States  and  our  spending  abroad  could  still  grow  over  the  shore 
run.  Therefore,  remedial  measures  of  a  less  pleasant  and  a  more  restraining  nature 
are  necessary. 

The  travel  program  which  we  proposed  to  the  House  W^ays  and  Means  Com 
mittee  contained  three  elements : 

1.  FeiTQanent  elimination  of  the  exemption  of  international  flights  from  the 
5  percent  tax  on  airline  tickets. 

2.  Permanent  reductions  in  the  duty-free  allowance  for  articles  brought  into 
the  United  States  by  returning  travelers  and  for  gifts  sent  by  mail. 

3.  A  temporary  tax  based  on  expenditures  made  by  travelers  abroad. 

The  bill  before  you,  H.R.  16241,  essentially  carries  out  the  first  two  of  these 
reoommendations  but  contains  no  provisions  regarding  the  third. 

Our  total  travel  program  was  estimated  to  yield  an  improvement  in  our  travel 
deficit  of  $500  million.  The  legislation  before  you,  it  is  estimated,  will  improve 
our  balance  of  payments  position  by  $140  million,  less  than  a  third  of  the  needed 
$500  million.  As  I  have  already  indicated,  there  has  been  no  lessening  in  the 
need  for  a  savings  nearer  the  proposed  $500  million  level.  Therefore,  I  urge 
your  committee  to  add  to  H.R.  16241  a  tax,  along  the  general  lines  we  have 
proposed,  to  restrain  spending  in  connection  with  foreign  travel. 

More  specifically,  we  propose  that  a  progressive  tax  be  imposed  on  foreign 
travel  expenditures.  Under  the  rate  schedule,  the  first  $15.00  per-day  of  expendi- 
tures (computed  on  an  average  basis  over  the  entire  trip)  would  be  exempt  from 
tax ;  the  total  of  expenditures  in  excess  of  that  basic  exemption  would  be  taxed 
at  a  30-percent  i-ate.  The  tax  is  structured  in  this  manner  in  order  to  achieve 
the  necessary  balance  of  payments  effect  by  encouraging  travelers  to  keep 
their  spending  to  a  modest  level  rather  than  to  cancel  their  trips.  In  this 
way  it  offers  the  greatest  opportunity  for  foreign  exchange  savings  with  the 
minimum  interference  with  travel. 

This  proposal  differs  in  only  one  major  respect  from  that  which  we  presented 
to  the  Ways  and  Means  Committee.  Under  our  original  proposal,  only  the  first 
$7.00  of  average  daily  expenditures  would  have  been  completely  exempt  from 
tax ;  the  next  $8.00  would  have  been  taxed  at  a  15-percent  rate  and  the  excess 
at  the  30-percent  rate.  Thus,  while  practically  all  travelers  would  have  been 
subject  to  at  least  some  tax,  it  would  have  been  very  modest  for  those  who 
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traveled  modestly  and  generally  would  not  have  required  people  to  cancel 
their  trips. 

Nevertheless,  some  of  those  who  commented  on  our  original  proposal  indicated 
that  even  a  modest  tax  would  force  cancellation  of  some  desirable  trips,  especially 
those  made  by  students  and  others  on  very  strict  budgets.  As  revised,  our  pro- 
posal would  avoid  this  possibility  in  that  a  student  or  other  traveler  could 
completely  avoid  the  expenditure  tax  by  keeping  his  average  daily  expenditures 
below  $15.00.  This  level  of  daily  expenditures  would  seem  completely  realistic, 
especially  for  the  type  of  trips  taken  by  students  and  others  traveling  on  modest 
budgets.  Moreover,  the  elimination  of  one  of  the  tax  brackets  will  simplify  the 
tax  computation. 

It  has  been  suggested  that  the  per  diem  exemption  be  replaced  by  a  flat  per-trip 
or  per-year  exemption.  This  alternative  presents  certain  problems.  First,  it 
would  graduate  the  degree  of  spending  restraint  by  the  length  of  the  trip,  and, 
by  so  doing,  would  favor  shorter  trips  over  longer  trips.  The  available  statistics 
show  that  in  income  groups  below  .$20,000  the  total  expenditures  per  trip  are 
relatively  the  same,  but  the  less  affluent  spend  less  per  day  and  stay  longer.  This 
latter  group  is  heavily  weighted  with  students,  teachers,  and  individuals  visiting 
foreign  relatives,  all  of  whom  are  likely  to  need  extended  trips  in  order  to  meet 
their  objectives.  A  per  diem  exclusion  recognizes  this  trend  by  allowing  a  basic 
exemption  based  on  the  number  of  days  of  travel.  Thus,  even  those  whose  travel 
objectives  require  a  trip  of  above  average  length  will  be  able  to  take  the  trip 
at  a  modest  spending  level  without  undue  concern  for  the  tax.  A  flat  exemption 
per  trip  would,  on  the  other  hand,  favor  those  who  take  shorter  trips  by  allowing 
them  a  higher  average  per-day  rate  of  expenditures  subject  to  the  exemption. 
This  group  consists  generally  of  the  more  affluent,  where  the  so-called  big  spending 
is  more  likely. 

Furthermore,  if  the  exemption  were  on  a  per-trip  basis,  it  would  unfairly 
favor  frequent  short  trips  over  a  single  trip  of  the  same  total  duration.  For 
example,  a  person  who  took  four  20-day  trips  would  be  entitled  to  four  times 
the  amount  of  exemption  as  a  person  who  took  one  80-day  trip.  Again,  in  this 
respect,  a  per-trip  exemption  would  favor  the  wealthy  who  are  more  able  to 
take  many  trips  abroad. 

If  some  provision  were  added  to  limit  the  multiple  trip  problem,  such  as  no 
more  than  one  exemption  per  year,  an  undesirable  degree  of  rigidity  would  be 
interjected  into  the  tax  structure.  For  example,  a  businessman  may  honestly 
believe  that  he  is  going  to  take  only  one  trip  during  a  year  and,  accordingly,  use 
up  his  whole  exemption  on  that  trip.  If  a  business  emergency  were  to  require 
a  second  trip,  each  dollar  would  be  subject  to  the  full  30  percent  tax  no  matter 
bow  modest  the  spending  by  the  individual.  This  could  result  in  an  unreasonable 
burden.  Thus,  we  recommend  retaining  the  per-diem  approach. 

By  structuring  the  tax  in  the  manner  we  have,  there  is  no  necessity  for  pro- 
viding a  list  of  exemptions  for  specific  types  of  travel  which  might  be  considered 
especially  important,  either  from  a  business  or  a  cultural  standpoint.  Instead,  the 
traveler  can  avoid  or  minimize  the  impact  of  the  tax  by  keeping  his  spending  to 
a  modest  level.  It  would  seem  clear  that  specific  exemptions  are  undesirable  as 
they  require  arbitrary  distinctions  and  administrative  complexities. 

On  the  other  hand,  our  proposal  does  draw  a  distinction  between  individuals 
who  are  traveling  and  those  who  have  essentially  shifted  their  residence  abroad. 
The  tax  would  not  apply  to  this  latter  category,  which  includes  businessmen  trans- 
ferred abroad  for  a  substantial  period  and  students  and  teachers  who  are  either 
studying  or  teaching  abroad.  In  these  situations,  the  individual  is  likely  to  have 
substantial  expenses  in  setting  up  his  household  with  the  result  that  the  im]X)si- 
tion  of  a  tax  might  cause  considerable  hardship.  These  exemptions,  as  well  as 
the  other  details  of  our  proposal,  are  explained  in  the  attached  technical 
explanation. 

We  estimate  that  the  balance  of  payments  savings  from  this  expenditure  tax 
would  be  about  $115  million  to  $140  million  per  year. 

This  travel  tax  has  been  criticized  on  several  different  levels  and,  at  the  risk 
of  appearing  defensive,  I  v/ould  like  to  catalog  these  criticisms  and  give  you 
the  other  side.  This  seems  particularly  required  in  view  of  the  general  lack  of 
balance  in  the  testimony  which  has  been  presented  to  date. 

There  are  those  who  argue  that  there  is  no  balance  of  payments  problem. 
I  have  already  discussed  this  in  some  detail  and  am  sure  you  are  as  well  aware 
as  I  am  that  this  is  just  not  the  fact. 

In  this  regard,  it  has  been  contended  that  we  have  overstated  the  travel 
deficit  by  not  including  the  purchase  of  airplanes  by  foreign  airlines  as  an 


300     1968  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

offsetting  exi)enditure  in  the  United  States.  First,  certainly  not  all  foreign  air- 
planes are  used  solely  to  transport  travelers  to  and  from  the  United  States. 
Second,  moving  airplane  sales  from  the  trade  account  to  the  travel  account  will 
not  alter  the  overall  balance  of  payments  deficit  or  the  fact  that  Americans 
spend  about  $4  billion  each  year  in  connection  with  foreign  travel — which  is 
almo.st  10  percent  of  this  country's  total  foreign  payments.  Thus,  a  mere  book- 
keeping change  will  not  eliminate  the  immediate  need  for  reducing  our  foreign 
travel  payments. 

It  has  frequently  been  stated  that  the  travel  tax  would  interfere  with  the 
inalienable  right  to  travel.  While  the  value  of  travel  is  unquestionable,  the  fact 
nevertheless  remains  that  a  family  must  budget  for  its  travel  outlays  and  so 
must  the  nation  budget  its  international  expenditures  to  the  foreign  exchange 
available.  As  I  have  already  indicated,  we  have  structured  the  travel  tax  to 
accomplish  this  national  budgeting  with  as  little  interference  with  travel  plans 
as  pos.sible.  The  bulk  of  the  foreign  exchange  savings  will  come  from  reduced 
spending  while  on  a  trip,  and  not  through  cancellation  of  the  trip. 

Other  critics  claim  that  an  affirmative  program  restraining  our  travel  expendi- 
tures abroad  will  be  ineffective  because  of  the  i-ebxliation  it  will  evoke.  An  area 
of  retaliation  frequently  pointed  to  by  these  critics  is  a  reduction  In  foreign  orders 
for  U.S.  aircraft.  Close  examination  does  not  lend  credence  to  this  fear.  The 
travel  program  is  specifically  designed  to  have  the  least  impact  on  the  number  of 
people  traveling  abroad.  This  effect  should  be  even  more  pronounced  with  our 
proposed  modification  in  that  there  would  be  no  expenditure  tax  imposed — and 
therefore,  no  motive  to  cancel  the  trii) — where  spending  is  below  $15  per  day. 
The  tax  should  thus  have  the  least  effect  on  the  airline  business,  and  therefore 
on  aircraft  orders,  of  any  form  of  restraint  on  travel  expenditures. 

The  next  group  of  critics  focuses  directly  on  the  structure  of  the  travel  tax 
and  takes  the  position  that  it  is  unworkable,  unenforceable,  unfair,  and  ill- 
conceived — to  say  the  least.  They  say  that  the  tax  will  fall  heavily  on  teachers, 
students,  and  other  low  income  people;  that  it  will  have  little  effect  on  "jet- 
setters;"  that  it  will  involve  mountains  of  red  tape;  and  that  it  will  encourage 
prohibition-tyi)e  evasion. 

The  proposed  tax  clearly  cannot  be  faulted  on  equity  grounds.  The  tax  is 
progressive  according  to  expenditures,  which,  after  all,  is  the  factor  contribut- 
ing to  the  balance  of  payments  problem. 

It  is  designed  so  that  one  traveling  modestly  will  incur  little  or  no  tax. 
On  the  other  hand,  the  30-percent  rate  on  expenditures  over  $15  per  day  is  a 
significant  continuing  deterrent  to  marginal  expenditures  even  by  the  most  afilu- 
ent  traveler. 

A  substantial  tax  on  tickets,  such  as  30  percent,  or  a  tax  on  each  traveler  in 
a  fixed  amount,  or  a  tax  graduated  by  the  number  of  days  of  travel  would  fall 
equally  on  the  modest  traveler  and  on  the  lavish  traveler.  Such  taxes  would 
therefore  represent  a  far  greater  proportion  of  the  expenditures  of  the  less 
affluent  and  would  be  no  continuing  deterrent  to  the  more  affluent.  In  other  words, 
they  would  be  grossly  inequitable. 

As  to  enforcement,  just  as  one  can  argue  that  there  are  ways  to  evade  the 
travel  tax,  one  can  argue  that  there  are  ways  to  evade  the  income  tax — ^and 
some  people  try  it.  Out  of  100  million  returns  filed  in  the  United  States,  however, 
and  out  of  3  million  returns  examined,  there  were  about  1,000  fraud  indict- 
ments last  year.  This  clearly  demonstrates  that  the  great  mass  of  American 
taxpayers  accept  their  responsibility  to  pay  taxes— if  not  happily,  at  least 
honestly.  There  is  no  reason  to  believe  the  travel  tax  would  not  be  accepted  in  the 
same  way. 

Much  of  the  criticism  based  on  complexity  and  evasion  involves  a  misconcep- 
tion of  the  tax.  The  tax  does  not  involve  the  itemization  of  any  expenditures. 
Therefore  the  picture  presented  by  some  critics  of  European  hotel  clerks  busily 
grinding  out  $3  receipts  for  $25  suites  would  not  materialize.  The  tax  is  based 
on  the  difference  between  the  amount  of  money  and  traveler's  checks  a  traveler 
leaves  the  United  States  with  and  the  amount  left  when  he  returns.  This  will  be 
the  extent  of  the  computation  for  most  travelers.  For  those  who  use  credit  cards 
and  personal  checks,  these  amounts  would  be  added.  But  no  one  need  carry 
pencils  and  pads^ — or  take  his  accountant — with  him  on  his  trip  to  Europe. 

The  final  level  of  criticism  is  that,  even  accepting  the  need  for  a  travel  tax 
and  the  structure  of  this  proposal,  it  cannot  do  the  job  of  effecting  the  antici- 
pated balance  of  payments  savings.  These  critics  point  to  the  fact  that  the  tax 
is  applicable  only  to  travelers  outside  the  Western  Hemisphere  and,  moreover, 
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that  large  groups  of  such  travelers,  such  as  businessmen,  persons  visiting  rela- 
tives in  Europe,  teachers  and  students,  will  travel  to  Europe  despite  tlie  tax. 
They  claim  that  it  will  have  no  effect  on  the  wealthy.  They  therefore  contend 
that  the  base  on  which  the  tax  can  operate  is  only  vacation  travel  outside  the 
Western  Hemisphere  by  middle  income  people  and  that  a  base  so  limited  is 
insufficient  to  yield  the  balance  of  payments  savings  we  are  seeking. 

This  criticism  ignores  the  structure  of  the  tax.  The  tax  indeed  assumes  that 
most  travelers  to  Europe  will  not  cancel  their  trips.  On  the  other  hand,  it  is  fair 
to  assume  that  all  types  of  travelers  will  respond  in  some  degree  to  the  tax, 
either  by  keeping  their  spending  below  the  exemption  level,  by  shortening  their 
stay  by  a  few  days,  or  by  eliminating  some  marginal  expenses.  Indeed,  a  traveler 
contemplating  spending  $25  a  day  could  absorb  the  entire  tax,  including  the 
ticket  tax,  by  cutting  only  4  days  from  a  30-day  trip.  If  the  $25  a  day  traveler 
wanted  to  spend  his  full  30  days  in  Europe,  he  could  offset  the  tax  by  reducing 
his  expenditures  to  about  $22  a  day.  It  is  therefore  reasonable  to  believe  that 
travelers  of  all  types  will  examine  their  spending  plans  with  the  tax  in  mind. 
On  this  basis,  a  $115  million  to  $140  million  balance  of  payments  savings  out  of 
the  almost  $1.5  billion  in  contemplated  travel  expenditures  for  travel  outside 
the  Western  Hemisphere  seems  clearly  attainable. 

It  is  also  reasonable  to  expect  that  this  would  be  a  real  savings  and  not  pro- 
duce just  a  transfer  of  the  travel  to  countries  in  the  Western  Hemisphere.  There 
may,  of  course,  be  a  certain  number  of  travelers  who  will  revise  their  plans. 
But  it  is  clear  that  the  existing  tourist  facilities  in  the  Western  Hemisphere  out- 
side of  the  United  States  will  not  accommodate  a  large  amount  of  additional 
tourism. 

In  other  words,  the  tax  is  designed  to  meet  equitably  the  need  for  temporary 
restraint  on  foreign  travel  spending,  with  due  regard  to  the  varying  types  of 
travelers.  Its  mechanics  for  the  vast  majority  of  travelers  are  uncomplicated 
and  can  be  readily  understood  and  satisfied.  The  tax,  thus,  offers  an  essential 
and  feasible  bridge  to  the  time  when  our  longer-range  programs  to  increase 
tourism  to  the  United  States  take  hold. 

If  no  measure  is  enacted  to  deal  directly  with  expenditures  by  U.S.  travelers, 
the  overall  improvement  required  in  our  balance  of  payments  position  can  be 
achieved  only  if  other  sectors  of  the  economy  contribute  more  than  their  fair 
share.  Thus,  I  consider  the  foreign  travel  tax  today,  as  I  did  on  February  5,  an 
essential  part  of  our  balance  of  payments  program.  The  confidence  of  the  rest 
of  the  world  in  our  dollar  depends,  in  part,  upon  the  resolve  we  demonstrate  to 
put  our  financial  house  in  order.  The  bill  before  you  today  is  a  step  in  the  right 
direction  as  well  as  a  solid  structural  revision  in  our  tax  and  Customs  laws. 
But  the  dramatic  demonstration  of  our  resolve  and  a  sizable  reduction  in  our 
travel  deficit  rests  upon  the  absent  portion  of  the  Administration's  program — 
the  foreign  travel  tax. 

*  :ic  «  *  «  4t  * 

IV.  Conclusion 

In  conclusion,  I  urge  that  this  Committee  take  immediate  and  affirmative 
action  to  narrow  the  balance  of  payments  deficit  in  our  foreign  travel  account. 
The  first  step  is  to  approve,  subject  to  the  revisions  we  have  recommended,  the 
extension  of  the  air  ticket  tax  and  the  customs  measures  included  in  H.R.  16241. 
The  second  is  to  add  to  this  bill  the  tax  we  have  proposed  to  encourage  restraint 
in  foreign  travel  spending.  In  this  form,  H.R.  16241  would  represent  a  balanced 
and  effective  program  for  dealing  with  the  important  balance  of  payments 
problem  in  the  travel  area.  Solution  of  this  problem,  in  turn,  is  critical  if  we 
are  to  improve  our  overall  balance  of  payments  deficit — an  improvement  that  is 
so  necessary  to  maintain  strength  and  confidence  in  the  dollar. 


Exhibit  26. — Statement  by  Under  Secretary  Barr,  September  14,  1967,  before  the 
Senate  Finance  Committee,  on  S.  2100,  which  provides  certain  encouragements 
to  the  construction  or  rehabilitation  of  low-income  housing 

I  am  pleased  to  have  this  opportunity  to  testify  on  the  bill  S.  2100,  which  pro- 
vides certain  encouragements  to  the  construction  or  rehabilitation  of  low-income 
housing. 

We  recognize  that  this  hearing  will  serve  to  call  attention  to  various  approaches 
to  the  goal  of  increasing  the  supply  of  adequate  housing  in  poverty  areas.  Both 
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the  Koal  aiul  the  desire  to  explore  all  approaches  are  most  laudable.  As  is  always 
the  case  with  Covermnent  policies,  we  must  he  ready  to  evaluate  iilteniative 
means  of  achieviuj?  our  objective  and  consider  that  objective  in  the  lisht  of  other 
calls  iipon  our  i-esources.  The  bill  introduces  new  ideas  in  the  approach  to  the 
problem  of  low-income  housing,  such  as  the  increased  reliance  on  equity  invest- 
ment, which  justify  a  careful  study. 

I  shall  address  my.self  to  the  tax  and  loan  provisions  of  S.  2100.  Briefly,  the 
bill  allows  generous  investment  credits,  generous  depreciation  provisions,  gen- 
erous capital  gain  treatment  after  10  years,  a  partial  relief  from  local  property 
taxes,  and  a  generous  low  interest  loan. 

All  of  these  tax  and  loan  benefits  are  conditioned  on  the  housing  project  meet- 
ing certain  standards  as  to  acceptability  as  low-income  or  moderate-income  hous- 
ing. These  standards  are  administered  by  the  Secretary  of  HUD.  I  shall  not  add 
anything  to  the  evaluation  of  these  provisions  as  respects  a  desirable  housing 
policy  since  Secretary  AVeaver  has  already  commented  on  this.  I  shall  have  a  few 
remarks  to  make  later  on  about  the  problem  of  linking  tax  treatment  to  lindings 
as  to  compliance  with  conditions  established  by  Government  Departments  other 
than  Treasury. 

I  shall  not  undertake  to  repeat  the  details  of  the  bill's  tax  provisions,  but  I 
shall  draw  your  attention  to  certain  broad  aspects  of  the  way  these  tax  provisions 
are  set  forth  in  the  bill. 

(1)  The  investment  credit  and  the  depreciation  provision  are  structur(>d  to 
provide  more  tax  benefits  the  larger  the  proportion  of  equity  that  is  put  into  the 
project,  though  as  I  .shall  point  out  later  the  structure  of  the  bill  as  a  whole 
does  not  always  provide  a  better  rate  of  return  for  higher  equity. 

(2)  The  investment  credit  and  the  depreciation  provisions  are  structured  to 
yield  tax  benefits  even  if  the  housing  project  itself  is  unprofitable.  Actually,  the 
depreciation  is  so  generous  that  the  normal  expectation  would  be  for  the  housing 
project  to  show  a  loss  for  tax  purposes ;  and  the  only  way  the  taxpayer  could 
realize  the  offered  tax  benefits  would  be  to  use  them  against  taxable  income 
from  other  sources.  This  would  be  easy  if  the  housing  investor  is  a  large  com- 
pany with  diversified  interests,  especially  non-real  estate  interest  because  even 
ordinary  real  estate  investments  tend  to  show  losses  for  tax  purposes.  To 
facilitit'ate  this  use  of  excess  deductions  on  the  housing  project,  the  bill  also 
amends  Subchapter  S,  the  provisions  that  allow  certain  corporations  to  elect  to 
be  taxed  in  a  way  generally  similar  to  the  taxation  of  partnerships.  This  will 
permit  the  organization  of  an  eligible  housing  project  by  a  group  of  individuals 
with  the  intent  of  using  the  excess  deductions  against  their  ordinary  income  from 
other  sources. 

(3)  Finally,  the  various  tax  benefits  are  de.signed  to  encourage  a  10-year  hold- 
ing i>eriod  by  the  original  investors.  The  provisions  dealing  with  sale  are  also 
structured  to  encourage  sale  to  another  organization  that  will  have  the  purpose  of 
offering  low-income  housing. 

General  remarks  on  the  tax  incentive  approach 

I  want  to  comment  first  on  this  use  of  tax  incentives  to  encourage  non-revenue 
objectives  involving  a  narrow  group  of  taxpayers. 

My  first  point  is  that  there  are  no  special  tax  disadvantages  to  real  estate 
investment.  There  would  be  a  case  for  considering  changes  in  the  tax  law  if  it 
were  contended  that  the  tax  law  provides  special  tax  disadvantages  or  tax 
barriers  to  housing  investment.  The  advocates  of  this  legislation  have  not  claimed 
that  present  tax  law  is  loaded  against  real  estate  investment  or  against  low- 
income  housing  investment.  Rather  they  state  that  the  problem  arises  within 
the  housing  field,  that  given  the  level  of  building  and  rehabilitation  costs,  con- 
struction cannot  be  undertaken  which  yields  a  positive  profit  when  rents  are 
charged  which  are  a  reasonable  proportion  of  the  income  of  moderate-  and  low- 
income  individuals.  Tlie  advocates  of  S.  2100  contend  that  this  inconsistency  be- 
tween building  costs  and  reasonable  rent  levels  should  be  offset  by  very  generous 
tax  provisions. 

This  makes  S.  2100  plainly  an  effort  to  achieve  nonrevenue  objectives  through 
the  tax  system.  Wliat  can  be  said  about  this? 

To  answer  this  question,  I  would  like  to  start  off  by  saying  that  we  ought  to 
begin  with  the  assumption  that  an  investor  chooses  between  alternative  invest- 
ments on  the  basis  of  net  aftertax  income  in  relation  to  investment.  I  shall  ad- 
dress myself  later  to  the  question  of  whether  there  are  differences  from  the 
investor's  standpoint  or  the  Government's  standpoint  between  dollars  that  are 
"paid"  as  tax  reductions  and  dollars  that  are  "paid"  in  other  ways.  It  is  useful 


EXHIBITS  303 

first,  however,  to  recognize  the  basic  similarity  between  a  dollar  benefit  received 
from  tax  savings  and  dollar  benefit  from  direct  Government  outlays.  Each  is  a 
buck. 

A  tax  saving  can  always  be  reproduced  by  some  form  of  Government  payment 
program.  A  tax  credit  of  10  percent  of  an  investment  provides  the  same  result 
as  giving  an  investor  10  percent  of  the  cost  of  his  investment.  Allowing  a  tax- 
payer to  speed  up  depreciation  deductions  by  taking,  say,  20  percent  of  the  cost 
in  the  first  year  permits  a  corporate  taxpayer  to  reduce  its  tax  payment  by  48 
percent  of  this  deduction  in  the  first  year,  and  it  increases  the  tax  payments  at 
some  future  time  when  the  deduction  would  otherwise  have  been  taken.  This 
benefit  can  be  reproduced  by  offering  the  taxpayer  an  interest  free  loan  equal 
to  the  amount  of  tax  saving  from  the  rapid  depreciation  to  be  repaid  in  the 
future  when  he  would  have  otherwise  taken  the  depreciation. 

I  cannot  stress  this  point  too  strongly.  There  is  no  magic  which  permits  Gov- 
ernment to  give  away  tax  dollars  and  have  a  lesser  budget  impact  than  if  it 
had  given  away  expenditure  dollars,  nor  does  a  dollar  of  net  budget  cost  have 
a  different  impact  on  the  investor's  after-tax  rate  of  return  if  it  is  incurred  as 
tax  reduction  or  as  direct  outlay. 

While  there  is  this  broad  comparability  between  tax  incentive  programs  and 
loan  or  expenditure  programs,  there  are  some  significant  differences  which  must 
be  kept  in  mind.  To  be  very  clear,  let  me  specify  that  I  am  comparing  a  tax  and 
an  expenditure  program  which  produce  the  same  net  benefits  for  the  investor 
and  have  the  same  net  cost  to  the  Government.  For  illustration,  one  may  want 
to  think  of  a  tax  incentive  which  provides  an  annual  tax  credit  for  low-income 
housing  investment  exactly  equal  to  the  benefit  that  the  investor  would  gain 
from  an  annual  direct  payment,  which  we  might  call  a  rent  supplement.  This 
hypothetical  tax  credit  could  be  made  available  under  exactly  the  same  terms 
that  rent  supplements  are  made  available  under  present  law.  The  question  comes 
down  to :  "What  are  the  advantages  or  disadvantages  of  building  this  rent  sup- 
plement program  into  the  tax  lawV" 

One  difference  is  that  the  tax  mute  does  not  provide  assistance  to  the  indi- 
vidual or  coi-poration  which  has  iiinited  income  from  other  soui'ces  and  which 
therefore  cannot  make  full  use  of  the  tax  incentives.  A  system  of  direct  payments 
on  the  other  hand  could  provide  benefits  even  where  the  particular  housing 
investment  was  the  only  activity  of  the  investor  being  benefited.  One  would  think 
that  this  was  a  general  disadvantage  of  providing  incentives  through  the  tax 
system.  The  supporters  of  S.  2100,  however,  apparently  believe  that  it  is  the 
large  businesses  which  ought  to  be  attracted  into  the  low-income  housing  field 
and  that  they  take  it  as  no  disadvantage  to  their  tax  approach  that  the  benefits 
are  only  helpful  to  taxpayers  with  incomes  from  other  sources.  This  I  might  add 
is  not  a  particular  advantage  of  the  tax  approach  since  this  sort  of  condition 
could  be  built  into  the  rent  supplement  program  if  we  agree  that  the  condition 
is  a  desirable  one. 

Another  difference  between  the  tax  and  expenditure  routes  is  that  the  tax 
benefits,  where  they  are  related  to  increased  deductions,  vary  in  amount  accord- 
ing to  the  effective  tax  rate  of  the  taxpayer.  The  tax  benefit  of  rapid  deprecia- 
tion can  be  as  high  as  70  percent  for  the  individual  taxpayer  in  the  top  bracket 
or  as  low  as  14  percent  for  a  low-income  investor.  S.  2100  does  provide  some  tax 
benefits  that  work  through  extra  deductions,  so  that  it  will  thus  afford  different 
relief  for  different  taxpayers. 

This  I  should  point  out  works  in  directly  the  opposite  direction  to  the  normal 
incentive  generated  by  a  free  pricing  system.  In  a  free  pricing  system  the  usual 
response  to  shortages  is  an  increase  in  price  and,  consequently,  an  increasing 
income  to  people  who  can  provide  the  service  in  short  supply.  This  increasing 
income  would  be  subject  to  the  usual  tax  rules,  and  a  person  in  the  70-i)ercent 
bracket  would  find  that  he  could  keep  30  percent  of  income  earned  by  providing 
the  services  just  as  he  could  keep  30  percent  of  any  other  income  he  had  earned. 
The  investor  in  the  30-percent  bracket  would  find  that  he  could  keep  70  percent 
in  both  cases.  When  we  structure  the  incentive,  however,  as  an  additional  tax 
deduction  rather  than  as  a  price  increase,  the  incentive  is  far  moi'e  attractive 
to  the  high-income  taxpayer  than  it  is  to  the  low-income  taxpayer. 

It  becomes  a  matter  of  careful  calculation  for  each  investor,  and  his  tax  ad- 
viser, to  determine  how  much  this  extra  depreciation  is  worth  in  the  particular 
case  and  whether  or  not  this  justifies  accepting  a  lower  before-tax  return.  It 
may  be  useful  to  point  to  the  analogous  situation  of  tax-exempt  bonds.  One  can- 
not answer  the  general  question:  "Are  municipals  a  better  investment  than  U.S. 
Governments?"  without  examining,  and  making  assumptions,  about  the  future 
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total  income  prospects  of  the  investor.  The  value  of  the  tax  exemption  depends 
upon  future  tax  rates.  It  is  well  known  that  tax-exempt  bonds  are  attractive  in- 
vestments to  high-income  taxpayers  but  not  to  low-income  taxpayers.  It  is  also 
suggested  in  the  literature  on  the  tax  exemption  that  this  constitutes  a  rather 
inefficient  incentive  because  the  net  incentive  effect  must  work  through  the  mar- 
ginal investor  who  will  get  less  advantage  from  the  exemption  than  higher  bracket 
investors,  and  some  of  the  benefit  afforded  the  high-bracket  investor  is  wasted. 
Another  difference  between  the  tax  solution  and  the  expenditure  solution 
is  that  reliance  on  tax  incentives  for  nonrevenue  ob.iectives  divides  the  Govern- 
ment consideration  of  social  problems.  Let  me  go  back  to  my  hypothetical  ex- 
ample of  a  tax  credit  system  which  provided  exactly  the  same  benefits  as  a 
rent  supplement  program.  By  throwing  these  benefits  into  the  tax  system  we 
have  not  changed  the  basic  fact  that  this  is  still  a  major  housing  problem,  but 
we  have  gotten  the  Treasury  Department  and  the  Finance  Committee  and  the 
Ways  and  Means  Committee  into  the  act  at  the  cost  of  reducing  the  ability 
of  the  Department  of  HUD  and  the  congressional  committees  that  normally 
deal  with  housing  problems  to  act  on  the  total  housing  picture.  I  don't  want 
to  suggest  that  the  two  tax  committees  are  necessarily  inadequate  to  decide  on 
housing  policy^ — or  on  all  other  social  problems — but  I  can  speak  from  a  personal 
standpoint  that  I  see  no  reason  why  the  Treasury  Department  has  any  par- 
ticular competence  in  making  judgments  as  to  what  constitutes  good  hous- 
ing policy;  and  converting  the  rent  supplement  arrangement  into  tax  credits 
would  simply  push  the  Treasury  into  this  position. 

A  further  aspect  of  converting  an  expenditure  program  into  a  set  of  tax 
benefits  is  that  it  tends  to  get  isolated  from  the  budget  review  process.  An  ex- 
penditure program  is  examined  regularly  in  the  preparation  of  the  President's 
budget  and  in  the  appropriation  process.  A.  tax  provision  rarely  gets  reviewed. 
I  might  suggest  that  the  whole  problem  of  tax  reform  to  a  large  extent  comes 
down  to  incentives  and  preferences  that  have  been  adopted  at  various  times 
and  never  systematically  reviewed  to  determine  whether  the  Government  is 
getting  what  it  pays  for.  This  does  not  mean  that  under  a  direct  program  we 
cannot  provide  a  particular  investor  reasonable  assurance  that  benefits  agreed 
upon  will  in  fact  be  forthcoming.  It  does  mean  that  under  a  direct  program 
we  can  make  changes  in  the  program  when  these  become  desirable,  whereas 
experience  has  shown  time  after  time  that  it  is  extremely  hard  to  make  changes 
where  tax  benefits  are  involved. 

A  final  difficulty  of  structuring  these  benefits  into  the  tax  law  is  the  precedent 
problem.  There  are  an  enormous  number  of  other  tax  incentive  proposals. 
The  list  is  so  long  that  I  could  not  include  them  all,  but  let  me  give  you  the 
flavor  of  it.  There  are  bills  to  provide — 

A  tax  credit  for  tuition  and  expenses  of  higher  education. 

A  tax  credit  to  encourage  contributions  to  higher  education. 

A  tax  credit  to  encourage  worker  training. 

A  tax  credit  to  encourage  industrial  pollution  control. 

A  tax  credit  to  encourage  airport  development. 

A  tax  credit  for  underground  transmission  lines. 

A  tax  credit  for  exports. 

A  tax  credit  for  freight  cars. 

A  tax  credit  to  encourage  gold  mining. 

A  tax  credit  to  encourage  hiring  older  workers,  and  so  on  and  so  on. 

I  cannot  help  but  observe  that  if  we  go  along  this  tax  incentive  route  the 
Treasury  Department  would  soon  be  making  the  crucial  decisions  in  almost  all 
matters  of  domestic  economic  policy.  This  would,  of  course,  require  a  larger 
staff ;  and  It  has  enormous  possibilities  for  empire  building.  We  would,  however, 
prefer  to  decline  this  honor. 

The  proponents  of  S.  2100  imply  that  there  might  be  some  net  advantages  of 
the  tax  approach  over  the  expenditure  approach.  I  shall  address  myself  to  two 
of  these.  One  argument  advanced  is  that  the  Congress  might  vote  for  a  tax 
program  where  it  would  not  vote  for  an  expenditure  program  which  provided 
precisely  the  same  benefits  at  precisely  the  same  cost — or  even  a  lower  cost.  I 
question  the  validity  of  this  argument.  In  a  democracy  we  must  face  up  to  some 
decisions,  and  we  must  be  willing  to  abide  by  the  decisions  that  our  procedures 
reach.  The  Congress  may  or  may  not  be  willing  to  approve  a  program  of  budget 
losses  and  housing  benefits.  If  that  program  is  rejected  on  its  own  merits,  it 
would  seem  that  restating  it  as  a  tax  reduction  is  akin  to  seeking  a  backdoor 
expenditure  where  it  is  harder  for  people  to  see  just  what  are  the  costs  and 
benefits  involved  in  the  expenditure. 
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Another  argument  which  seems  to  be  implied  in  support  of  S.  2100  is  that 
the  business  response  to  a  tax  incentive  vM)Uld  be  better  because  there  is  a  feel- 
ing that  there  is  something  wrong  about  accepting  a  direct  payment  from  the 
Government  but  something  honorable  about  earning  one's  tax  bill  through 
tax  benefits.  Basically,  this  viewpoint  attributes  a  good  deal  of  irrationality  to 
business  firms.  It  says  in  effect  that  they  would  not  make  a  careful  comparison 
of  net  returns  but  would  arbitrarily  reject  some  worthwhile  profit  prospects 
because  the  incentives  were  cast  in  the  form  of  a  direct  subsidy  rather  than 
a  tax  subsidy.  The  experience  with  the  SST  program— and  other  subsidy  pro- 
grams— suggests  that  business  firms  do  make  careful  calculations  on  their  profit 
prospects  taking  direct  subsidies  into  account.  In  fact,  since  the  benefits  of  tax 
incentives  vary  depending  on  the  estimated  tax  position  of  the  investor,  the  calcu- 
lation of  the  expected  returns  in  a  specific  case  can  become  more  complicated 
when  special  tax  benefits  are  involved.  It  seems  disingenuous  to  assume  that 
investors  will  do  a  lot  of  things  in  order  to  gain  somewhat  uncertain  benefits  in 
the  form  of  tax  reduction  that  they  would  not  do  to  win  benefits  of  exactLv 
calculable  amounts  through  some  other  system. 

The  particular  incentives  of  the  bill  S.  2100 

Secretary  Weaver  has  discussed  some  cost  comparison  of  S.  2100  and  other 
methods  of  providing  incentives  to  low-income  housing.  The  evaluation  of  the 
particular  incentives  under  S.  2100  in  terms  of  returns  to  the  investor  requires 
analysis  of  the  benefits  under  a  variety  of  assumed  patterns  of  investing  in 
real  estate  and  a  variety  of  tax  situations  of  the  investor.  The  complexities  here 
are  so  involved  that  we  hesitate  to  offer  any  general  conclusions.  Some  com- 
ments are  appropriate,  however. 

The  bill  provides  increasing  tax  benefits  for  investors  with  a  higher  portion 
of  the  cost  of  the  project  covered  by  equity  investment.  The  bill  defines  equity 
investment  as  the  difference  between  the  total  cost  of  the  project  and  the  face 
amount  of  any  mortgage  insured  under  Section  235  of  the  National  Housing  Act. 
This  treats  as  a  100-percent  equity  case  a  project  financed  largely  by  a  conven- 
tional mortgage.  This  would  produce  the  result,  for  example,  that  if  the  project 
is  financed  vKith  a  78-percent  commercial  mortgage  then  the  investment  credit 
in  the  first  year  would  be  equal  to  the  entire  real  equity  investment  in  the 
project.  After  the  first  year  the  investor  could  have  gotten  the  full  amount  of 
his  own  investment  back  from  the  investment  credit  alone  and  in  addition  would 
have  substantial  benefits  from  the  accelerated  depreciation  which  is  offered  and 
from  the  net  return  provided  in  the  bill.  The  value  of  the  depreciation  deductions 
alone,  in  the  first  five  years  of  operation  for  a  taxpayer  in  the  70-percent  bracket, 
would  be  equivalent  to  an  additional  return  equal  to  more  than  his  initial  in- 
vestment. Over  a  20-year  holding  period  the  bill  seems  to  provide  tax  benefits 
in  gross  amount  equal  to  about  the  full  cost  of  the  project,  even  after  making 
allowance  for  the  payment  on  the  mortgage  if  we  assume  that  the  mortgage  is 
a  20  year — 6  percent  loan.  After  the  20  years  an  investor  who  had  put  up  a  $1 
million  project  and  was  in  a  suflSciently  high  tax  bracket  would  seem  to  have 
made  tax  savings  of  $1  million ;  and  he  would  be  the  outright  owner  of  a  housing 
project  which  on  the  basis  of  experience  with  real  estate  values  would  still  be 
worth  not  much  less  than  $1  million,  and  under  the  bill  he  would  be  entitled  to 
start   taking  depreciation   on   a   restored   basis   of  $780,000. 

In  different  circumstances,  where  there  is  no  conventional  mortgage,  it  ap- 
pears that  despite  the  intentions  of  the  authors  of  the  bill  the  rate  of  return 
under  S.  2100  will  not  be  better  for  a  high  equity  investment  than  it  will  be  for  a 
low  equity  investment.  This  is  likely  to  be  the  case  if  the  taxpayer  is  in  a  lower 
bracket.  In  one  sense  this  is  a  problem  that  could  possibly  be  modified  by 
restructuring  the  bill.  The  apparent  objective  of  making  high  equity  investment 
relatively  more  attractive  could  be  accomplished  by  either  charging  a  higher  rate 
on  the  guaranteed  loan  or  by  providing  sharper  graduation  of  the  investment 
credit.  The  heavy  reliance  in  the  structure  of  benefits  on  rapid  depreciation  would 
seem  to  make  the  results  of  the  bill  necessarily  erratic  between  taxpayers  at  high 
or  low  marginal  tax  rates. 

One  point  to  be  drawn  from  this  goes  back  to  the  point  I  made  earlier  that  the 
use  of  tax  incentive  devices  makes  it  extremely  difficult  to  calculate  how  much 
we  are  paying  for  an  increase  in  some  desired  investment. 

Another  problem  in  this  portion  of  the  bill  has  to  do  with  whether  or  not  we 
really  want  a  very  high  equity  investment.  In  a  basic  sense  the  cost  to  Govern- 
ment of  any  system  of  incentives  for  low-income  housing  will  have  to  be  the 
difference  between  what  we  expect  the  tenants  to  pay  in  rent  and  the  total  return 
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necessary  to  niiik(>  the  investment  attractive  to  an  investor.  Lenders  expect  a 
lower  return  than  etinily  holders.  If  !tO  percent  of  tlie  initial  investment  can  be 
accomplished  throuKh  borrowing  with  a  return  of  about  (i  percent  on  that  (W 
percent,  I  he  co.st  of  the  total  program  to  the  Government  will  be  less  than  it 
would  1)0  if  rA)  percent  or  90  percent  of  the  investment  repi-esented  e<piity  funds 
and  which  would  require  Government  contributioTis  large  enough  to  provide  a 
prospective  12  percent  to  15  percent  aftertax  rate  of  return  on  those  equity  fund.s. 
To  accomplish  our  goals  in  the  low-income  housing  lield  as  economically  as  ijossi- 
ble,  it  would  appear  that  we  should  rely  heavily  on  the  use  of  borrowed  funds. 
The  leverage  provided  by  borrowed  funds  can  guarantee  a  sufficiently  high  return 
on  a  net  equity  investment  so  as  to  attract  equity  investors.  Some  advice  that  we 
have  gathered  from  people  in  the  real  estate  business  suggests  that  increasing 
available  mortgage  money  for  low-income  housing  would  be  fully  as  effective,  and 
cheaper,  than  attracting  more  equity  money.  On  this  point  the  committee  will 
want  to  get  views  from  people  with  knowledge  of  the  real  estate  business. 

Since  this  conmiittee  is  particularly  cimcerned  with  the  Government's  admin- 
istrative budget,  it  should  be  pointed  out  that  any  program  which  can  be  operated 
through  tlie  private  banking  system  with  a  loan  guarantee  will  involve  lower 
administrative  budget  deficits  than  a  program  which  requires  Government  to 
provide  the  loans  directly.  The  device  of  2-percent  interest  in  S.  2100  will  require 
direct  Government  financing  and  mean  substantially  high  short-term  budget  costs 
for  any  net  incentive  provided. 

We  have  some  technical  problems  with  the  draft  of  S.  2100  which  I  shall  not  go 
into,  but  I  shall  submit  a  statement  for  the  record  on  these  points. 

The  tax  law  and  real  estate  investment  generally 

It  is  appropriate  to  add  some  remarks  on  the  general  situation  of  investment  in 
real  estate  including  housing  under  the  present  tax  law. 

K(\al  estate  investments  (pialify  for  the  accelerated  depreciation  methods  pro- 
vided under  the  ll)r>4  Code  revision.  There  is  no  record  of  critical  cousider;ition 
at  that  time  of  the  appropriateness  of  applying  these  methods  to  buildings,  and 
indei'd  it  appears  that  these  methods  were  adopted  entirely  with  investment  in 
machinery  and  equipment  in  mind. 

Due  in  part  to  the  inappropriateness  of  the  allowable  depreciation,  a  pattern 
has  developed  in  building  investment  wherein  the  original  investors  often  hold 
the  property  for  much  less  than  the  useful  life  during  which  time  the  deprecia- 
ti(m  deduction  is  very  high  in  relation  to  the  cash  flow,  resulting  in  little  or  no 
current  tax.  When  the  depreciation  base  is  largely  exhausted,  the  property  is 
sold ;  and  a  substantial  capital  gain  is  realized.  The  Treasury  made  recommenda- 
tions in  both  IDGl  and  19G3  for  cutting  back  on  this  pattern  of  realizing  normal 
investment  returns  at  capital  gain  rates.  A  slight  cutback  was  enacted  by  the 
Congress  in  IJXM. 

Another  part  of  the  picture  of  the  tax  treatment  of  real  estate  investment  is 
that  the  T-percent  inv(>stment  credit  does  not  apply  to  buildings.  In  substance  we 
have  the  result  that  real  estate  investment  gets  tax  encouragements  in  forms 
dilferent  from  those  offered  investors  in  machinery  and  equipment.  The  Treasury 
Department  is  engaged  in  reseai-ch  to  evaluate  the  impact  of  present  tax  provi- 
sions and  possible  alternatives  on  real  estate  inve.stment,  and  several  outside 
consultants  are  involved  in  the  research. 

In  conclusion  h't  me  rei)eat  my  initial  comment  that  S.  2100  raises  important 
issues.  I  have  tried  to  draw  attention  to  several  major  aspects,  including  the 
techni(pu>  of  casting  benefits  in  the  form  of  specialized  tax  reductions  and  the 
emphasis  on  high  e(iuity  investment,  lloth  of  these  asi)ects  have  disadvantages  of 
which  the  conunittee  should  be  aware.  I  believe  that  these  hearings,  providing  as 
they  ilo,  an  oi)i»ort unity  carefully  to  consider  and  weigh  as  objectively  as  i)ossible 
the  varying  ai)proaches  to  an  objective  which  we  all  .share  will  prove  to  be  a  very 
helpful  step  forward  in  this  ai'ea. 


Exhibit  27,— Remarks  by  Assistant  Secretary  Surrey,  May  15,  1968,  before  the 
Boston  Economic  Club,  Boston,  on  the  Federal  tax  system — current  activities 
and  future  possibilities 

Major  changes  in  the  Federal  tax  system  have  now  Innome  an  annual  ex- 
perience. That  system  is  so  directly  involved  in  our  domestic  and  international 
activities  that  the  constant  changes  in  those  activities  and  concerns  are  reflected 
in  alterations  of  our  tax  structure.  Sometimes  the  tax  changes  that  take  place 
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in  a  given  year  are  the  result  of  events  that  develop  tluring  that  year  and  require 
a  prompt  tax  response.  Sometimes — perhaps  more  often — the  changes  are  the 
culmination  of  considerations  and  forces  that  began  to  gather  several,  perhaps 
many,  years  in  the  past.  As  a  consequence,  a  survey  of  the  Federal  tax  scene 
requires  not  only  a  description  of  current  legislative  activities  but  also  an 
examination  of  current  discussions  and  studies  that  may  lead  to  legislative 
involvement  in  the  future. 

Current  legislative  activities 

The  major  activity  in  Federal  tax  legislation  in  1968  is  the  emerging  tax 
increase  bill.  One  should  really  refer  to  the  time  span  of  that  bill  as  19C7-(5S 
because  the  surcharge  proposal  has  been  before  the  Congress  since  last  August. 
The  tax  increase  proposal  has  had  a  tortuous  journey,  and  the  Secretary  of  the 
Treasury  throughout  has  had  to  play  many  roles.  At  times  he  has  been  a  tax 
Candide,  seeing  progress  in  this  procedural  move  or  that  statement  by  a  legis- 
lator when  all  else  saw  only  set  buck.  At  times  he  has  sorrowfully  been  a  tax 
Cassandra,  as  crises  recurred  in  the  international  markets  and  gold  tilled  the 
headlines.  And  at  many  another  time  he  has  been  the  ambulance  surgeon  on  the 
emergency  call  or  even  a  Dr.  Christiaan  Barnard — always  able  to  detect  a  pulse 
or  heartbeat  when  all  others  had  put  away  their  stethoscopes. 

There  are  certainly  many  interesting  facets  of  that  journey.  For  one,  the  fore- 
casting that  underlay  the  recommendation  for  a  tax  increase  was  on  target 
throughout.  The  economic  pace  of  the  economy  was  clearly  foretold— a  pause 
in  the  first  part  of  1967,  a  rise  in  the  second  half  that  would,  in  the  absence  of  a 
tax  increase,  amount  to  an  accelerated  rate  of  growth  that  would  be  too  rapid  for 
our  economic  health.  The  domestic  and  international  consequences  that  would 
accompany  the  unacceptable  deficit  position  obtaining  without  a  tax  increase 
were  also  accurately  foretold — rises  in  interest  rates,  an  inflationary  trend  in 
prices,  a  setback  to  our  trade  surplus  because  of  increased  imports,  a  severely 
weakened  balance  of  payments  position,  and  attacks  on  the  dollar  in  the  inter- 
national monetary  field.  The  actual  proving  out  of  such  a  forecast  is  itself  some- 
what of  a  rare  event  where  the  forecast  is  the  basis  for  policy  action  designed  to 
affect  the  events  forecast — to  prevent  too  steep  a  rise  or  to  brake  a  fall — ami 
thus  prevent  prediction  from  becoming  history.  And  so  when  a  forecast  calling 
for  policy  change  has  become  actuality,  then  policy  moves  have  gone  astray — i)i 
this  case  through  the  passage  of  time.  The  enactment  of  the  tax  increase  will 
start  us  on  the  journey  away  from  all  these  dangerous  Instabilities  to  a  more 
secure  position  at  home  and  abroad. 

Nor  was  the  need  for  a  tax  increase  a  special  phenomenon  of  the  new  economics 
or  a  matter  of  so-called  fine  tuning.  Indeed,  it  was  in  response  to  a  traditional 
reason  for  a  tax  increase — the  need  for  revenues  to  meet  rising  expenditures  of 
Government  caused  by  our  involvement  in  hostilities.  The  United  States,  ever 
since  the  ill-advised  tax  increase  in  the  Depression,  has  not  required  an  increase 
in  income  taxes  except  in  a  time  of  hoi^tilities,  for  it  is  only  in  such  a  period  that 
Government  expenditures  have  outrun  revenues.  Thus,  in  one  sense  the  surcharge 
proposal  was  a  classic  textbook  case  for  a  tax  increase. 

But  the  textbooks  would  have  missed  some  other  facets  of  the  fiscal  scene. 
One  of  these  has  been  the  desire  of  the  Congress  and  the  committees  charged 
with  the  revenue  policy — especially  the  Ways  and  ]Means  Committee— and  on 
whom  falls  the  task  of  increasing  taxes,  to  achieve  a  coordination  betv/een 
congressional  consideration  of  appropriations  and  expenditures  and  congres- 
sional consideration  of  tax  policy.  The  annual,  and  often  biannual  and  even 
triannual  bouts  with  the  limit  on  the  public  debt  had  not  proven  to  be  an  effec- 
tive instrument  of  coordination,  tbough  they  did  pave  the  way  to  a  much 
improved  substantive  format  for  the  Federal  budget  and  refinements  in  the 
concept  of  budget  surplus  or  deficit.  The  need  for  a  tax  increase  was  soon  seen 
as  apparently  offering  a  much  stronger  insfrument,  and  this  attitude  gradually 
grew  in  intensity  and  scoi^e.  As  a  result,  the  tax  increase  proposal  became  the 
device  to  achieve  last  year  a  reduction  in  fiscal  year  1968  "controllable"  ex- 
penditures (over  $4  billion),  and  now  under  the  Conference  Report  a  reduction 
in  fiscal  year  1969  expenditures  ($6  billioi'.),  a  cut  back  in  proposed  new  obliga- 
tional  authority  for  fiscal  year  19G9  ($10  billion),  and  a  reexamination  of 
carryover  obligational  authorify  ($S  ))il]ion).  Tlie  gradual  development  of  these 
expenditure  changes  was  acconii)ani(>d  liy  nn  increasing  degree  of  ii!t(>rchange 
between  the  tax  committees  and  the  appropriations  conuuittees,  especially  on 
the  House  side.  This  procedural  change,  growing  as  it  did  out  of  a  whole  variety 
of  tentative  actions  and  shifting  goals  as  the  new  terrain  was  explored,  proved 
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a  time-consuming  process.  And  we  are  still  left  with  the  speculations  as  to 
what  these  developments  may  portend. 

We  can  be  hojieful.  I  believe,  that  the  time  involved  in  enacting  the  tax 
surcharge  proposal  will  not  be  oharacteristic  of  the  response  to  future  needed 
changes  in  the  level  of  taxes.  There  are  too  many  particular  connotations 
respecting  this  proposal — the  varying  attitudes  to  Vietnam  hositilities  for  one — 
to  make  that  time  span  a  precedent.  And  hence,  for  example,  any  need  to  reduce 
taxes  promptly  in  a  post-Vietnam  period  to  maintain  full  employment  should 
not  have  to  face  a  similar  time  span. 

Another  interesting  facet  is  that  the  format  of  the  tax  increa.se  was  really 
never  a  subject  of  controversy.  As  a  result  of  careful  study  of  this  matter  in 
1966,  culminating  in  the  Hearings  of  the  Subcommittee  on  Fi.scal  Policy  of 
the  Joint  Economic  Committee — a  study  and  hearing  which  the  Administration 
had  urged  in  preparation  for  the  possible  tax  increa.se — the  country  had  avail- 
able a  considerable  amount  of  analysis  and  data  on  the  shape  of  a  tax  Increase, 
including  the  recommendation  of  that  subcommittee  for  the  surcharge  form. 
The  tax  proposal  reflected  this  background,  and  involved  three  essential  .Tspects: 
an  income  tax  surcharge  form  for  both  individuals  and  corporations ;  a  shielding 
of  those  in  the  lowest  brackets  from  the  increase ;  and  a  temporary  design  for 
the  increase.  To  a  degree  that  is  unusual  in  tax  legislation,  the  initial  proposal 
is  reflected  in  the  final  version  essentially  without  change. 

The  economic  effect  of  the  tax  increase  will  be  heightened  by  two  recent 
developments  in  our  tax  structure — graduated  withholding  on  wage  and  salary 
earners,  and  developments  leading  to  a  complete  system  of  current  tax  pay- 
ments for  corporations.  The  former  came  in  1966,  and  the  latter  was  built  up 
by  legi.slation  in  1964  and  1966  and  now  by  the  corporate  acceleration  provisions 
in  the  current  bill.  The  temporary  tax  increase  will  thus  be  immediately  re- 
flected in  tax  payments  based  on  current  levels  of  income  and  profits,  so  that 
those  incomes  and  profits  will  at  once  bear  the  restraining  effect  of  the  increase. 

While  our  balance  of  payments  problems  are  reflected  in  the  tax  increase  bill, 
they  are  also  the  occasion  for  other  1968  legislative  activity  still  unfolding.  For 
one  the  foreign  travel  bill  is  now  in  the  Senate,  with  the  5  percent  travel  tax 
extended  to  overseas  air  transportation  and  a  tightening  of  customs  measures. 
There  is  still  the  need  further  to  dampen  tourist  expenditures  abroad.  While 
foreign  travel  has  its  undoubted  advantages  for  both  individual  families  and 
the  nation,  still  a  family  must  budget  for  its  outlays  and  so  must  the  nation 
budget  its  international  expenditures  to  the  foreign  exchange  available.  In 
the  trade  field,  attention  now  shifts  to  the  Hearings  before  the  Ways  and  Means 
Committee  scheduled  for  June  4. 

Future  events 

Let  us  turn  to  the  matter  of  future  events  in  the  tax  field — or  more  properly 
current  discussions,  studies,  developments,  or  what  you  will — that  are  likely 
to  bring  about  legislative  involvement  at  some  point.  I  use  the  word  "involve- 
ment" advisedly  and  broadly — it  ranges  from  active  congressional  consideration 
producing  legislative  enactments  to  a  congressional  decision  not  to  take  any 
action  despite  the  call  for  consideration  from  this  or  that  quarter.  For  I  must 
emphasize  that  I  am  here  describing  and  not  predicting — and  the  area  o!  de- 
scription extends  beyond  Government  attitudes  to  business  and  labor  discussion, 
academic  interests,  current  research,  and  so  on. 

Tax  reform. — There  is  a  recognized  need  for  a  major  effort  for  further  tax 
reform.  The  pending  tax  bill  calls  for  the  President  to  submit  proposals  "for 
a  comprehensive  reform"  this  year.  The  consideration  of  tax  reform  has  been 
held  off  by  the  deliberations  over  the  tax  bill.  The  operational  aspects  of  tax 
legislation  permit  only  one  train  to  be  on  the  main  track  at  a  given  time,  and 
so  tax  reform  has  been  waiting  in  the  railway  yards  for  the  main  tr.ack  to  clear. 

There  is  much  to  do  in  tax  revision  and  many  ideas  have  already  been  ex- 
pressed, some  in  speeches  by  Treasury  oflBcials,  some  in  legislative  measures  in- 
troduced by  Congressmen,  and  some  in  speeches  by  legislators.  The  Treasury,  for 
example,  has  called  attention  to  the  need  to  revise  the  rules  relating  to  the 
transfer  of  property  by  death  or  gift,  so  as  to  achieve  a  more  equitable  estate 
and  gift  tax  system  with  less  tax  distortion  in  family  dispositions  of  property 
and  a  rational  income  tax  treatment  of  appreciated  assets  so  transferred.  It  has 
among  other  matters  also  stressed  the  need  to  eliminate  cori)orate  multiple  surtax 
exemptions;  to  achieve  a  rational  rearrangement  of  the  tax  treatment  of  the 
elderly ;  and  to  eliminate  abuses  in  the  area  of  private  foundations  and  tax- 
exempt  organizations  generally.  (It  is  an  interesting  commentary — should  I  say 
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insight — on  the  foundation  scene  that  Forttme  magazine  in  its  recent  article  on 
"America's  Centimillionaires"  includes  in  its  estimates  of  an  individual's  wealth 
the  holdings  of  "foundations  established  by  the  individuals  or  their  spouses.") 

Chairman  Long  of  the  Finance  Committee,  in  a  recent  speech,  also  mentioned 
a  proposal  he  had  earlier  suggested,  and  vphich  has,  in  one  form  or  another,  been 
introduced  in  bills  by  other  legislators,  that  of  a  "minimum  tax"  to  be  applied 
to  an  expanded  income  base  Including  various  forms  of  income  now  excluded 
from  coverage  of  the  regular  tax.  He  has  also  suggested  maximum  effective  tax 
rates  applied  to  the  same  expanded  base.  Chairman  Mills  has  spoken  of  the  need 
for  steps  designed  to  reduce  the  complexity  of  various  facets  of  the  measure  of 
taxable  net  income.  Others  have  focused  on  aspects  of  the  tax  law  that  enable 
people  of  large  wealth  to  pay  little  income  tax,  and  even  in  some  cases  to  escape 
payment  entirely.  The  Treasury  has  spoken  of  tax  reform  as  involving  a  combina- 
tion of  revenue-raising  and  revenue-losing  measures,  so  that  on  net  balance 
there  would  be  no  significant  overall  budgetary  effect.  A  number  of  Congressmen 
have  viewed  reform  only  from  the  revenue-raising,  "closing  of  loopholes"  aspect. 

Some  matters  that  were  on  various  lists  are  already  on  the  legislative  scene, 
for  tax  reform  must  be  a  constant  process  and  all  developments  cannot  wait  on 
major  efforts  for  revision.  Thus,  the  pending  bill  contains  a  provision  setting 
a  ceiling  on  tax-exempt  industrial  development  bonds,  thereby  preventing  them 
from  swamping  the  regular  tax-exempt  bond  market  and  from  making  private 
corporate  bonds  an  archaic  instrument. 

The  Secretary  of  Labor  has  submitted  to  the  Congress  proposals  for  revision 
of  the  stnicture  of  private  pension  plans  involving  a  minimum  standard  of  vest- 
ing, standards  for  the  funding  of  benefits,  and  a  system  of  plan  termination  pro- 
tection. The  measure  is  aptly  entitled  the  "Pension  Benefit  Security  Act  of 
1968" — for  it  deals  with  assuring  a  worker  that  years  of  labor  in  a  company  hav- 
ing a  pension  plan  will  bring  him  a  vested  benefit  on  retirement  even  though 
events  cause  him  to  leave  that  company  before  retirement  age,  and  that  there 
will  be  funds  on  hand  for  the  payment  of  that  benefit.  This  program  Is  based  on 
recommendations  by  an  interagency  staff  committee,  including  Treasury  Depart- 
ment participation,  which  were  made  after  extensive  consultations  with  informed 
groups  regarding  prior  proposals.  The  Treasury  fully  supports  this  program.  It 
also  believes  that  its  formulation  as  a  measure  outside  the  tax  laws  is  a  recogni- 
tion of  the  importance  of  these  matters  in  the  whole  context  of  employer-employee 
relations,  a  point  of  view  that  had  been  stressed  by  employer  groups  in  criticizing 
prior  proposals  as  not  properly  a  part  of  the  tax  system. 

As  a  substantive  matter,  I  cannot  see  how  one  can  quarrel  with  the  basic  goals 
of  the  Labor  Department  proposal.  There  is  persuasive  and  saddening  testimony 
to  the  hardship  that  can  result  from  a  lack  of  vesting  in  the  many  letters  we 
and  other  Government  agencies  receive  from  individuals  who,  after  working 
years  for  an  employer,  suddenly  find  they  have  lost  their  pension  accruals  be- 
cause of  a  change  in  job  or  even  a  lav  off.  Aside  even  from  the  inequity  of  this 
result,  the  simple  fact  is  that  these  individuals  must  now  face  retirement  without 
the  pension  they  expected.  There  is  no  way  for  them  to  retrace  their  steps  and 
make  other  financial  arrangements.  For  them,  the  private  pension  system  is  a 
failure  and  a  mockery.  And  the  expectation  of  the  pension  may  well  have  affected 
their  spending  decisions  while  employed  under  the  plan.  In  a  country  in  which 
only  half  of  the  employees  (aged  30  to  50)'  who  have  been  with  an  employer  for 
10  years  will  be  with  that  same  employer  in  the  next  10  years,  this  high  degree 
of  labor  mobility  requires  that  the  vesting  of  benefits  be  an  integral  part  of  the 
private  pension  system.  The  Labor  Department  proposals  will  tins  enable  the 
private  pension  plan  system  to  achieve  the  vital  and  beneficial  role  for  which  it 
was  designed. 

Poverty  and  taxes. — The  tax  system  is  a  part  of  the  social  fabric  of  our  na- 
tion. As  such  it  will  be  affected  by  changes  in  that  fabric  and  must  be  responsive 
to  those  changes,  consistent  with  performance  of  its  function  of  supplying  Gov- 
ernment revenues  fairly  and  effectively.  Significant  events,  violent  and  non- 
violent, are  dailv  focusing  the  nation's  attention  on  great  poverty  within  our 
affluent  society.  The  effects  of  this  poverty  and  its  growing  subculture  should — 
one  hopes — appeal  to  our  consciences  and  our  capacity  to  move  forward  intel- 
ligently rather  than  to  our  fears.  How  will  the  tax  system  be  Involved  in  this 
appeal  ? 

The  tax  system  must  play  an  essential  role  in  enabling  fiscal  policy  to  fulfill 
the  tasks  of  providing  a  full  employment  economy  with  as  few  destabilizing 
turns  up  or  down  as  possible.  Such  an  economy  by  itself  will  not  eliminate  pov- 
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erty  or  solve  our  urban  crisis,  but  without  it  all  solutions  to  those  ills  will  fail. 
The  problems  are  so  immense  that  only  with  the  full  use  of  our  potential  re- 
sources will  we  be  in  a  position  to  achieve  success  in  overcoming  them.  Conse- 
quently, we  must  build  on  our  limited  experience  of  managing  a  full  employment 
economy,  improve  our  forecasting  techniques,  but  more  importantly,  achieve 
the  flexible  procedures  and  postures  that  permit  a  sufficiently  prompt  response 
to  the  mea.sures  that  the  forecasts  require. 

Against  a  background  of  full  employment,  what  is  the  relevance  of  our  attack 
on  poverty  to  the  tax  system?  There  is  first  the  direct  matter  of  the  payment  of 
a  tax  itself.  Our  present  Federal  income  tax  does  reach  below  the  poverty  level, 
especially  for  single  persons  and  married  couples  with  no  dependents.  The  I*resi- 
dent  has  said  that  as  fi.scal  conditions  permit  this  should  be  corrected,  and  the 
burden  of  income  tax  payments  lifted  from  those  in  poverty.  In  keeping  with 
this  view,  as  I  stated  earlier,  the  10-percent  surcharge  does  not  apply  to  the  low- 
est income  brackets. 

Assuuung  that  step  to  be  an  accepted  policy  goal,  the  scholars  have  turned  to 
other  taxes  paid  by  the  poor  and  in  this  regard  are  critically  examining  the 
Social  Security  payroll  taxes.  They  point  out  that  the  employee  tax  is  applied 
to  the  first  dollar  of  wages  without  regard  for  family  size  and  is  proportional 
to  wages  covered,  all  in  contrast  to  the  income  tax.  As  a  consequence  the  present 
employee  payroll  tax  is  higher  than  the  income  tax  for  about  25  percent  of  the 
people  paying  social  security  tax.  Moreover,  this  is  wholly  apart  from  the  ques- 
tion of  the  incidence  of  the  employer  tax,  which  most  economists  believe  also 
to  fall  on  wages.  Of  course  the  benefits  of  the  Social  Security  system  are  paid 
in  a  progressive  manner.  But  the  scholars  are  questioning  whether  the  present 
poor  should  be  called  on  to  pay  taxes  to  provide  benefits  for  the  currently  re- 
tired, or  for  their  own  benefits  in  the  future.  Any  significant  increase  in  Social 
Security  benefits  is  thus  likely  to  involve  the  Congress  in  a  consideration  of  the 
impact  of  Social  Security  taxes  below  the  poverty  level. 

Somewhat  similar  concerns  could  well  play  a  part  in  any  congressional  con- 
sideration of  suggested  changes  looking  to  greater  use  of  indirect  taxation  in 
the  Federal  tax  structure.  Legislation  in  recent  years  has  involved  an  extensive 
cutback  of  Federal  excise  taxes,  leaving  this  type  of  taxation  largely  to  States 
and  cities  and  strengthening  the  role  of  the  income  tax  in  the  Federal  structure. 
This  concentration  on  the  income  tax  at  the  Federal  level  has  brought  its  fiscal 
policy  benfits,  for  the  United  States  has  shaped  that  tax  into  a  measure  that 
can  be  promptly  responsive  to  our  fiscal  needs,  unlike  the  income  tax  structures 
in  most  countries.  And  we  are  steadily  improving  the  equity  of  the  tax.  In  some 
business — and  academic — circles,  consideration  is  being  given  to  adding  a  mass 
sales  tax  at  the  Federal  level,  be  it  a  retail  sales  tax  similar  to  our  State  taxes 
or  a  value-added  tax  which  would  have  the  same  economic  effect.  The  thought 
generally  is  to  substitute  this  for  a  part  of  the  corporate  tax.  Others  have 
asserted  this  would  shift  the  burden  of  the  tax  dollars  involved  from  corpoi-ations 
and  their  shareholders  to  the  consumer,  and  thus  to  the  poor  to  the  extent  of 
their  share  in  consumption.  In  their  view  a  sales  tax  is  clearly  more  regressive 
than  an  income  tax,  and  while  measures  perhaps  can  be  considered  to  lessen 
the  regressivity  of  the  sales  tax,  those  measxires  would  complicate  its  adminis- 
tration. They  would  thus  contend  such  a  move  to  a  sales  tax  at  the  Federal  level 
would  be  inconsistent  with  efforts  to  relieve  the  poor  of  their  income  tax  bur- 
dens. Congress  may  perhaps  find  itself  at  some  later  date  involved  in  this 
debate  which,  again,  is  still  pretty  much  confined  to  research  circles  and  some 
business  groups. 

Poverty  and  tax  expenditures. — Another  facet  of  the  attacks  on  poverty  and 
the  urban  crisis  is  the  realization  that  all  levels  of  Government  will  be  required 
to  .spend  increasingly  larger  sums  on  .social  programs.  This  being  so,  the  broad 
questions  to  be  answered  are  the  nature  of  these  expenditures  and  the  amounts 
to  be  spent.  The  relationship  of  the  latter  question  to  the  t^x  system  is  clear,  but 
even  the  first  question  has  a  direct  bearing  on  the  tax  structure.  For  many  of  the 
suggested  expenditures  have  a  tax  connotation. 

There  has  been  considerable  academic  interest  and  increasing  business  interest 
in  our  whole  public  assistance  or  welfare  sy.stem.  As  an  illustration,  the  recent 
"Report  from  the  Steering  Committee  of  the  Arden  House  Conference  on 
Public  Welfare"  states  that : 

"The  present  system  of  public  assistance  does  not  work  well.  It  covers  only  8 
million  of  the  30  million  Americans  living  in  ])overty.  It  is  demeaning,  ineflScient, 
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inadequate,  and  has  so  many  disincentives  built  into  it  that  it  encourages  con- 
tinued dependency. 

"It  should  be  i-eplaced  with  an  income  maintenance  system,  possibly  a  negative 
income  tax,  which  would  bring  all  30  million  Americans  up  to  at  least  the 
official  Federal  poverty  line.  Such  a  system  should  contain  strong  incentives  to 
work,  try  to  contain  regional  cost  of  living  differentials,  and  be  administered  by 
the  Internal  Revenue  Service  to  provide  greater  administrative  efficiency  and 
effectiveness  than  now  exists." 

Other  groups  or  individuals  have  also  called  for  an  income  maintenance 
system,  as  a  complement  to  or  perhaps  as  an  evolution  of  an  improved  welfare 
system.  The  President's  Committee  on  Income  Maintenance  is  now  considering 
this  whole  subject. 

Essentially  an  income  maintenance  system  is  an  expenditure  program,  even 
when  it  has  the  name  and  design  of  a  negative  income  tax.  For  a  negative  income 
tax  calls  for  payments  to  people  below  a  designated  level  of  need.  The  payments 
by  the  Government  decrease  as  the  individuals'  incomes  come  closer  to  that 
level.  Once  they  reach  that  level  and  the  individuals  become  taxpayers,  they  have 
passed  from  the  negative  tax  stage  (payments  of  money  to  them)  to  the  posi- 
tive or  traditional  income  tax  stage  (payments  of  tax  by  them).  The  degree  of 
association  to  the  traditional  income  tax  depends  on  the  relationship  of  the  level 
of  need,  below  which  payments  are  made  by  Government,  to  the  levels  (deter- 
mined by  personal  exemptions  and  the  minimum  standard  deduction)  governing 
positive  income  tax  payments;  the  extent  to  which  the  "negative  income"  (the 
amount  by  which  actual  income  falls  below  the  level  of  need)  is  measured  by 
concepts  and  definitions  of  income  now  used  in  the  income  tax ;  and  the  extent 
of  participation  by  the  Internal  Revenue  Service  in  the  administration  of  the 
payments  to  the  individuals. 

Intense  exploration  of  the  income  maintenance  line  of  approach — how  would 
it  be  administered  and  effectuated,  what  is  the  effect  on  incentives  to  work, 
what  is  the  relationship  to  welfare  programs — will  clearly  be  helpful  to  the 
Congress  when  it  comes  to  consider  such  proposals.  The  need  for  intense  explora- 
tion is  increased  by  the  fact  that  there  are  competitors  for  the  large  expenditure 
dollars  involved  in  that  line  of  approach.  One  competitor,  for  example,  has  the 
general  name  of  "tax  sharing"  to  cover  a  variety  of  measures  by  which  Federal 
tax  revenues  would  be  allocated  in  the  large,  with  as  few  restrictions  as  pos- 
sible, to  States  and  (or?)  local  governments.  Under  this  approach  one  pro- 
posal is  to  automatically  allocate  a  percentage  of  the  Federal  individual  income 
tax  base  each  year  to  State  and  local  governments.  Other  proposals  operate  in- 
directly by  providing  for  a  substantial  credit  against  Federal  individual  income 
tax  liabilities  for  State  income  taxes  (and  perhaps  other  forms  of  State  tax) 
thereby  permitting  the  States  to  use  and  raise  these  taxes  since  their  impact  will 
be  borne  by  Federal  revenues  to  the  extent  of  the  credit. 

In  addition  to  the  competitor  of  tax  sharing,  there  is  the  competitor  of  direct 
Federal  expenditures  for  specific  purposes,  such  as  slum  clearance,  urban  trans- 
portation, manpower  training,  rental  housing,  health  services,  education,  ixtllu- 
tion  control,  and  so  on — the  whole  range  of  present  programs  and  those  pressing 
to  get  on  the  existing  list. 

However  the  priorities  come  out,  expenditure  programs  require  funds.  "Which- 
ever route  or  combination  of  routes  is  chosen,  the  quantitative  impact  on  budget 
policy  and  on  tax  policy  is  obvious.  The  sums  involved  are  very  large,  but  so 
are  the  resources  of  the  United  States.  Each  year  our  growth  at  full  employ- 
ment increases  our  total  Federal  revenues,  including  the  trust  fund  taxes,  by 
$12  billion — an  asset  which  iinderscores  the  vital  need  to  remain  a  full  employ- 
ment economy.  Hopefully,  the  post-Vietnam  climate  will  permit  defense  ex- 
penditures to  drop  to  lower  levels,  thereby  releasing  budget  space  so  to  speak 
to  these  domestic  areas.  We  will  have  to  carefully  weigh  the  balance  to  be  struck 
between  the  levels  of  Federal  tax  burden,  and  thus  the  consequent  amount  of 
Federal  expenditures,  and  the  income  of  the  private  sector.  This  balance  be- 
tween private  sector  and  public  sector  will  involve  many  considerations — the 
combination  of  profit  incentives,  savings  and  consumer  demand  needed  to  achieve 
a  continuing  full-employment  economy ;  the  degree  to  which  the  private  sector 
can  effectively  participate  in  solving  our  urban  crisis  and  other  social  problems ; 
the  degree  and  rate  at  which  Federal  funds  can  be  wisel.v  spent. 

In  making  these  decisions  we  should  keep  in  mind  that  taxes  absorb  a  smaller 
portion  of  gross  national  product  in  the  United  States  than  in  any  other  in- 
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dustrialized  country  with  the  exception  of  Japan  and  Switzerland — in  1966  it 
was  28.9  percent  of  GNP  in  the  United  States  compared  to,  for  example,  38.6 
percent  in  France,  34.8  percent  in  Gei-many,  and  31.3  percent  in  the  United  King- 
dom. We  rank  about  twelfth  among  the  industrialized  countries.  (Thi.s  is  not  the 
place  to  consider  whether  there  is  a  clear  association  between  the  level  of  taxes 
and  the  rate  of  growth  in  the.se  economies — a  recent  study  concluded  that  the  data 
permit  no  clear-cut  support  or  refutation  of  any  deductive  argument  one  chooses 
to  pronounce  about  that  relationship.  And  thinking  back  to  the  earlier  di-scussion 
on  sales  taxes  and  poverty,  there  is  the  same  lack  of  data  on  the  relationship 
between  the  proportion  of  direct  and  indirect  taxes  and  growth  rates.  While  many 
in  the  United  States  are  fond  of  pointing  to  the  greater  j^roportion  of  indirect 
taxes  in  European  economies  and  saying  we  should  emulate  them,  there  is  just 
as  much  cause  on  grounds  of  economic  growth  (and  more  on  grounds  of  equity) 
to  say  they  should  emulate  us.)  But  an  interesting  statistic  not  u.sually  con- 
sidered is  that,  with  defense  expenditures  excluded,  the  United  States  spends 
considerably  less  of  its  tax  revenues  on  domestic  programs  than  do  those  coun- 
tries. 

We  cannot  measure  the  welfare  of  the  American  people  by  the  smallness  of 
the  taxes  that  they  pay.  At  the  present  time  they  would  be  treated  ill  if  we 
were  to  hold  taxes  down  and  forgo  the  10  percent  surcharge  but  leave  them  with 
accelerating  inflation,  climbing  interest  rates,  an  unstable  boom,  and  a  weaken- 
ing of  our  international  economic  and  financial  position.  And  in  the  future  they 
will  be  badly  served  if  we  were  to  press  for  lower  and  lower  tax  burdens  but 
leave  our  country  with  the  unfairness  and  ills  of  poverty  and  with  the  urban 
neglect  and  other  social  blights  that  we  see  today. 

Expenditures  and  efficiency — and.  tax  incentives. — Any  sober  appraisal  of 
our  needs  in  the  future  will  certainly  enforce  the  view  that  there  is  no  room 
for  wa.stage  and  ineflBciency  in  our  expenditure  programs.  Our  resources  are 
very  large  but  not  so  large  that  they  can  be  spent  wastefully.  Expenditure  control 
in  the  sense  of  a  careful  appraisal  of  the  costs  and  benefits  of  alternative  pro- 
grams must  be  a  constant  feature  of  our  budget  policy.  And  we  mxist  clearly  learn 
more  about  techniques  to  measure  the  costs  and  benefits  of  social  programs 
to  enable  us  to  apply  such  expenditure  control  wisely. 

A  significant  part  of  expenditure  control  must  be  a  willingness  to  openly 
recognize  the  amounts  being  expended  by  Government,  and  not  to  bury  amounts 
by  disguising  them.  The  Federal  Government  can  expend  funds  in  many  ways — 
through  direct  grants,  through  guarantees,  through  loans,  through  interest 
sub.-idies,  and  through  tax  incentives  and  preferences.  Unless  the  Federal  cost 
is  identified  no  matter  what  the  route,  then  there  will  inevitably  be  a  drive 
to  use  the  route  that  keeps  the  cost  hidden. 

The  interest  expressed  in  some  quarters  today  for  tax  incentives  to  cure 
social  problems  can  dangerously  weaken  our  ability  both  to  control  Federal 
expenditures  and  to  make  them  efficient,  in  addition  to  the  damage  it  would  do 
to  our  tax  structure. 

We  of  course  do  have  tax  subsidies  presently  existing  in  our  tax  laws.  I 
have  elsewhere  ob.served  that  through  deliberate  departures  from  accepted  con- 
cepts of  net  income  and  throxigh  various  special  exemptions,  deductions  and 
credits,  our  tax  sy.stem  does  operate  to  affect  the  private  economy  in  ways  that 
are  usually  accomplished  by  expenditures — in  effect  to  produce  an  expenditure 
system  described  in  tax  language.  I  called  these  items  "tax  expenditure","  and 
indicated  that  the  amounts  spent — i.e..  the  tax  revenue  lost — through  these 
tax  expenditure  programs  should  be  set  forth  in  a  meaningful  way  in  the 
Federal  budget.  We  would  thereby  be  able  clearly  to  see  what  are  the  total 
Federal  funds  going  to  the  various  activities  affected,  and  not  just  the  amounts 
shown  in  the  Budget  as  direct  appropriations  and  expenditure;?.  For  these  tax 
expenditures  can  be  classified  along  customary  budgetary  lines :  assistance  to 
busines.?.  natural  resources,  agriculture,  aid  to  the  elderly,  medical  assistance, 
aid  to  charitable  institutions,  and  so  on.  Moreover,  the  amounts  involved  are 
quite  large,  reaching  in  several  of  thes^e  areas  into  the  billions. 

Since  the  tax  expenditure  programs  are  imbedded  in  the  revenue  side  of  the 
Budget  and  their  cost  is  not  disclosed,  they  go  essentially  unexamined  for  long 
periods,  in  contrast  with  direct  expenditures.  Their  efficiency,  in  the  sense  of 
benefits  obtained  for  Government  and  the  public  as  compared  with  amounts 
expended,  is  thus  not  compelled  to  meet  the  rigid  tests  we  are  now  developing 
and  applying  to  direct  Budget  expenditures.   They  are  not  affected  by  Con- 
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gressional  efforts  to  obtain  "expenditure  reduction" — they  are  outside  the  scope 
of  the  $6  billion  reduction  in  the  pending  tax  bill.  They  thus  fall  in  the  class 
of  the  uncontrollable  expenditures  of  Government.  I  doubt  that  any  of  these 
special  tax  treatments  could  stand  the  scrutiny  of  careful  program  analysis,  and 
I  doubt  that  if  these  were  direct  expenditure  programs  we  would  tolerate  for 
very  long  the  ineflBciencies  that  such  program  analysis  would  reveal. 

Moreover,  these  inefficiencies  have  serious  ramifications  apart  from  the 
budget.  They  have  caused  some  activities,  such  as  building  construction  and 
ownership  for  example,  in  many  cases  to  be  engaged  in  solely  on  an  aftertax 
basis.  But  a  business  in  which  the  before-tax  profit  is  low  or  meaningless  and 
which  becomes  attractive  only  because  special  tax  treatment  for  that  business 
makes  the  aftertax  profit  quite  attractive  must  surely  give  us  pause  as  to  the 
justification  for  the  tax  incentive  and  the  way  it  is  provided.  Especially  is  this 
so  since  the  aftertax  profit  is  attractive  only  for  those  who  have  income  from 
other  activities  sufficient  to  permit  full  utilization  of  those  special  benefits.  In 
large  part  this  situation  compounds  our  problems  In  the  housing  field,  for  it  is 
difficult  to  achieve  efficient  use  of  direct  Government  assistance  for  high 
priority  housing  programs  when  the  funds  represented  by  special  tax  treatment 
continue  to  subsidize  a  whole  variety  of  other  building  activities.  There  is  irony 
in  proposed  programs  to  promote  private  housing  for  the  poor  and  low  income 
groups  by  providing  tax  benefits  that  would  enable  doctors  and  lawyers  and  other 
investors  to  become  tax  millionaires  through  these  benefits.  We  should  be  able 
to  do  better  than  that  in  our  use  of  Government  funds,  even  in  solving  social 
problems. 

This  does  not  mean  that  private  enterprise  should  not  participate  in  social 
programs  and  earn  a  proper  profit.  Indeed,  as  many  in  business  themselves  feel, 
the  best  way  for  business  to  participate  is  through  the  profit  motive.  Nor  of 
course  does  this  mean  that  Government  should  avoid  participation  in  these  social 
programs.  There  is  no  inconsistency  between  the  participation  of  business  func- 
tioning as  business — to  earn  a  profit — and  Government  functioning  as  Govern- 
ment to  obtain  those  business  services  which  private  consumers  cannot  themselves 
obtain.  Government  spends  huge  sums  for  defense  materials  and  services  and 
business  participates  as  business  in  supplying  the  items  sought.  Our  space  program 
functions  in  the  same  manner.  Neither  requires  a  tax  incentive  to  obtain  the 
participation  of  business.  If  we  do  not  grant  tax  credits  to  those  who  build  space 
capsules  when  we  need  them,  or  planes,  or  guns,  or  other  weapons,  why  must  we 
grant  tax  credits  to  companies  to  provide  the  manpower  training  we  need,  or 
build  the  plants  in  the  distressed  areas,  or  build  the  houses  we  want?  Why  should 
business  falter  and  forget  its  traditions  and  functions  when  it  comes  to  its  role 
in  meeting  our  social  goals?  Why  should  it  cease  to  stress  fair  profits  and 
recompense  as  the  basis  of  its  participation  and  instead  stress  tax  incentives? 

We  are  entering  into  an  era  in  which  Government  will  be  seeking  to  purchase 
new  types  of  goods  and  services  from  the  business  community — in  manpower 
training,  in  housing,  in  urban  development,  and  so  on.  There  is  no  reason  why 
Government  and  business  should  not  seek  to  utilize  and  adapt  for  these  fields 
the  experience  and  techniques  developed  in  achieving  successful  purchasing 
programs  in  defense,  space  and  other  areas  of  Government  procurement.  The 
President's  recommendations  on  hard  core  unemployment  follov/  this  path.  More- 
over, other  techniques  can  be  devised.  If  a  Government  subsidy  in  the  form  of  a 
grant  is  needed  in  connection  with  a  project  on  which  there  is  no  direct  Grovern- 
ment  procurement,  then  companies  bidding  on  the  project  can  state  the  subsidy 
they  think  necessary  and  the  contract  can  go  to  the  bidder  who  needs  the  lowest 
subsidy. 

Conclusion 

I  have  attempted  to  describe  some  of  the  current  events  that  could  well  affect 
the  legislative  involvement  in  the  tax  field  in  the  years  ahead.  As  in  any  other 
field  concerning  Government,  issues  are  difficult  to  resolve  and  the  solutions  hard 
to  shape.  We  clearly  need  all  the  data  and  analysis  that  can  be  made  available 
to  assist  in  meeting  these  problems.  We  in  the  Treasury  do  our  best  to  prepare 
for  the  future  and  to  see  that  information  will  be  at  hand  when  the  legislative 
involvement  occurs.  But  our  resources  are  few  indeed  and  our  knowledge  and 
wisdom  have  their  limits. 

The  task  of  preparation  is  thus  a  task  for  all  who  have  a  concern  for  the  wise 
solution  and  who  have  experience,  information  and  insight  to  contribute  to  that 
solution.  Among  the  great  resources  of  our  country  is  its  diversity  of  talent  and. 
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experience  in  so  many  sectors  and  institutions — business,  labor,  Government, 
academic,  foundations,  social  organizations,  and  many  more — and  the  ability 
through  so  many  avenues  of  calm  interchange  to  explore  and  compare  our 
knowledge.  And  so  there  is  hope  that  in  the  tax  field,  as  elsewhere,  working 
together  we  will  achieve  the  wisest  solutions  that  our  collective  knowledge 
can  provide. 

Exhibit  28. — Remarks  by  Assistant  Secretary  Surrey,  June  18,  1968,  before  the 
Computers  and  Taxes  Conference,  National  Law  Center,  George  Washington 
University,  on  a  computer  study  of  tax  depreciation  policy 

The  Treasury  Department  in  its  tax  activities  has  been  steadily  expanding 
the  use  of  computer  technology. 

Over  the  years  speakers  from  the  Internal  Revenue  Service  have  discussed 
with  you  in  considerable  detail  the  use  of  computer  technology  for  handling 
upwards  of  100  million  taxpayer  accounts  and  for  matching  tax  returns  with 
information  documents. 

The  computer  is  also  being  extensively  used  to  develop  estimates  of  the 
characteristics  of  our  taxpaying  population,  which  estimates  must  necessarily 
be  an  important  background  to  tax  policy  decisions.  At  one  level  this  has 
meant  a  mechanization  of  the  process  of  developing  Statistics  of  Income.  At 
another  level,  it  has  involved  the  creation  of  models  to  simulate  the  tax- 
paying  iK)pulation  under  alternative  tax  laws.  On  a  previous  occasion  I  dis- 
cussed with  you  our  individual  income  tax  model,  which  provides  a  flexible 
tool  of  analysis  for  investigating  how  tax  burdens  would  be  altered  through- 
out the  whole  population  of  taxpayers  under  alternative  changes  in  the  tax 
law.  Similar  tax  models  have  been  created  for  the  estate  tax  population  and 
the  corporation  tax  population.  They  have  been  of  great  assistance  in  our 
research  on  tax  policy  issues. 

In  another  area  we  have  become  more  deeply  involved  in  the  use  of  econ- 
ometric models  for  forecasting  the  aggregate  economy.  Many  of  you  are  gener- 
ally aware  of  the  work  done  in  this  field  as  it  has  been  carried  forward 
through  successively  complex  models,  such  as  the  Brookings-SSRC  model. 
Our  experience  to  date  indicates  the  desirability  of  developing  a  family  of 
relatively  smaller  models  each   designed  to  answer  specific  policy  questions. 

If  econometric  models  are  to  be  used  for  policymaking,  they  must  have 
the  capability  of  providing  results  quickly  for  a  variety  of  policy  inputs  and 
for  changes  in  exogenous  variables.  They  also  must  be  designed  to  produce 
quarterly  data  since  policy  positions  must  be  reviewed  and  formulated  more 
frequently  than  once  a  year. 

Under  these  circumstances,  very  large  econometric  models  which  run  into 
100  equations  or  so  appear  to  involve  quite  substantial  technological  problems 
in  providing  the  necessary  flexibility.  Also,  policymakers  do  tend  to  focus  on 
a  relatively  limited  set  of  variables  that  might  be  important  to  a  particular 
policy  problem,  and  we  believe  that  somewhat  smaller  models  adapted  to 
specific  problems  seem  to  offer  a  greater  prospect  of  providing  the  flexibility 
and  the  short  tum-around  time  necessary  for  practical  policymaking.  Thus, 
in  a  particular  situation  where  decisions  about  the  investment  credit  might  be 
pertinent,  a  model  involving  rather  specific  investment  behavioral  equations 
may  be  necessary.  In  other  situations,  a  model  which  treats  investment  as 
largely  exogenous  might  be  quite  satisfactory. 

All  of  these  areas  emphasize  in  one  way  or  another  some  aspects  of  the 
aggregate  economy,  and  it  is  this  multiplicity  of  circumstances  in  the  real 
world  that  drives  ns  to  using  computers. 

Depreciation  study 

Gcne)-al  summary. — I  would  like  to  talk  today  primarily  about  a  use  of 
computer  technology  to  investigate  in  detail  a  more  specific  kind  of  tax 
policy  issue,  namely,  depreciation  for  tax  piirposes.  We  are  now  preparing  for 
publication  later  this  year  our  3-year  study  of  this  subject. 

This  study  is  of  particular  interest  for  several  reasons.  The  subject  matter 
itself,  tax  dei)rociation,  has  been  a  remarkably  persistent  discussion  topic  in 
tax  policy.  The  methodology  of  the  study  represented,  for  us,  a  new  kind 
of  applirntion  of  the  computer.  Finally,  we  think  the  study  reaches  a  clear 
conclusion,   something  that  cannot  always  be   said  about  research. 
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We  can  pick  up  the  perpetual  debate  on  depreciation  as  of  1962.  In  that 
year  the  Treasury  announced  its  depreciation  guidelines,  which  provided 
suggested  depreciation  lives  for  business  assets  grouped  into  about  75  classes. 
These  lives  w^ere  considerably  shorter  than  the  lives  most  business  firms  had 
been  taking  for  tax  purposes  under  prior  administrative  practices  and 
procedures. 

Another  part  of  the  Treasury  announcement  in  1962  vi^as  the  reserve  ratio 
test,  an  administrative  technique  to  determine  that  the  tax  life  used  by  the 
taxpayer,  even  if  it  came  from  the  depreciation  guidelines,  was  realistic  for 
him,  that  is,  generally  corresponded  to  his  actual  replacement  cycle. 

At  all  times  during  the  Treasury  consideration  of  this  matter,  the  neces- 
sity for  realism  in  tax  depreciation  writeoffs  was  always  insisted  upon  for  the 
long  run.  Nevertheless,  in  1962  a  3-year  moratorium  on  the  application  of  the 
reserve  ratio  was  provided,  and  in  1965  a  tapered  application  of  the  reserve 
ratio  test  was  allowed.  In  effect,  taxpayers  were  given  the  temporary  oppor- 
tunity to  lower  their  taxes  by  using  the  shorter  guideline  lives  without  a  full 
application  of  the  reserve  ratio  test.  This  opportunity  was  in  the  longer 
run  conditioned  on  their  using  these  tax  savings,  and  the  savings  from  the 
investment  credit,  also  adopted  in  1962,  to  increase  their  rate  of  modernization 
and  thereby  come  into  conformity  with  guideline  lives.  These  lives  were  never 
intended  to  be  provided  or  available  to  taxpayers  without  the  quiA  pro  quo  of 
those  taxpayers  keeping  actual  replacement  cycles  commensurately  short  or 
reducing  them  accordingly.  Tax  depreciation  was  intended  to  be  realistic.  The 
reserve  ratio  test  was  designed  to  achieve  this  end,  while  avoiding  the  ad- 
ministrative difficulties  prevalent  prior  to  1962. 

In  the  last  6  years  discussion  about  depreciation  has  focused  on  the  Treasury's 
emphasis  on  realism  in  depreciation  as  implemented  by  the  reserve  ratio  test.  On 
one  hand,  that  test  was  criticized  as  inefficient  and  capricious  in  its  results.  On 
the  other  hand,  it  was  argued  that  in  principle  realism  should  not  be  a  standard 
and  that  the  guideline  depreciation  lives  ought  to  be  available  to  a  taxpayer  even 
if  his  own  actual  replacement  cycle  was  considerably  longer. 

Tins  two-handed  assertion  deserved  serious  investigation.  A  project  was  devel- 
oped within  Treasury  to  investigate  this  issue  and  in  particular  to  focus  on  two 
basic  questions: 

First,  does  the  need  for  tax  equity  and  neutrality  between  similarly  situated 
taxpayers  justify  a  serious  effort  to  keep  depreciation  deductions  realistic? 

Second,  is  the  reserve  ratio  test  an  efficient  indicator  of  the  realism  of  the  depre- 
ciation life  for  a  particular  taxpayer? 

This  study  was  carried  out  by  Richard  Pollock  of  the  Treasury's  Office  of  Tax 
Analysis  with  the  assistance  in  model  design  of  the  Consad  Research  Corp.  of 
Pittsburgh  and  New  York.  The  study  is  now  complete  and  will  be  published  later 
this  year  as  another  in  the  series  of  Treasury  Tax  Policy  Research  Studies. 

The  study — in  summary — confirmed  the  expectations  and  analysis  behind  the 
original  1962  depreciation  reform.  The  answers  that  were  reached  on  the  above 
two  questions  are : 

(1)  Realistic  tax  depreciation  is  important  from  an  equity  point  of  view,  in 
that  a  tax  depreciation  policy  which  does  not  insist  on  linking  tax  lives  to  actual 
replacement  lives  would  result  in  an  intolerable  cost  in  terms  of  inequities 
between  similarly  situated  taxpayers.  This  clearly  suggests  that  the  tax  depreci- 
ation provisions  of  tiie  Code  should  not  be  utilized  for  implementing  tax  incentive 
programs,  since  unrealistic  depreciation  would  in  turn  result  in  the  creation  of 
unrealistic  taxable  income  measurements.^ 


1  We  may  note,  as  an  aside,  that  this  undesirability  of  the  use  of  the  depreciation  deduction 
for  investment  incentive  purposes  does  not  mean  that  a  tax  system  cannot  involve  such 
incentives  if  they  are  thought  desirable.  Under  our  present  rules,  the  investment  credit 
operates  as  an  inducement  to  modernization  and  expansion  of  machinery  and  equipment. 
The  difference  in  effect  and  operation  of  such  a  device  from  the  use  of  depreciation  policy  to 
the  same  end  is  clear.  The  investment  credit  does  give  Taxpayer  A  who  has  purchased  a 
new  machine  a  tax  rate  lower  than  that  of  Taxpayer  B  who  has  not  purchased  a  new  ma- 
chine, and  it  does  so  because  it  is  designed  to  serve  the  national  goal  of  expanding  and  mod- 
ernizing our  productive  capacity  through  new  machines.  If  Taxpayer  B  purchases  a  new 
machine,  he  also  would  get  the  credit.  tJnrealistic  depreciation,  however,  would  mean  that 
if  both  taxpayers  had  bought  new  machines  and  both  had  the  same  actual  replacement 
cycles — and  thus  had  equally  contributed  to  that  national  goal — Sitill  Taxpayer  A  by  using 
an  unrealistic  shorter  tax  life  would  pay  lower  taxes  than  Taxpayer  B.  Or,  if  both  are  using 
the  same  tax  life,  but  Taxpayer  A's  actual  replacement  life  is  longer  than  that  but  Tax- 
payer B's  is  the  same  as  the  tax  life,  then  here  also  Taxpayer  A  would  be  receiving  a  lower 
tax  rate  without  any  larger  contribution  to  the  national  goal. 
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(2)  The  existing  reserve  ratio  test  does  serve  as  a  fair  and  eflScient  administra- 
tive technique  to  enforce  the  correspondence  between  actual  depreciation  lives 
and  tax  depreciation  lives  which  is  necessary  for  the  realistic  and  meaningful 
determination  of  taxable  income.  The  study  disclosed  some  relatively  minor  situ- 
ations where  this  would  not  be  the  case,  and  these  are  now  being  remedied  as  a 
result  of  the  study. 

The  conceptual  issues. — Tax  depreciation  attempts  to  reach  the  same  goal 
which  good  accounting  depreciation  seeks,  namely,  a  reasonable  and  realistic 
distinction  between  the  return  of  capital  and  the  return  on  capital,  so  that  income 
of  a  year  can  be  meaningfully  described.  If,  over  the  life  of  an  asset,  the  excess 
of  receipts  over  operating  costs  that  is  generated  covers  no  more  than  the 
initial  capital  cost,  then  the  asset  has  not  generated  net  income. 

But  more  detail  is  necessary.  Both  tax  depreciation  and  accounting  depreci- 
ation must  spread  the  charge  for  depreciation  over  a  number  of  years.  Very 
clearly,  a  taxpayer  obtains  an  advantage  if  he  can  obtain  his  depreciation  deduc- 
tions, that  is,  his  tax-free  income  from  the  asset  early  in  time  rather  than  later. 
Tiie  reason  for  this  is  at  the  heart  of  the  tax  depreciation  issue :  time  is  money. 

Obviously,  you  would  not  lend  somebody  a  dollar  today  as  a  business  arrange- 
ment if  he  promised  to  return  only  the  same  amount  to  you  one  year  from  now. 
You  would  not  make  an  arm's  length,  interest-free  loan.  In  effect,  early  depreci- 
ation— depreciation  that  is  more  rapid  than  realistic  depreciation — is  like  an 
interest-free  loan  from  the  Government.  As  the  result  of  being  able  to  pay  lower 
taxes  in  the  early  years  of  the  asset's  use  in  return  for  paying  more  taxes  in  the 
later  years,  the  taxpayer  taking  depreciation  early  will  have  more  funds  avail- 
able to  him  to  invest  in  his  business  without  any  interest  charge  for  those  funds. 

A  taxpayer  who  actually  replaces  his  equipment  on  a  10-year  cycle  would  get 
the  advantage  of  early  depreciation  if,  say,  a  7-year  tax  life  was  available  to 
him  without  regard  to  that  replacement  cycle.  He  would  have  an  artificial,  tax- 
generated  financial  advantage  over  another  taxpayer  who  replaces  on  a  10-year 
cycle  and  uses  a  tax  life  of  10  years. 

But  how  much  better  off  would  he  be?  The  measurement  of  this  advantage  over 
the  long  run  under  each  of  the  many  options  for  calculating  depreciation  and  the 
different  ways  of  measuring  profits  and  effective  tax  rates  is  one  main  objective 
of  the  depreciation  study. 

Assume  for  the  moment  that  these  two  taxpayers  with  10-year  actual  lives  are 
using  straight-line  depreciation  and  have  a  before-tax  internal  rate  of  return  of 
15  percent.  In  the  case  of  the  taxpayer  who  is  conforming,  i.e.,  actual  10-year  life 
equal  to  10-year  tax  life,  his  aftertax  rate  of  return  will  be  7.3  percent.  But  the 
taxpayer  who  is  using  the  7-year  tax  life  would  thereby  increase  that  7.3  percent 
aftertax  rate  of  return  to  8.5  percent,  a  16-percent  increase  in  the  aftertax  rate 
of  return. 

The  percentage  increase  in  the  aftertax  rate  of  return  resulting  from  a  short- 
ening of  the  appropriate  tax  life  will  vary  with  the  circumstances.  The  greater 
the  shortening,  the  larger  the  resulting  percentage  increase  in  the  aftertax  rate 
of  return.  The  change  illustrated  here  was  a  30-percent  reduction  from  10  years 
to  7  years.  While  illustrative,  it  might  be  considered  fairly  representative  of  the 
difference  in  lives  that  would  develop  between  identical  taxpayers  in  a  system  of 
arbitrary  depreciation  lives  unrelated  to  actual  lives. 

This  analysis  of  the  point  that  the  timing  of  depreciation  deductions  can  make 
an  important  difference  in  tax  payments,  and  hence  in  financial  consequences,  is 
standard  in  the  economic  literature.  The  analysis  is  typically  worked  out,  how- 
ever, in  terms  of  simple  models  of  one  asset  which  entails  only  a  few  desk  calcu- 
lations. The  more  important  conceptual  issue  that  we  needed  to  explore  is  how 
much  of  a  difference  in  aftertax  profits  the  timing  of  depreciation  would  make, 
in  the  long  run,  in  typically  complex  business  situations  if  the  taxpayer's  tax 
depreciation  differed  significantly  from  his  actual  replacement  cycle.  In  the  long 
run  is  this  advantage  largely  washed  out  as  taxpayers  go  through  later  years 
with  largely  depreciated  assets? 

Closely  related  to  this  question  is  the  question  of  how  will  we  in  fact  know 
whether  the  tax  life  and  actual  life  match  or  not.  The  reserve  ratio  test  was 
designed  to  answer  this  question  and  to  give  us  this  information.  That  test  has 
been  criticized,  however,  on  the  grounds  that  in  typically  complex  business  situa- 
tions involving  things  like  irregular  growth,  retirement  dispersion,  and  the  like, 
the  test  will  give  a  large  number  of  wrong  signals  and  assert  that  a  taxpayer 
is  failing  the  test  when  actually  his  replacement  cycle  does  in  fact  match  his 
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tax  life.  It  was  also  argued  that  on  occasion  the  reserve  ratio  tests  would  pass 
a  taxpayer  when  in  reality  he  should  have  failed  the  test. 

The  exploration  of  these  assertions — the  testing  of  the  reserve  ratio  test  itself — ■ 
is  the  other  main  objective  of  the  depreciation  study. 

The  computer  study  of  depreciation. — The  focus,  then,  of  both  of  these  issues 
comes  down  to :  "How  will  things  work  out  in  typically  complex  business  situa- 
tions in  the  long  run?"  To  investigate  these  issues,  we  had  Consad  Research 
Corporation  design  a  business  simulation  model.  It  was  designed  to  describe 
the  experience  of  a  business  firm  over  a  period  of  50  years.  The  program  was 
structured  to  permit  the  introduction  of  a  large  number  of  characteristics  of 
this  business  firm,  so  as  to  give  us  some  confidence  that  we  had  investigated 
our  basic  questions  in  all  kinds  of  complex  business  situations. 

The  program  calculated  and  printed  out  the  actual  reserve  ratio  for  the  firm 
year  by  year  in  a  form  that  would  indicate  whether  it  passed  or  failed  the  reserve 
ratio  test.  It  also  printed  out  the  yearly  profitability  of  the  firm  on  a  before-tax 
and  aftertax  basis  on  a  variety  of  profitability  measures. 

The  study  consisted  of  multiple  runs  of  the  model  in  differing  situations  to 
answer  the  two  questions  cited  earlier :  Does  the  absence  of  realism  in  deprecia- 
tion tax  lives  generate  serious  inequities  between  taxpayers,  and  does  the  reserve 
ratio  test  accurately  test  the  realism  of  a  taxpayer's  depreciation  tax  life? 

Some  descriptive  detail  on  the  business  simulation  is  here  appropriate  to  deter- 
mine whether  it  captured  the  complexity  of  the  real  world. 

Our  business  is  first  assumed  to  use  a  tax  life  equal  to  the  actual  life  of  the 
asset,  and  then  the  tax  life  can  be  set  shorter  than  the  actual  life.  Also,  we  have 
to  assume  some  retirement  dispersion.  While,  say,  10  years  may  be  the  average 
life,  there  may  be  only  30  percent  or  40  percent  of  the  assets — say,  machine 
tools — acquired  in  any  year  which  actually  drop  out  after  a  10-year  period,  with 
the  other  machine  tools  dropping  out  sooner  or  later  than  10  years  depending 
upon  the  nature  of  the  retirement  dispersion  assumed.  It  is  also  necessary  to 
assume  various  growth  rates  and  growth  patterns,  and  to  assume  various  levels 
of  estimated  and  realized  salvage. 

This  information  is  required  to  simulate  over  time  the  depreciation  base  of  a 
firm.  But  in  the  complex  reality  of  the  tax  system  there  are  many  ways  to  com- 
pute the  depreciation  deduction  from  this  base. 

There  are  approximately  eight  different  depreciation  strategies  involving  dif- 
ferent mixes  of  writeoff  and  asset  grouping  techniques  that  can  he  used  by  the 
taxpayer.  The  taxpayer  could  use  item  accounting,  which  is  the  form  that  usually 
shows  up  in  illustrations,  together  with  either  the  straight-line  or  double  declin- 
ing balance  methods  of  writeoff.  Or  he  could  use  closed  end  multiasset  account- 
ing, with  straight  line,  double  declining  balance,  or  sum-of-the-years  digits 
methods  of  writeoff.  Or  he  could  use  open  end  multiasset  accounting,  with  any 
one  of  the  same  three  general  writeoff  patterns. 

The  model  also  needed  to  be  endowed  with  assumptions  that  would  permit  it 
to  generate  a  gross  income  against  which  to  use  the  depreciation  deductions.  The 
particularly  important  set  of  assumptions  here  was  a  set  which  described  alterna- 
tive ways  in  which  the  productivity  of  each  asset  declined  or  remained  stable 
during  its  useful  life.  Other  assumptions  specified  debt-equity  ratios,  the  cost 
of  capital,  and  the  like. 

Such  was  the  analytic  model.  Let  me  turn  now  to  the  answers  that  this  model 
gave  to  our  two  main  questions,  starting  witli  the  question  of  the  reliability  of 
the  reserve  ratio  test. 

Use  of  computer  model  to  test  validity  of  reserve  ratio  test 

FeasiMlity  of  the  test. — The  feasibility  of  the  reserve  ratio  test  can  be  evalu- 
ated in  terms  of  the  number  of,  or  the  absence  of,  unwarranted  failures — that  is, 
a  failing  under  the  reserve  ratio  test  by  a  simulated  taxpayer  whose  tax  life  is 
in  fact  equal  to  his  actual  life,  i.e.,  a  conforming  taxpayer,  and  therefore  one  who 
should  not  have  failed  the  test.  Similarly  the  test  should  not  permit  unwarranted 
passes  for  nonconforming  taxpayers.  If  a  comparison  of  the  actual  reserve  ratio 
with  the  permissible  reserve  ratio  generated  over  the  period  of  simulation  for 
any  defined  investment  situation  does  not  reveal  any  unwarranted  failures,  and 
few  unwarranted  passes,  the  reserve  ratio  test  can  be  deemed  to  be  a  feasible 
and  workable  test,  assuming  that  the  range  in  variety  of  investment  situations 
examined  has  been  sufliciently  wide  and  diverse  to  make  that  examination  really 
meaningful. 
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One  issue  investigated  therefore  was  whether  a  taxpayer  whose  replacement 
cycle  corresponded  to  his  tax  life  for  depreciation  would  pass  the  reserve  ratio 
test  through  all  of  the  50-year  simulation  period  without  suffering  any  unwar- 
ranted failure. 

The  rather  mechanical  and  straightforward  comparison  of  the  array  of 
actual  and  permissible  reserve  ratios  in  a  particular  simulated  business  in- 
vestment situation  could  be  obtained  under  the  model  as  many  times  as  was 
needed  to  investigate  the  possibility  of  unwarranted  failures  being  generated 
by  some  combination  of  assumed  real  investment  characteristics.  For  example, 
the  assumed  retirement  dispersion  and  the  assumed  degree  of  irregularity  in 
the  growth  pattern  could  be  changed,  alone  or  together,  to  determine  if  (>ither 
one  alone  or  in  operation  with  the  other  could  in  fact  generate  unwarranted 
failures,  as  some  of  the  critics  of  the  reserve  ratio  test  have  maintained.  Once 
the  assumptions  were  changed  and  fed  into  the  computer,  a  new  array  of 
actual  and  permissible  reserve  ratios  would  become  available,  thus  permitting 
a  new  comparison.  These  comparisons  were  also  varied  to  determine  if  there 
was  some  interaction  between  the  length  of  actual  life  and  the  degree  of  retire- 
ment dispersion  and  degree  of  irregularity  in  growth  pattern. 

All  these  comparisons  showed  that  unwarranted  failures  of  the  reserve  ratio 
test  never  occurred  after  the  buildup  period  of  a  closed  end  multiasset  account. 
That  test  proved  throughout  all  of  the  comparisons  to  be  a  reliable  indicator  of 
whether  tax  lives  were  conforming  to  actual  lives. 

Failures  did  occur  when  an  apparently  "conforming  taxpayer"  was  using  the 
open-end  SYD  method  of  depreciation.  The  factor  here  that  triggers  a  failure 
of  the  reserve  ratio  test  is  that  depreciation  has  been  excessive  because  of  a 
defect  of  this  grouping  method  rather  than  because  of  an  incorrect  tax  life. 
The  reserve  ratio  failure  is  in  fact  warranted,  because  the  grouping  method 
provides  excessive  depreciation  even  when  the  tax  life  is  correct.  We  are  con- 
sidering this  problem,  but  as  it  stands  at  the  moment,  the  benefits  of  the  new 
guideline  lives  are  being  denied  to  any  taxpayer  using  either  the  straight-line 
or  SYD  open  end  methods,  so  that  this  aspect  of  the  reserve  ratio  test  is  irrele- 
vant to  the  operation  of  the  guidelines. 

Additional  information  relevant  to  the  operation  of  the  reserve  ratio  test. — 
A  point  that  deserves  comment  here  is  that  under  present  rules  the  reserve  ratio 
test  is  structured  to  provide  a  leeway  of  about  20  percent.  This  means  that  a  tax- 
payer does  not  fail  the  test  until  his  reserve  ratio  exceeds  the  value  that  it 
would  be  expected  to  have  if  the  actual  life  was  20  percent  longer  than  the  tax 
life  being  used.  As  a  consequence,  if  a  taxpayer  uses  a  10-year  tax  life,  the 
question  arises  whether  he  could  deliberately  and  consistently  take  advantage 
of  the  20-percent  leeway  by  purposely  keeping  his  replacement  cycle  at  12  years 
and  still  pass  the  test.  The  study  indicated  that  in  such  cases  it  would  be  quite 
possible  that  the  reserve  ratio  test  would  be  failed.  However,  the  failure  would 
not  be  unwarranted  since  the  taxpayer  was  in  fact  not  conforming. ;  i.e..  he  did 
in  fact  have  an  actual  life  which  was  20  percent  longer  than  his  tax  life.  This 
means  simply  that  the  leeway  should  be  used  for  its  intended  purpose  of  taking 
care  of  mechanical  or  random  variations  in  the  data,  rather  than  being  regarded 
as  an  invitation  to  stretch  nonconformity  as  far  as  possible. 

If  a  taxpayer  doesn't  abuse  this  leeway  provision  and  instead  uses  a  tax  life 
approximately  equal  to  his  actual  life,  then  the  study  shows  he  would  not 
have  to  worry  about  suffering  an  unwarranted  failure  of  the  service  ratio  test 
even  under  some  of  the  more  severe  combinations  of  irregular  growth  and 
retirement  dispersion.  The  leeway  here  serves  its  intended  purpose  of  protect- 
ing the  conforming  taxpayer  from  an  unwarranted  failure.  And  the  actual 
simulations  indicated  not  only  that  unwarranted  failures  do  not  occur,  but  also 
that  the  conforming  taxpayer  has  an  average  margin  of  passage  of  the  test  which 
even  exceeds  the  average  leeway  by  an  appreciable  amount. 

Finally,  as  respects  the  validity  of  the  reserve  ratio  test,  the  study  showed 
that  a  nonconforming  taxpayer  whose  tax  life  is  more  than  20  percent  shorter 
than  his  replacement  cycle  will  rarely  pass  the  reserve  ratio  test — that  is,  the 
test  essentially  does  not  permit  unwarranted  passes. 

Use  of  computer  model  to  investigate  the  equity  issue 

Extension  of  single  asset  analysis  to  a  inultiassct  groivth  situation. — We  saw 
that  in  a  simple  10-year  life  single  asset  situation  the  reduction  of  the  tax 
life  from  10  years  to  7  yeai-s  could  increase  the  aftertax  internal  rate  of  return 
from  7.3  percent  to  8.5  percent   (assuming  that  the  before-tax  rate  of  return 
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was  15  percent).  This  improvement  in  the  rate  of  return  is  related  only  to  this 
single  asset,  and  would  occur  if  the  firm  acquired  the  asset  and  bought  no  other 
asset  either  before  or  after  this  particular  asset  was  retired. 

Our  problem  here,  again,  was  how  does  this  single  asset  analysis  work  out 
in  the  long  run  in  complex  business  situations?  Many  people  approaching  the 
depreciation  issue  have  intuitively  assumed  that  in  the  long  run  a  taxpayer  who 
uses  up  his  depreciation  rapidly  will  have  to  pay  the  piper.  His  depreciation 
basis  will  largely  be  gone  and  his  depreciation  deductions  will  quickly  decline. 
These  people  therefore  conclude  that  in  the  long  run  the  tax  advantage  of  rapid 
depreciation  cannot  be  very  great.  Whether  it  is  or  not — whether  this  intuitive 
assumption  is  really  correct — is  the  question  we  wanted  to  investigate  in  a 
systematic  and  thorough  way. 

The  heart  of  a  long  run  analysis  of  this  question  must  be  situations  involving 
multiple  assets  plus  growth. 

One  can  obtain  some  feel  for  the  impact  of  growth  by  considering  our  simple 
example  in  the  context  of  a  multiasset  growth  situation.  That  is.  assume  that 
one  taxpayer  has  a  stock  of  10-year  assets  w.hose  total  amount  was  growing  at 
about  5  percent  a  year.  Assume  also  that  he  was  depreciating  these  assets  at 
the  appropriate  10-year  life  and  using  straight-line  depreciation.  This  conform- 
ing taxpayer's  actual  reserve  ratio  at  the  end  of  any  year  after  the  build-up 
period  would  be  51  percent  (the  buildup  period  refers  to  the  first  replacement 
cycle,  when  those  machines  bought  initially  would  be  expected  to  need  replace- 
ment). That  is,  51  percent  of  the  taxpayer's  total  asset  cost — his  depreciation 
base — at  any  time  would  be  represented  by  the  accumulated  depreciation  deduc- 
tions that  had  been  taken  on  the  assets  on  hand. 

By  way  of  contrast,  take  a  taxpayer  in  an  identical  asset  situation — namely, 
a  stock  of  10-year  assets  growing  about  5  percent  a  year — but  assume  that  this 
taxpayer  is  using  a  7-year  tax  life  for  these  assets,  on  the  straight-line  method. 
After  the  buildup  period,  his  actual  reserve  ratio  will  be  65  percent  at  the  end 
of  any  particular  year.  The  difference  in  reserve  ratio  in  these  two  cases  amounts 
to  14  percentage  points. 

Even  before  the  rate  of  return  implications  in  the  two  situations  are  discussed, 
the  continuing  benefits  going  to  the  taxpayer  using  the  7-year  tax  life  are 
obvious.  The  14  percentage  point  difference  in  the  actual  reserve  ratios  means 
that  the  taxpayer  using  the  7-year  tax  life  has  recovered  that  additional  amount 
of  capital  tax  free.  For  him,  the  capital  cost  represented  by  his  depi'eciation  base 
is  65  percent  recovered,  while  the  depreciation  base  and  related  capital  of  the 
conforming  taxpayer  are  only  51  percent  recovered  at  any  given  time.  An  addi- 
tional tax-free  recovery  of  capital  amounting  to  14  percent  of  one's  capital  cost 
is  significant  on  its  face.  With  approximately  a  50-percent  corporate  income  tax 
rate  the  cumulative  tax  savings  resulting  from  the  rapid  depreciation  and 
consequent  faster  tax-free  recovery  of  capital  amount  to  about  7  percent  of  the 
capital  cost. 

We  can  see  in  this  multiasset  growth  situation  a  new  factor — a  permanence 
to  the  advantage  that  persists  over  the  life  of  the  business.  In  the  single-asset 
case  the  tax-free  recovery  created  in  the  early  years  of  the  asset's  life  must  be 
repaid  in  the  later  years.  The  recovery  is  thus  in  essence  a  loan — which  is 
interest-free  and  hence  an  advantage — but  this  loan  will  have  to  be  repaid  later 
in  the  life  of  an  asset  as  depreciation  deductions  decline.  But  in  the  multiasset 
case,  especially  with  growth,  the  tax-free  recovery  and  additional  capital  are 
in  effect  permanent,  as  long  as  the  stock  of  assets  remains  at  least  the  same 
size  or  grows.  The  loan  description  does  not  really  fit  this  permanent  addition 
to  capital,  unless  one  wants  to  call  it  a  "permanent  loan." 

The  explanation  of  this  effect  is  straightforward :  The  pattern  observed  for 
the  single  asset  case  still  persists  for  any  single  asset  in  the  multiasset  situation. 
However,  in  the  multiasset  situation  at  any  given  time  there  are  always  at  least 
as  many  assets  in  their  loan  creation  stage  as  there  are  assets  in  their  loan 
repayment  stage.  And  in  a  growth  situation  the  assets  in  their  loan  creation 
stage  outnumber  the  assets  in  their  loan  repayment  stage.  Thus,  the  more 
growth  there  is  the  larger  this  permanent  tax-free  recovery,  expressed  as  a 
percentage  of  the  firm's  investment  in  depreciable  assets. 

It  is  obvious  from  this  illustration  that  a  relatively  small  amount  of  non- 
conformity has  produced  a  relatively  large  advantage  to  the  nonconforming 
taxpayer.  This,  on  its  face,  suggests  the  need  to  enforce  a  rather  close  conformity 
by  all  taxpayers  between  tax  lives  and  actual  lives. 
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The  7-percent  advantage  illustrated  in  this  particular  example  is  by  no  means 
an  extreme  case.  While  we  cannot  here  review  the  full  array  of  results  obtained 
in  the  study,  in  many  cases  the  percentage  was  considerably  higher. 

Even  if  one  is  not  concerned  with  the  horizontal  equity  effects  of  such  large 
permanent  tax-free  recoveries  of  capit^il  accruing  to  some  taxpayers  while  they 
are  not  accruing  to  others,  the  revenue  effects  for  the  Government  should  be  a 
concern.  Viewed  from  the  aspect  of  Government  revenues,  that  permanent  tax- 
free  recovery  as  a  permanent  grant- — or  loan  if  one  prefers  that  term — out  of 
Government  revenues.  The  larger  the  tax-free  grant  going  to  some  taxpayers,  the 
less  money  a  given  tax  rate  structure  is  going  to  produce  for  the  Government. 
This  means  that  other  taxpayers  have  to  pay  more  taxes  or  the  Government  has 
to  borrow  more  money. 

Tax  advantage  expressed  in  terms  of  effective  tax  rates. — It  would  be  helpful 
in  placing  this  advantage  of  rapid  depreciation  in  perspective  if  we  could  express 
the  recovery  of  capital  cost  in  terms  of  its  impact  on  effective  tax  rates.^ 


^  It  may  be  helpful  here  to  describe  generally  the  methodology  used  in  the  study  to  develop 
the  impact  on  effective  tax  rates.  To  do  so  we  vpill  first  have  to  consider  the  effect  on 
aftertax  profit  rates  or  rates  of  return.  In  the  simple  single  asset  case,  we  made  assumptions 
about  profitability  and  cash  fiow.  Once  such  a  rate  of  return  assumption  was  explicit,  it 
was  then  possible  to  calculate  a  stream  of  before-tax  cash  flow  and  a  description  of  how 
the  more  rapid  depreciation  deduction  and  the  applicable  tax  rate  affected  the  aftertax 
rate  of  return.  Let  us  turn  now  to  the  matter  of  aftertax  profit  rates  in  the  multi-asset  case. 

At  this  point  it  is  important  to  note  that  tax  rates  measured  in  the  usual  accounting 
sense  are  not  helpful  to  determine  the  measure  of  this  tax  advantage  obtained  by  the  non- 
conforming taxpayer.  According  to  the  books  of  account,  corporations  pay  In  tax  48  percent 
of  their  taxable  income  (before  credits).  If  one  relates  the  total  tax  payment  to  the  taxable 
income,  as  determined  by  whatever  tax  depreciation  is  used,  then,  of  course,  there  would  be 
no  difference  in  tax  rates  so  expressed  between  our  two  taxpayers — for  each  the  tax  rate 
is  48  percent.  But  this  identity  in  tax  rates  as  so  described  obviously  obscures  the  fact 
that  the  two  taxpayers  who  are  identical  except  for  the  tax  lives  that  they  use,  will  actually 
be  reporting  different  taxable  incomes  because  of  differing  depreciation  deductions.  As  an 
aside,  as  the  Treasury  has  pointed  out  before,  this  effect  of  current  accounting  practice 
to  make  it  appear  that  every  corporation  pays  a  4S-perceut  rate  of  tax  when  in  fact  cor- 
porations are  actually  paying  at  vastly  different — and  often  quite  lower — effective  rates 
in  terms  of  their  actual  profits,  as  a  result  of  a  variety  of  tax  preferences,  has  become  a 
serious  obstacle  to  an  awareness  of  the  actual  structure  of  our  tax  system.. 

To  get  away  from  this  inadequacy  of  accounting  practice  to  furnish  realistic  effective 
rates  for  purposes  of  comparison,  it  is  necessary  first  to  ascertain  the  before-tax  and  after- 
tax cash  flows  and  from  these  to  determine  profit  rates. 

Before-tax  cash  flow  is  the  total  amount  of  cash  available  to  the  firm,  after  all  the  out- 
of-pocket  expenses  have  been  paid.  (Thus,  in  conventional  accounting  terms.  It  is  the  sum 
of  before-tax  profits  plus  any  allowance  for  depreciation  ;  sometimes  this  total  is  referred  to 
as  quasi-rents.) 

To  determine  aftertax  cash  flow  we  must  calculate  each  year  the  depreciation  deduction, 
and  then  by  subtracting  this  deduction  from  before-tax  cash  flow  we  can  derive  the  taxable 
income.  Given  this  stream  of  taxable  income  over  each  of  the  years  being  simulated, 
together  with  the  selected  tax  rate,  enables  us  to  determine  the  annual  tax  payments  to 
be  made.  We  then  subtract  those  payments  from  taxable  income  to  obtain  the  aftertax 
cash  flow  available  to  the  firm.  Any  changes  in  tax  depreciation  will,  of  course,  cliange  the 
taxable  income  and  thus  the  resulting  aftertax  cash  flow.  There  can  therefore  be  as  many 
different  kinds  of  time  streams  for  aftertax  cash  flow  as  there  are  for  depreciation  deduc- 
tions, namely,  about  eight. 

From  this  information  we  have  cash  flows  for  taxpayers  who  are  identical  except  for 
their  using  different  depreciation  lives  for  tax  purposes.  From  these  cash  flows  we  want 
to  calculate  for  each  taxpayer  a  proflt  rate  before  and  aftertax.  The  difference  between 
the  proflt  rate  tax  for  any  taxpayer  and  his  profit  rate  before  tax  would  be  his  effective 
tax  rate. 

Proflt  rates  can  be  calculated  from  cash  flows  in  different  ways,  and  the  study  involves 
all  the  commonly  used  methods  of  determining  profit  rates.  One  of  the  important  methods 
used  in  the  study  involves  a  comparison  of  before-tax  and  aftertax  internal  rates  of  return. 
An  internal  rate  of  return  can  be  defined  as  that  rate  of  discount  which  sets  some  stream 
of  cash  flow  over  time  equal  to  some  fixed  amount  of  dollars  at  some  starting  point.  As  a 
start  this  concept  is  most  easily  considered  in  terms  of  a  single  asset.  That  Is,  assume  an 
asset  which  costs  a  dollar  and  which  generates  or  throws  off  a  certain  amount  of  cash  flow 
before  tax  over  a  10-year  period  of  time.  Some  discount  factor,  such  as  15  percent  for 
instance,  might  be  the  internal  rate  of  return  before  tax  which  sets  that  before-tax  stream 
of  cash  flow  equal  to  the  one  dollar  initial  acquisition  cost. 

Suppose  that  the  same  calculation  applied  to  the  cash  flow  aftertax,  determined  by 
using  actual  taxes  paid,  shows  that  the  internal  rate  of  return  aftertax  was  7.8  percent. 
Since  7.8  percent  is  exactly  52  percent  of  the  before-tax  Internal  rate  of  return  of  15  percent, 
the  calculation  indicates  that  the  taxpayer  has  paid  an  effective  tax  rate  of  48  percent. 
Put  differently,  his  before-tax  rate  of  return  was  reduced  by  48  percent  as  a  consequence 
of  the  tax  payment.  Thus  a  comparison  of  before-tax  rates  of  return  with  aftertax  rates  of 
return  determined  by  actual  tax  payments  made,  enables  us  to  derive  the  actual  effective 
rates  of  tax  for  the  varying  depreciation  situations. 

A  taxpayer  using  a  depreciation  tax  life  shorter  than  the  actual  life  will  find  less  differ- 
ence between  his  before  and  aftertax  rates  of  return,  i.e.,  ho  will  have  a  lower  effective 
tax  rate  than  will  the  conforming  taxpayer.  This  difference  in  the  effective  tax  rates  of 
these  two  taxpayers  is  the  measure  of  the  tax  advantage  tliat  would  go  to  the  non- 
conforming taxpayer,  in  the  absence  of  the  enforcement  of  a  link  between  tax  lives  and 
actual  lives,  and  hence  is  the  measure  of  tax  inequity  in  nonconforming  depreciation. 
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The  model  indicates  that  over  the  long  run,  as  well  as  the  short  run,  the  use 
of  nonconforming  tax  lives  can  have  a  large  impact  on  effective  tax  rates.  Very 
commonly  the  opportunity  to  use  a  tax  life  shorter  by  30  percent  than  the  actual 
life  vpill  produce  an  effective  tax  rate,  on  the  income  from  the  assets,  which  is 
lower  by  as  much  as  15  percent.  Thus,  a  48-percent  effective  income  tax  rate  can 
be  reduced  to  a  41-percent  effective  rate.  Or,  put  another  way,  the  use  of  the 
shorter  tax  life  means  in  effect  a  doubling  of  the  investment  credit  for  the 
nonconforming  taxpayer. 

If  realism  in  depreciation  tax  lives  is  not  enforced,  it  wUl  not  be  at  all  uncom- 
mon that  one  taxpayer  will  be  replacing  at  the  guideline  tax  life  but  a  competitor 
will  be  using  a  tax  life  only  70  percent  as  long  as  his  actual  life.  If  so,  the  benefit 
that  would  be  conferred  on  the  nonconforming  taxpayer  would  be  a  reduction 
in  its  corporate  tax  rate  on  the  profit  from  the  assets  tvsace  as  large  as  the  tax 
rate  reduction  granted  all  corporations  in  the  1964  Act. 

The  study  examined  this  difference  in  effective  tax  rates  in  a  wide  variety  of 
situations.^  Some  range  of  difference  was  apparent,  but  the  basic  pattern  was 
quite  clear.  Very  rarely  did  30  percent  nonconformity  produce  a  tax  benefit 
as  small  as  a  reduction  of  5  percent  of  the  tax,  and  under  some  combinations  of 
fact  situations  and  profitability  definitions  the  difference  was  over  20  percent — 
which  would  mean  a  tax  rate  of  38  percent. 

Thus,  nonconformity  in  depreciation  lives  does  not  catch  up  with  itself.  The 
intuitive  assumptions  described  earlier  about  the  long-run  effects  are  not  valid. 
Instead,  such  nonconformity  in  realistic  business  situations  is  a  continuing 
source  of  different  tax  treatment  and  the  differences  do  not  wash  out  over  time. 
These  calculations  regarding  effective  tax  rates  described  those  rates  over  a 
50-year  period. 

The  study  thus  furnishes  a  measure  of  the  tax  advantage  derived  over  the 
long  run  by  using  tax  lives  at  variance  with  actual  lives  and  thus  securing 
rapid  depreciation.  Moreover,  it  i)ermits  this  measure  to  be  expressed  in  terms 
of  effective  income  tax  rates  on  the  profits  earned  by  the  assets  involved.  This 
enables  us  to  describe  the  advantage  in  terms  of  subjecting  one  taxpayer  to  a 
4S-percent  tax  rate,  and  another  to  a  41-percent  tax  rate,  and  still  another  to  a 
lower  rate,  and  so  on.  No  one  has  advocated  that  we  draw  up  a  corporate  tax 
rate  schedule  which  would  so  capriciously  subject  identical  taxpayers  to  such 
differences  in  tax  rates.  The  study  shows  that  this  would  be  the  actual,  albeit 
hidden,  result  of  permitting  nonconformity  in  depreciation  tax  lives. 

There  appears  to  be  no  reason  to  support  the  discriminatory  reduction  of 
taxes  for  particular  taxpayers  by  such  large  amounts.  Since  we  have  better 
ways  of  implementing  fiscal  policy,  tax  depreciation  policy  should  not  vary 
with  business  cycles. 

A  fair  measure  of  taxable  income  in  a  recession  is  a  fair  measure  in  an  inflation, 
as  well  as  being  a  fair  measure  when  the  economy  is  in  equilibrium. 

Conclusion 

Future  study  and  use  of  the  depreciation  study  computer  model. — It  can  be  a 
great  advantage  for  an  income  tax  structure  to  have  a  rational  method  of 
handling  depreciation  that  provides  both  great  flexibility  to  taxpayers  in  choos- 
ing tax  lives  that  they  consider  realistic,  under  their  attitudes  as  to  asset  use 
and  obsolescence,  and  a  reliable  objective  technique  by  which  taxpayers  and 
administrators  may  measure  the  conformity  of  those  lives  to  the  actual  replace- 
ment policies  of  the  taxpayer  so  that  enforcement  of  realistic  depreciation 
ran  be  readily  secured.  This  study  points  to  the  conclusion  that  the  guideline 
life  approach  coupled  with  the  reserve  ratio  tests  are  techniques  which  meet 
these  standards  for  a  rational  depreciation  policy. 

It  must  be  noted  that  this  study — as  do  the  guideline  lives  and  the  reserve 
ratio  test  to  which  this  study  relates — deals  with  depreciable  lives.  The  study 
does  not  tell  us  whether,  in  a  given  situation,  accelerated  depreciation  or 
straight-line  depreciation  more  in-operly  measures  the  allocation  of  depreciation 
deductions  over  the  tax  life.  It  would  be  helpful  to  continue  this  research  in  the 
depreciation  area  by  studying  certain  aspects  of  these  accelerated  methods.  For 


^  The  study  also  tested  the  difference  on  the  basis  of  alternative  definitions  of  profit- 
ability. Some  businessmen,  for  example,  calculate  the  profitability  of  an  investment  in 
terms  of  the  number  of  years  it  will  take  for  the  cash  throwoff  to  equal  the  cai»ital  outlay. 
Effective  tax  rates  were  also  computed  by  comparing  this  profitability  measure,  called  the 
payoff  period,  on  a  before  and  affortax  basis. 
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example,  is  accelerated  depreciatiou  a  proper  method  in  a  lease  situation,  in 
which  the  taxpayer  has  himself  chosen  a  stream  of  receipts  to  provide  a  recovery 
of  capital  whose  timing  is  clearly  at  variance  with  the  timing  of  capital 
recovery  which  the  accelerated  methods  presuppose? 

This  brief  review  of  the  Treasury  depreciation  study  may  help  to  indicate 
something  of  the  diversity  and  the  complexity  involved  in  quantifying  some  of 
the  issues  being  discussed  in  the  tax  depreciation  field.  The  data  that  I  have 
referred  to  today,  and  even  the  data  that  are  summarized  in  the  depreciation 
study  itself,  are  only  examples  of  the  types  of  quantification  that  can  be  pro- 
duced by  this  model  of  business  behavior  and  the  computer  program  which 
implements  that  model. 

After  the  study  is  published,  we  would  appreciate  any  evaluation  of  the 
methodology  or  of  the  particular  conclusions  drawn  from  the  results  presented 
in  the  study.  The  detailed  study,  when  it  is  available,  will  provide  quite  specific 
explanations  which  other  researchers  can  use  to  extend  the  analysis.  The  tax 
depreciation  area  is  one  of  the  more  technical  and  involved  areas  that  policy 
officials,  tax  analysts,  and  practitioners  have  to  deal  with.  Research  and  analysis 
will  continue — and  the  model  could  be  made  available  for  those  interested  in  the 
depreciation  area.  We  feel  that  this  study  is  a  suitable  guide  for  policymaking 
at  this  time.  It  will  have  served  an  equally  important  purpose  if  it  raises  the 
level  of  the  dialogue  in  this  difficult  analytic  and  policy  area. 

We  should  always  strive  to  pinpoint  the  crucial  questions  in  policy  areas  by 
scraping  away  the  slogans  and  mytholosy  which  can  so  completel.y  ob.scure 
the  essentials  of  the  issues.  It  is  our  hope  that  this  particular  tax  policy  research 
study  will  help  to  define  the  real  issues  in  the  depreciation  area  as  well  as  to 
supply,  at  least  partially,  an  adequate  answer  to  those  issues.  The  very  effort  of 
providing  more  quantitative  and  objective  answers  to  difficult  but  necessary 
questions  may  assist  or  stimulate  others  in  providing  even  better  answer.s.  The 
quality  of  the  answers,  as  in  the  case  of  the  Treasury  Tax  Policy  Research 
Studies,  should  be  judged  on  the  basis  of  the  acceptability  of  the  research 
methodology  and  the  adequacy  of  the  analysis  rather  than  the  support  they 
provide  to  any  preconceived  positions,  including  those  of  the  Treasury 
Department. 

Exhibit  29. — Excerpts  from  remarks  by  Assistant  Secretary  Surrey,  November 
15,  1967,  before  The  Money  Marketeers,  on  the  U.S.  income  tax  system — the 
need  for  a  full  accounting;  and  Treasury  Department  Report  **The  Tax  Ex- 
penditure Budget:  A  Conceptual  Analysis" 

EXCERPTS  FROM  REMARKS  BY  ASSISTAxNT  SECRETARY  SURREY,  ON 
THE  U.S.  INCOME  TAX  SYSTE:\t— THE  NEED  FOR  A  FULL  ACCOUNTING 

*  *  *  *  if  *  1^ 

An  income  tax  system  of  such  strength  and  breadth  of  application  [as  the  U.S. 
system]  warrants  a  full  accounting.  It  would  seem  but  ol)vious  that  we  should  be 
fully  aware  of  its  content  and  scope,  so  that  we  could  intelligently  pass  judgment 
on  its  effects.  This  being  so,  it  is  all  the  more  surprising  that  there  are  gaps  in 
the  accounting  that  now  obtains.  These  gaps  exist  both  at  the  governmental  level, 
in  the  way  our  Budget  reflects  the  income  tax,  ai;d  at  the  level  of  the  individual 
business,  in  the  way  financial  accounting  handles  the  impact  of  the  tax,  These 
gaps  have  serious  implications  for  our  understanding  of  the  tax  system. 

*  *  if  *  *  *  t 

The  recent  Report  of  the  President's  Commission  on  Budget  Concepts  seeks  to 
develop  one  comprehensive  measure  to  reflect  aggregate  revenues.  Its  recom- 
mendation for  the  revenue  and  expenditures  part  of  the  budget  would  include  all 
revenue  sources — both  general  revenues  and  trust  fund  revenues — and  would 
place  reporting  of  the  income  tax  revenues  on  an  accrual  basis.  *  *  * 

The  President's  Commission  on  Budget  Concepts  also  made  recommendations 
regai'ding  the  budget  treatment  of  expenditures,  but  one  aspect  was  not  consid- 
ered. The  aspect  not  considered — and  this  is  reflected  in  all  discussions  of  expen- 
ditures— concerns  the  Government  expenditures  made  through  the  tax  system.  At 
first  blush,  such  a  phrase — Government  expenditures  through  a  tax  system — seems 
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almost  meaningless.  A  tax  system  presumably  concerns  itself  with  raising  reve- 
nues rather  than  spending  funds.  But  a  closer  analysis  of  our  present  tax  system 
would  reveal  real  substance  to  the  phrase.  Through  deliberate  departures  from 
accepted  concepts  of  net  income  and  through  various  special  exemptions,  deduc- 
tions, and  credits,  our  tax  system  does  operate  to  affect  the  private  economy 
in  ways  that  are  usually  accomplished  by  expenditures — in  effect  to  produce  an 
expenditure  system  described  in  tax  language. 

Let  us  take  a  simple  example:  Tlie  Federal  budget  for  the  Department  of 
Health,  Education,  and  Welfare  has  line  items  detailing  expenditures,  including 
trust  fund  expenditures,  for  old  age  assistance.  But  that  budget  contains  no  line 
item  for  the  $2.3  billion  expended  through  the  tax  system  to  aid  the  elderly — 
iinder  the  special  $600  exemption,  the  retirement  income  credit,  the  exclusion 
of  social  security  retirement  benefits,  and  so  on.  The  KEW  budget  also  has  line 
items  for  medical  assistance  expenditures,  but  no  line  item  for  $100  million 
expended  through  the  tax  system  by  reason  of  the  special  exemption  for  sick 
pay  paid  to  employees. 

The  budgets  of  the  Commerce  Department  and  the  Transportation  Department 
contain  line  items  for  expenditures  under  Federal  programs  for  aiding  business. 
But  there  are  no  line  items  for  the  very  large  amounts,  reaching  over  $1  billion, 
expended  through  the  tax  system  either  as  tax  relief,  incentives,  or  assistance  for 
a  variety  of  business  activities :  for  example,  financial  institutions,  through 
special  deductions  for  i-eserves  ;  Western  Hemisphere  Trade  Corporations,  through 
special  rate  reductions ;  shipping  companies  and  life  insurance  companies,  through 
special  deferrals. 

The  budget  of  the  Interior  Department  has  line  items  for  natural  resources 
programs,  but  no  line  items  for  the  large  amounts,  also  over  a  billion  dollars, 
expended  under  the  tax  system  to  assist  our  natural  resources  industries,  includ- 
ing timber,  through  expensing  of  certain  capital  costs,  expensing  in  excess  of  cost 
under  the  treatment  of  depletion,  and  special  capital  gain  treatment.  The  budget 
for  the  Agriculture  Department  has  line  items  representing  programs  to  assist 
agricultural  activities,  but  no  line  items  for  amounts,  over  a  half-billion,  expended 
under  the  tax  system  through  the  expensing  of  certain  capital  costs,  the  availa- 
bility of  the  cash  method  of  accounting  even  if  inventories  are  used,  and  special 
capital  gains  treatment  of  livestock. 

The  absence  of  line  items  in  the  budget  for  these  tax  expenditures — this  lack  of 
I  full  accounting  for  our  tax  system — has  many  facets.  To  begin  with,  it  lessens 
iiublic  understanding  of  significant  segments  of  our  tax  policies.  For  the  most 
part  there  are  no  line  items  in  the  Internal  Revenue  Service  Statistics  of  Income 
delineating  these  items,  so  that  in  the  absence  of  special  studies  the  amounts 
involved  are  simply  unobtainable.  Indeed,  many  of  these  "tax  expenditure"  pro- 
grams cannot  be  found  in  the  Internal  Revenue  Code,  so  that  unlike  direct 
expenditure  programs  where  the  budget  trails  are  relatively  well  posted,  the 
"tax  expenditure"  trails  are  very  often  obscurely  marked. 

A  large  part  of  the  tax  benefits  for  the  elderly  rests  on  a  very  brief  and  cryptic 
administrative  ruling  of  the  Internal  Revenue  Service  excluding  social  security 
retirement  benefits  from  income,  without  citation  of  any  authority  for  the  result ; 
much  of  the  benefits  for  financial  institutions  rests  on  administrative  rulings 
stating  how  the  reserves  against  debts  owed  to  banks  shall  be  computed ;  a  large 
part  of  the  benefits  to  agriculture  and  natural  resources  also  find  their  origin  and 
even  some  of  their  current  expression  in  administrative  rulings  and  regulations. 

Wiien  congressional  talk  and  public  opinion  turn  to  reduction  and  control  of 
Federal  expenditures,  these  tax  expenditures  are  never  mentioned.  Yet  it  is  clear 
that  if  these  tax  amounts  were  treated  as  line  items  on  the  expenditure  side  of  the 
budget,  they  would  automatically  come  under  the  close  scrutiny  of  the  Congress 
and  the  Budget  Bureau.  But  the  tax  expenditures  are  not  so  listed,  and  they  are 
thus  automatically  excluded  from  that  scrutiny.  Instead,  since  they  are  phrased 
in  tax  language  and  placed  in  the  Internal  Revenue  Code,  any  examination  to  be 
given  to  them  must  fall  in  the  classification  of  "tax  reform"  and  not  "expenditure 
control."  There  is  a  vast  difference  between  the  two  classifications. 

It  can  be  suggested  therefore  that  we  need  a  full  accounting  for  these  effects 
of  the  tax  system.  The  approach  would  be  to  explore  the  possibility  of  describing 
in  the  Federal  budget  the  expenditure  equivalents  of  tax  benefit  provisions. 
AVe  should  not,  of  course,  overlook  the  difficulties  of  interpretation  or  measure- 
ment involved  here.  Thus,  just  which  tax  measures  can  be  said  to  fall  in  this 
category — in  other  words,  which  tax  rules  are  integral  to  a  tax  system  in  order 
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to  provide  a  balaiicefl  tax  structure  aud  a  proper  measurement  of  net  income, 
and  which  tax  rules  represent  departures  from  that  net  income  concept  aud  bal- 
anced structure  to  provide  relief,  assistance,  incentive,  or  what  you  will  for  a 
particular  group  or  activity.  Also,  once  a  tax  item  can  be  identitied  as  falling  in 
this  second  category,  we  must  then  compute  its  expenditure  equivalent.  Presum- 
ably this  would  be  the  amount  of  revenue  lost,  i.e.,  "spent,"  under  the  special 
tax  treatment,  and  in  a  number  of  situations  revenue  statistics  would  have  to 
be  improved  to  give  us  this  information. 

This  discussion  is  not  to  be  taken  as  saying  that  all  tax  relief  measures  are 
bad — or  that  all  are  good — just  as  it  is  not  intended  to  state  that  all  Federal 
expenditure  programs  are  bad  or  all  good.  This  is  not  a  qualitative  discussion  of 
tax  preferences  or,  as  some  say,  tax  loopholes. 

******* 

Nor  is  my  discussion  intended  to  say  tliat  tax  relief  deliberately  programed  as 
a  direct  expenditure  item  would  look  the  same.  Indeed,  a  possible  con.sequence  of 
describing  tax  preferences  as  expenditure  equivalents  is  that  more  efficient  ways 
to  achieve  the  objective  may  be  developed.  I  cannot  think  of  any  responsible  HEW 
or  Budget  Bureau  official  who  would  put  together  an  expenditure  program  of  as- 
sistance to  the  elderly  that  would  in  any  way  resemble  the  crazy-quilt  pattern  of 
our  tax  treatment  of  the  elderly.  Under  that  treatment  half  of  the  tax  revenues 
spent  go  to  people  over  age  65  on  retirement  whose  annual  income  is  over  $10,000 
and  hardly  any  goes  to  people  in  that  age  group  who  continue  to  work  for  their 
maintenance  and  whose  incomes  are  far  lower.  Nor  can  I  think  of  an  agricul- 
tural expert  who  would  put  together  a  farm  program  under  which  the  benefits 
would  become  greater  the  wealthier  the  owner  and  the  less  he  relied  on  his  farm 
activity  as  the  source  of  his  income.  Indeed,  I  suspect  that  cost-benefit  experts 
assigned  to  measure  the  efficiency  of  tax  expenditure  programs  would  have  a  fas- 
cinating time.  Appropriate  budgetary  recognition  of  these  tax  expenditures  would 
facilitate  such  cost-benefit  studies. 

At  this  point  a  word  on  the  investment  credit  may  be  helpful  to  illustrate  a 
different  kind  of  tax  device.  This  credit  is  a  feature  of  our  tax  law  designed  to 
improve  rates  of  return  and  to  increase  investment.  We  believe  it  is  a  sound  pi-o- 
vision  which  serves  to  achieve  a  better  balance  in  a  tax  system  which  would 
otherwise  impinge  too  heavily  on  the  level  of  private  savings  and  investment. 
Perhaps  it  could  be  cast  as  a  direct  Government  expenditure,  and  the  English 
have  recently  taken  this  approach.  But  there  are  very  definite  advantages  in 
handling  the  sums  involved  through  the  tax  system.  The  computation  of  the 
credit  depends  entirely  on  tax  concepts,  such  as  the  basis  for  depreciation  and 
depreciable  lives,  and  being  in  the  tax  system  its  eflect  is  limited  to  firms  which, 
at  least  over  the  long  run,  expect  to  make  profits.  Also,  by  being  in  the  tax  system 
it  remains  quite  neutral  with  regard  to  the  investment  to  which  it  is  applied ;  it 
does  not  involve  extensive  Government  decisions  as  to  which  investments  are  par- 
ticularly meritorious.  It  is  spread  very  broadly  over  all  business,  agriculture, 
finance,  the  professions,  and  so  on — the  whole  gamut  of  American  enterprise. 

There  are  thus  considerable  gaps  in  the  present  accounting  for  our  income 
tax  system.  It  may  be  helpful  to  relate  this  description  of  these  gaps  to  a  cur- 
rent matter — the  use  of  tax  incentives  to  meet  our  social  problems. 

America  faces  many  social  problems  that  desperately  require  solution.  A  major 
part  of  these  problems  centers  around  the  plight  of  our  cities  and  their  disadvan- 
taged residents.  One  aspect  of  suggested  .solutions  involves  an  increase  in  moderate 
and  low  income  housing,  with  special  emphasis  on  housing  located  in  these  areas. 
Another  involves  providing  jobs  for  the  disadvantaged,  through  mani)o\ver  train- 
ing programs  and  greater  employment  in  business  activity  within  these  areas  or 
the  aided  movement  of  the  inhabitants  to  jobs  outside  the  areas.  I'articipation  by 
pri\ate  enterprise,  especially  large  concerns,  is  considered  helpful  to  achieve- 
ment of  these  goals.  But  it  is  said  that  the  likely  rate  of  return  from  business 
activity  involving  that  participation  may  not  be  adequate  to  enlist  that  participa- 
tion. Hence  it  is  proposed  in  some  quarters  that  the  rate  of  return  be  increased  by 
some  foi'm  of  tax  reduction  in  exchange  for  the  pai'ticipation  desired.  The  tax 
reduction  suggested  generally  involves  a  large  credit  against  tax  or  special 
deductions. 

This  is  one  illustration  of  the  tax  incentive  approach  in  the  setting  of  social 
reform.  Other  illustrations  may  be  found  in  other  social  objectives — pollution 
control,  aid  to  education,  assistance  to  rural  areas,  and  so  on. 
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Certainly  uo  one  can  quarrel  with  these  social  objectives.  In  the  past  tax  in- 
centives were  generally  sought — and  at  times  obtained — on  the  ground  that  a 
particular  industry  needed  support.  The  crucial  question  of  why  that  support  was 
in  the  public  interest  was  barely  spelled  out,  if  at  all,  and  the  details  of  proof 
were  held  to  a  minimum.  But.  today  the  public  interest  objective  is  in  the  fore- 
front, and  needs  no  proving.  And  it  is  generally  taken  for  granted  that  private 
enterprise  participation  will  always  be  helpful.  What  Is  not  shown  is  why  the 
tax  route  is  to  be  preferred  over  other  means  of  inducing  the  desired  participa- 
tion of  private  enterprise. 

The  immediate  leap  to  the  tax  solution  serves  only  to  stultify  thinking  about 
these  social  problems.  Once  the  leap  is  made  there  is  no  opportunity  to  explore 
the  details  of  the  problems.  Yet  a  great  many  useful  questions  can  be  asked  :  For 
example,  as  to  low  income  housing  in  urban  areas  and  jobs  for  the  urban  dis- 
advantaged, just  why  has  private  enterprise  not  undertaken  these  tasks  in  the 
past?  Is  it  that  the  immediate  return  is  insufficient,  or  is  it  that  the  participatiijn 
has  been  seen  as  only  sporadic?  What  forms  of  private  enterprise  are  best  suited 
to  the  tasks?  Is  it  a  large  industrial  concern  or  a  small  indigenous  business 
locally  owned ;  is  it  manufacturing  activity  or  service  activity ;  is  it  an  experi- 
enced builder  or  a  concern  new  to  the  building  field  but  with  management  know- 
how  in  other  business  fields?  More  crucial,  what  measures  are  needed  to  induce 
the  participation — what  rate  of  profit,  what  assistance  in  financing,  what  guaran- 
tees against  loss,  what  assurance  of  a  continued  market,  what  other  forms  of 
protection  against  the  risks  that  have  hitherto  restrained  participation,  and  so  on? 

With  these  que^^tions  answered  as  best  we  can,  the  task  is  then  imaginatively 
to  search  the  arsenal  of  possible  governmental  action — if  Government  assistance 
is  needed — to  see  which  forms  of  governmental  action  can  be  most  responsive, 
effective,  and  efficient.  Here  also  the  immediate  leap  to  the  tax  route  can  only 
prove  stultifying,  for  it  tends  to  foreclose  consideration  of  all  other  avenues  (jf 
assistance.  And  yet  experience  has  taught  us  that  with  respect  to  governmental 
assistance  to  a  particular  group  or  activity,  the  nontax  route  is  far  more  likely 
to  yield  the  better  answer  at  a  lesser  cost.  Moreover,  the  tax  answer  once  enacted 
may  well  irhibit  further  useful  thought  about  the  problem.  It  would  seem  far 
better  to  let  HUD  or  Commerce  or  Labor  or  HEW  gain  experience  and  flexibility 
through  nontax  solutions  that  can  be  varied  and  tested,  than  turn  much  of  the 
task  over  to  the  Internal  Revenue  Service,  which  has  no  background  of  experience 
to  use  and  for  whom  an  increase  in  experience  in  the  social  area  will  not  yield 
the  productive  return  that  it  would  in  the  other  departments. 

Our  progress  in  space  exploration  is  not  Jbuilt  on  tax  incentives,  but  on  direct 
relations  between  Government  and  business  that  bring  forth  the  required 
participation  by  private  enterprise.  Our  capsules  are  not  propelled  into  space 
by  the  Internal  Revenue  Code. 

In  large  part  those  who  leap  to  the  tax  route  recognize  all  this.  But  they 
assume  that  the  nontax  solutions  will  involve  large  Government  expendi lures 
and  they  fear  that  the  appropriation  door  is  shut  or  will  not  open  very  wide. 
Whatever  may  be  the  validity  of  those  assumptions  and  fears  as  to  any  partic- 
lar  program,  there  is  no  reason  to  conclude  that  .because  the  front  door  of 
appropriations  is  closed  or  narrow,  the  back  door  of  tax  reduction  will  open  wide. 

Those  who  are  concerned  with  the  level  of  Government  expenditures  are 
cognizant  of  the  two  doors  to  the  Federal  budget.  They  readily  understand  that 
a  decrease  in  revenues  through  a  tax  expenditure  has  the  same  impact  on  the 
budget  deficit  as  a  direct  increase  in  expenditures.  Chairman  Mills  of  the  House 
Ways  and  Means  Committee,  for  example,  has  said  he  considers  such  tax  in- 
centives as  "a  form  of  back  door  spending."  He  thus  fully  recognizes  it  is  the 
door  of  his  committee  that  is  being  knocked  on  as  the  entrance  to  the  .budget 
through  tax  incentives,  rather  than  the  direct  route  of  Government  assistance. 
And  he  can  also  recognize  if  that  door  opens  for  one  or  two  tax  incentives,  it 
must  inevitably  stay  permanently  ajar  for  the  wave  of  tax  incentives  that 
would  follow. 

Chairman  Mills  is  on  sound  ground.  For  here  also  we  reach  the  aspect  of  full 
and  proper  accounting.  Our  experience  with  the  tax  incentives  of  the  past  should 
give  us  pause  before  we  add  a  new  tax-route  expenditure  and  then  keep  it 
buried  in  the  Code  away  from  public  scrutiny.  We  have  learned  that  the  tax 
incentive  of  the  moment  becomes  the  tax  reform  target  of  many  tomorrows. 
What  can  .be  said  about  tax  incentives  for  these  urban  problems  can  also  be 
said  about  tax  incentives  for  our  other  social  problems — pollution  control, 
college  education  within  the  reach  of  all  who  are  qualified,  development  of 
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rural  areas  and  new  towns,  assistance  to  depressed  areas,  and  so  on.  It  is  almost 
demeaning  to  our  collective  wisdom  to  say  that  every  one  of  these  problems  will 
yield  and  yield  only  to  the  universal  solvent  of  a  tax  incentive.  And  if  they  did, 
iiow  would  we  solve  the  loss  of  our  tax  system  that  this  maze  of  tax  incentives 
would  mean? 

All  of  this  is  not  to  be  taken — and  this  must  be  underscored — as  saying  the 
Treasury  Department  stands  aloof  from  society  and  its  problems.  The  Treasury 
clearly  recognizes  that  a  negative  answer  as  respects  the  tax  route  equally 
does  not  solve  a  problem.  It  therefore  has  joined — and  continually  will  join — the 
other  departments  and  agencies  in  the  active  search  for  constructive  solutions 
involving  other  forms  of  governmental  assistance  or  action. 

Indeed,  the  Treasury  has  found  that  the  way  to  obtain  imaginative  and 
broad  thiidiing  about  these  social  problems — to  obtain  real  brainstorming — is 
to  tell  the  groups  concerned  to  forget  their  stereotype,  first  impulse  solution  of 
a  tax  incentive,  to  close  the  Internal  Revenue  Code,  to  bar  their  tax  lawyers  from 
the  meeting — and  then  get  down  to  the  real  task  of  analyzing  the  problems  and 
thinking  about  the  possible  solutions.  The  results  are  always  positive.  Once 
the  blinders  of  a  proposed  tax  incentive  solution  are  removed  and  the  whole 
horizon  of  approaches  is  oi>ened  to  exploration,  we  begin  to  appreciate  that 
there  are  many  constructive  measures  that  can  be  taken  outside  of  the  tax 
system. 

Our  social  problems  are  causing  very  large  demands  to  be  made  upon  the  Fed- 
eral Government.  We  are  a  wealthy  nation  and  we  certainly  should  be  able 
to  solve  these  problems.  But  even  with  our  great  wealth  the  solutions  for  all 
these  problems  will  come  more  readily  if  our  planning  is  efficient  and  sound.  There 
are  limits  to  the  ways  in  which  we  can  use  our  resources  and  those  limits  require 
careful  expenditure  control.  Such  control  in  the  planning  of  a  particular  program, 
even  one  with  a  high  priority,  means  other  useful  programs  will  not  have  to  be 
starved. 

We  must  there fo)re  recognize  that  our  tax  system  should  not  be  used  as  a 
back  door  through  which  the  dollars  are  to  flow  free  from  this  careful  planning. 
We  need  a  much  higher  degree  of  accounting  for  the  dollars  that  the  tax  ex- 
penditure programs  which  grew  up  in  the  past  are  now  absorbing.  We  also 
should  be  careful  not  to  leap  to  a  new  set  of  uncontrolled  tax  expenditure 
programs  through  a  new  set  of  tax  incentives.  This  is  especially  so  when  there 
are  adequate  nontax  measures  at  hand  with  which  to  attack  these  social  prob- 
lems. As  a  consequence,  closing  the  back  door  of  tax  incentives  does  not  mean 
that  no  solution  will  be  provided.  Rather,  it  means  that  the  doors  and  windows  are 
opened  for  constructive  thinking  about  these  other  measures.  This  is  the  way 
to  both  social  progress  and  a  sound  tax  system. 

THE   TAX   EXPENDITURE  BUDGET:   A  CONCEPTUAL  ANALYSIS 

Introduction 

As  every  taxpayer  knows,  income  tax  laws  and  regulations  ai-e  complex.  Much 
of  the  complexity  derives  from  the  numerous  deductions,  exemptions,  credits, 
and  exclusions  allowed  taxpayers  in  stipulated  circumstances.  Many,  probably 
most,  of  these  provisions  exist  because  of  the  belief  that  they  are  directly  related 
to  the  measurement  of  net  income  appropriate  to  an  income  tax.  But  others 
appear  in  the  tax  code  because  of  the  belief  that,  while  not  required  to  measure 
net  income,  the  provision  promotes  some  other  objective,  such  as  economic  growth 
or  a  desiral)le  expenditure  pattern  by  taxpayers.  In  many  areas  the  influence  of 
the  tax  code  on  private  economic  behavior  through  these  special  tax  provisions 
is  of  an  amount  which  approaches  and,  in  some  instances,  surpasses  that  of 
direct  Government  expenditures  directed  to  the  same  objective. 

Each  of  these  special  tax  provisions  reduces  Government  revenues  available 
for  other  purposes,  much  as  do  increases  in  direct  Government  expenditures. 
In  most  cases,  direct  expenditures  or  loan  programs  exi.sit  as  alternatives  for 
achieving  the  same  purpose  that  the  special  tax  provisions  are  designed  to  accom- 
plish. Our  Federal  budget  as  presently  constituted,  however,  does  not  report 
those  tax  revenues  which  the  Government  does  not  collect  because  income  sub- 
ject to  tax  is  reduced  by  these  special  provisions  and  the  various  special  credits, 
deductions,  exclusions,  and  exemptions  which  they  provide.  The  budget  in  its 
present  form  thus  understates  the  role  of  Federal  Government  financial  influences 
on  the  behavior  of  individuals  and  businesses  and  on  income  distribution. 
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As  a  consequence  of  these  special  provisions  in  tlie  tax  system  (some  provi- 
sions are  in  the  statutory  tax  law  and  others  appear  in  regulations  and  rulings), 
the  personal  and  corporate  income  tax  bases  deviate  in  numerous  ways  from 
widely  accepted  definitions  of  net  income.  Numerous  kinds  of  income  are  excluded 
from  taxation  altogether  while  others  are  included  only  in  part.  Various  types 
of  expenditures  by  households  give  rise  to  deductions  which  are  subtracted 
from  income. 

These  special  tax  provisions  and  adjustments  have  been  controversial  in 
varying  degree  at  varying  times.  In  many  cases,  differences  of  opinion  persist 
as  to  whether  or  not  the  eifects  of  these  deviations  on  income  distribution  and 
resource  allocation  are  desirable.  This  special  analysis  is  not  concerned  with 
the  desirability  of  these  provisions.  Rather,  it  lists  the  major  respects  in  which 
the  current  income  tax  bases  deviate  from  widely  accepted  definitions  of  income 
and  standards  of  business  accounting  and  from  the  generally  accepted  structure 
of  an  income  tax,  together  with  estimates  of  the  amount  by  which  each  of  these 
deviations  reduces  revenues.  It  also  arrays  these  tax  provisions  in  the  functional 
categories  under  which  direct  expenditures  are  classified  in  the  Federal  budget. 
The  purpose  of  this  analysis  is  to  present  information  on  the  basis  of  which 
each  of  these  special  tax  provisions  and  their  revenue  cost  can  be  compared  with 
other  such  provisions  which  entail  a  reduction  in  revenues,  and  with  direct 
expenditures  or  loan  programs  which  result  in  outlays  of  a  similar  magnitude. 
The  inclusion  of  such  information,  in  addition  to  the  ordinary  budget  accounts, 
can  clarify  and  present  more  fully  the  role  of  the  Federal  Government  in  various 
functional  areas.  This  information  cannot  presently  be  obtained  from  either 
the  budget  documents  or  the  Statistics  of  Income  published  by  the  Internal  Rev- 
enue Service. 

It  is  useful  periodically  to  review  the  impact  on  revenues  of  special  tax  provi- 
sions, much  as  direct  expenditures  are  subject  to  annual  or  periodic  review,  since 
these  impacts  may  change  quite  substantially  over  time.  The  amount  of  the 
revenue  loss  from  the  various  provisions  varies  with  changes  in  the  economy 
and  in  tax  rates.  And  the  importance  and  priority  of  the  objectives  of  the  various 
special  tax  provisions  change  over  time. 

The  use  of  a  specific  tax  provision  to  support  or  sub.sidize  a  particular  industry 
or  economic  activity  may  be  a  relatively  inefficient  or  costly  method  to  accom- 
plish the  objective,  compared  to  a  direct  expenditure,  the  net  cost  of  a  loan  pro- 
gram, or  alternative  tax  provisions.  In  other  words,  the  ratio  of  benefits  to  costs 
might  be  more  favorable  under  an  expenditure  or  loan  program  than  by  means 
of  a  special  tax  provision,  or  it  might  not.  If  these  provisions,  however,  ai"e  not 
reviewed  periodically  to  measure  the  benefits  they  achieve  against  the  revenue 
loss,  ineffective  and  outdated  provisions  may  remain  in  the  tax  law  for  years. 

In  recent  years  there  has  been  growing  interest  in  improving  progi^am  planning 
and  evaluation  by  examining  efficiency  and  effectiveness  in  expenditure  examin- 
ing programs.  The  technique  of  program  budgeting  has  been  given  Government- 
wide  application  following  an  Executive  order  by  President  Johnson.  In  the  fiscal 
year  1967  budget  message  (page  33),  the  President  enumerated  several  basic 
steps  directing  the  executive  branch  to  develop  and  introduce  a  new  planniug- 
programing-budgeting  system  which  will  accomplish  the  following : 

• — "Be  more  concrete  and  precise  about  the  objectives  of  our  programs. 

— Examine  longer  term  problems  and  consequences  more  systematically. 

■ — Consider  more  alternatives  before  reaching  decisions. 

■ — Link  our  planning  efforts  more  directly  to  budget  decisions. 

- — Get  more  effectiveness  for  the  dollars  we  spend. 

- — Provide  more  benefits  to  the  American  people  in  more  economical  ways." 

Also,  in  his  1966  "Economic  Report"  (page  18),  the  President  in  discussing 
criteria  for  taxation  referred  to  the  need  to  apply  the  efficiency  test  to  taxation, 
recognizing  that  tax  provisions  can  also  represent  Government  costs  : 

"In  a  fully  employed  economy,  special  tax  benefits  to  stimulate  some  activities 
or  investments  mean  that  we  will  have  less  of  other  activities.  Benefits  that  the 
Government  extends  through  direct  expenditures  are  periodically  reviewed 
and  often  altered  in  the  budget-appropriation  process,  but  too  little  attention 
is  given  to  reviewing  particular  tax  benefits.  These  benefits,  like  all  other  activi- 
ties of  Government,  must  stand  up  to  the  tests  of  efficiency  and  fairness." 

Conceptual  framework 

The  special  tax  provisions  take  many  forms.  Under  some,  certain  types  of  income 
are  excluded  from  taxation,  a  few  examples  being  interest  on  State  and  local  gov- 
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ernraent  bonds,  half  of  realized  long  term  capital  gains,  social  security  benefits  to 
the  aged,  and  employer  payments  for  fringe  benefits,  such  as  hospitalization, 
surgical,  and  group  life  insurance  premiums.  Other  special  tax  provisions  are 
in  the  form  of  deductions  for  certain  personal  exiienses,  such  as  charitable 
contributions,  medical  expenses,  and  interest  payments.  Other  special  deduction 
provisions  allow  business  expenditures  in  excess  of  actual  cost  (percentage  deple- 
tion, certain  bad  debt  reserves)  or  earlier  in  time  than  the  cost  would  become  an 
expense  under  business  accounting  (agriculture,  research  and  development,  ex- 
ploration and  discovery  of  natural  resources).  Other  special  provisions  provide 
a  lower  effective  tax  rate  than  is  generally  applicable,  such  as  the  lower  statutory 
rate  on  Western  Hemisphere  Trade  Corporations  and  the  lower  ceiling  rate  on 
long-term  capital  gains.  Still  other  provisions  take  the  form  of  tax  credits  (re- 
tirement income  credit,  investment  credit) . 

Most  of  these  special  tax  provisions  are  designed  expressly  to  achieve  objectives 
similar  in  nature  to  those  of  direct  Government  expenditures  or  loan  programs. 
In  each  functional  area,  the  Federal  budget  includes  direct  Government  expendi- 
tures, direct  Government  loans,  loans  insured  by  the  Government,  and  loan  sub- 
sidies which  have  similar  though  perhaps  not  identical  objectives.  In  each  of 
these  areas,  such  direct  spending  or  loan  programs  would  be  an  alternative  method 
to  accomplish  the  purpose  which  the  special  tax  provision  seeks  to  achieve  or 
encourage. 

We  can  examine  several  of  these  tax  provisions  to  indicate  how  "tax  expendi- 
tures" are  alternatives  to  direct  expenditures  or  Government  lending  programs. 
As  a  first  illustration,  consider  the  provisions  which  benefit  the  aged.  The 
Federal  budget  lists  under  the  functional  category  of  "health,  labor,  and  welfare" 
large  direct  expenditures  including  the  social  security  and  medicare  trust  funds 
for  the  aged.  But  the  budget  contains  no  item  to  show  the  $2.3  billion  expended 
through  the  tax  system  to  aid  the  elderly  through  the  retirement  income  credit, 
the  additional  $600  exemption,  and  the  exclusion  of  social  security  retirement 
benefits.  The  same  assistance  could  be  achieved  by  additional  transfer  payments 
to  the  aged  rather  than  by  tax  provisions. 

As  another  illustration,  commerce  and  transportation  shows  almost  $8  billion 
of  direct  expenditures  and  net  lending  for  fiscal  year  1968.  However,  the  budget 
does  not  reveal  the  additional  amounts  which  aid  business  thi'ough  various  tax 
relief,  tax  incentive,  and  other  tax  provisions.  These  special  provisions  assist 
a  variety  of  business  activities,  for  example,  financial  institutions  through  special 
deductions  for  bad  debt  reserves,  which  reduce  income  subject  to  tax ;  Western 
Hemisphere  Trade  Corporations  through  special  rate  reductions :  shipping  com- 
panies through  special  deferrals :  firms  making  new  investments  in  machinery 
and  equipment  through  the  investment  credit ;  small  business  through  the  lower 
rate  on  the  first  $2.">,()00  of  taxable  income  and  more  generous  depreciation  de- 
dxictions.  Direct  expenditures  could  be  designed  as  substitutes  for  these  tax  ex- 
penditures. For  example,  "investment  grants"  could  be  paid  to  firms  undertaking 
new  investments,  in  place  of  the  "investment  tax  credit." 

Direct  expenditures  for  natural  resources,  as  another  example,  are  itemized  in 
the  budget  but  no  items  are  presented  to  cost  out  the  assistance  the  tax  sys- 
tem provides  these  industries  by  permitting  the  expensing  of  certain  capital 
costs,  the  use  of  percentage  depletion  in  excess  of  cost  depletion,  and  special 
capital  gains  treatment  for  timber  and  for  iron  ore  and  coal  royalties.  Direct 
exi)eii(litures  could  be  tailored  to  achieve  the  same  purpose  as  these  expenditures 
through  the  tax  system.  For  example,  subsidies  might  be  paid  to  encourage 
exploration  and  development  of  selected  minerals  or  good  forest  management. 
In  the  field  of  housing,  one  of  the  major  tax  expenditures  is  the  deduction 
allowed  for  interest  paid  on  home  mortgages,  which  now  costs  the  Government 
about  $1.9  billion  annually  in  income  tax  receipts  foregone.  The  Government  now 
provides  direct  sul).sidios  to  lower  the  interest  rates  on  mortgages  paid  by  buyers 
of  certain  homes.  Such  direct  interest  subsidy  payments  could  be  increased  and 
broadened  to  achieve  the  same  goal  as  the  tax  provisions.  Alternatively,  Federal 
programs  to  guarantee  or  insure  mortgages  on  homes  or  to  make  direct  loans 
could  be  expanded  as  an  alternative  to  deductibility  of  mortgage  interest  for  tax 
purposes. 

The  recommendations  of  the  President's  Commission  on  Budget  Concepts 
provided  that  in  the  unified  budget  direct  expenditures,  credit  programs,  and  the 
discounted  present  value  of  loan  or  interest  subsidies  should  be  included  on 
the  outlay  side.  Tliese  changes  represent  significant  improvements  in  making 
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the  budget  a  more  compreheusive  ami  useful  presentation.  To  complete  the 
budget  picture,  however,  the  Government  expenditures  made  through  the  tax 
system  need  to  be  taken  into  account.  Since  these  tax  expenditures  serve  ends  simi- 
lar to  those  which  are,  or  might  be,  served  by  direct  expenditure  prograu)s  or  loan 
programs,  it  would  be  appropriate  and  instructive  to  juxtapose  the  tax  provi- 
sions and  the  revenue  costs  they  involve  with  the  expenditures  in  the  same 
functional  category  in  order  to  understand  better  the  purpose  to  which  public 
resources  are  allocated.  This  study  provides  such  a  classitication  of  tax  expend- 
itures together  with  estimates  of  the  amounts  Involved.  It  treats  the  revenues 
"lost"  through  the  si>ecial  tax  provisions  as  the  cost  of  the  tax  expenditures 
involved. 

Some  of  the  special  tax  provisions  cost  revenue  which  is  lost  to  the  Government 
forever,  resulting  from  those  exclusions,  exemptions,  deductions,  credits,  or 
preferential  rates  which  reduce  the  current  tax  base  or  the  tax  rates  without  any 
offsetting  increase  in  the  tax  base  later.  Such  provisions  provide  tax  expenditures 
which  correspond  closely  to  direct  expenditures. 

Other  special  tax  provisions  serve  immediately  to  defer  the  time  when  the 
taxes  will  be  paid.  For  a  particular  taxpayer  or  a  particular  transaction  or 
asset,  the  special  provision  may  really  represent  a  deferral  of  tax.  However, 
for  stable  .or  growing  businesses  with  an  indefinite  life,  for  the  U.S.  Government, 
and  for  the  entire  economy,  the  deferral  of  taxes  continues  forever  under  most 
of  these  provisions ;  in  addition  in  an  expanding  economy  the  aggregate  amount 
of  deferred  taxes  tends  to  grow  year  after  year.  Examples  of  special  tax  pro- 
visions which  cause  deferral  of  taxes  from  the  viewpoint  of  the  individual 
taxpayers  include:  employer  contributions  to  private  pension  plans  and  invest- 
ment income  of  such  plans ;  deductions  of  funds  set  aside  by  self-employed 
persons  for  their  pensions;  accelerated  depreciation  deductions  on  particular 
buildings ;  the  portion  of  net  income  reinvested  in  ship  construction  and  renova- 
tion by  certain  shipping  companies ;  expensing  of  capital  costs  in  agriculture  and 
natural  resource  industries ;  expensing  of  research  and  development  expendi- 
tures ;  and  exclusion  of  nonrepatriated  earnings  of  foreign  subsidiaries. 

Special  tax  provisions,  which  serve  to  defer  but  not  forgive  tax  payments, 
might  be  compared  to  net  lending  in  budget  terminology.  From  the  Government's 
view,  the  deferrals  in  the  aggregate  are  for  the  indefinite  future,  perhaps  per- 
manently, depending  in  large  part  on  the  level  and  composition  of  economic 
activity.  These  special  tax  provisions  are  generally  open-ended,  with  the  extent 
and  duration  of  their  use  largely  at  the  taxpayers'  option.  For  these  reasons,  the 
tax  expenditure  classification  and  tables  which  follow  do  not  separate  the  special 
provisions  which  reduce  taxes  from  those  which  defer  taxes. 

The  study  does  not  attempt  a  complete  listing  of  all  the  tax  provisions  which 
vary  from  a  strict  definition  of  net  income.  Various  items  that  could,  have  been 
added  have  been  excluded  for  one  or  more  of  several  reasons : 

(a)  Some  items  were  excluded  where  there  is  no  available  indication  of  the 
precise  magnitude  of  the  implicit  subsidy.  This  is  the  case,  for  example,  with 
depreciation  on  machinery  and  equipment  where  the  accelerated  tax  methods 
may  provide  an  allowance  beyond  that  appropriate  to  the  measurement  of  net 
income  but  where  it  is  difficult  to  measure  that  difference  because  the  true 
economic  deterioration  or  obsolescence  factor  cannot  be  readily  determined. 

(b)  Some  items  were  excluded  where  the  case  for  their  inclusion  in  the  income 
base  stands  on  relatively  technical  or  theoretical  tax  arguments.  This  is  the 
case,  for  example,  with  the  imputed  rent  on  owner-occupied  homes,  which  in- 
volves not  only  a  conceptual  problem  but  difficult  practical  problems  such  as 
those  of  measurement. 

(c)  Some  items  were  omitted  because  of  their  relatively  small  quantitative 
importance. 

Other  features  of  our  income  tax  system  are  considered  not  as  variations  from 
the  generally  accepted  measure  of  net  income  or  as  tax  preference  but  as  a  part 
of  the  structure  of  an  income  tax  system  based  on  ability  to  pay.  Such  features 
include  i)ersonal  exemptions  and  the  rate  schedules  under  the  individual  income 
tax,  including  the  income  splitting  allowed  for  married  couples  filing  joint  re- 
turns or  for  heads  of  households.  A  discussion  of  income  splitting  and  the  de- 
pendent's personal  exemption  is  thus  considered  outside  the  scope  of  this  study  on 
tax  expenditures. 

It  must  be  recognized  that  these  exclusions  are  to  some  extent  arbitrary  and 
some  may  prefer  to  add  items  that  we  have  omitted  or  to  omit  items  that  we  have 
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included.  The  iniiiiodiate  objective,  however,  of  the  study  is  to  provide  n  list  of 
items  that  would  he  generally  reeoKnized  as  more  or  less  intended  u>;e  of  the  tax 
system  to  achieve  results  commonly  obtained  by  (Government  expenditures.  The 
desij^n  of  the  list  seemed  best  served  by  constructing  what  seemed  a  minimum 
list  rather  than  including  highly  complicated  or  controversial  items  that  would 
becloud  the  utility  of  this  special  analysis. 

An  estimate  of  revenue  cost  is  given  for  these  .special  tax  provi.sions.  The 
estimate  is  for  fiscal  year  1968,  to  allow  a  comparison  with  the  budget  ex- 
penditures and  net  lending  for  that  year.'  All  estimates  are  for  revenues  "lost" 
on  an  annual  basis. 

The  estimates  of  revenue  foregone  because  of  the  tax  expenditure  features 
of  the  present  tax  law  are,  in  general,  based  on  the  assumption  for  estimating 
purposes  that  such  provisions  never  existed. 

Another  key  assumption  is  that  economic  activity  in  11X57-08  would  not  have 
been  affected  by  the  absence  of  these  sjjecial  provisions.  Tliis,  of  course,  is  a 
simplifying  assumption  as  it  is  practically  impossible  to  estimate  how  the  econ- 
omy would  have  performed  in  the  absence  of  all  these  tax  provisions.  In  the 
absence  of  these  tax  benefits,  no  doubt  there  would  be  changes  in  (Jovernment 
direct  spending  and  net  lending  to  accomplish  some  of  the  objectives  of  the  ex- 
isting provisions. 

No  account  is  taken  here  of  other  taxes,  such  as  payroll  taxes,  estate  and  gift 
taxes,  excises,  or  tariffs.  The  assumption  inherent  in  current  law,  that  corpora- 
tions are  separate  entities  and  subject  to  income  taxation  indei)endently  from 
their  .shareholders,  is  adhered  to  in  this  analysis. 

Tax  expenditures — by  functional  category 

We  noAV  turn  to  a  rundown  of  the  various  special  tax  provisions,  listing  them 
under  the  sequence  of  expenditure  categories  u.sed  in  the  P^ederal  budget.  Some 
items,  such  as  deductions  for  medical  expenses,  fit  clearly  under  one  functional 
heading  (health,  labor,  and  welfare).  Other  provisions,  such  as  the  lower  tax 
rate  on  the  first  $25,000  of  conwrate  income,  might  be  classified  under  or  divided 
between  two  or  more  functional  headings  ( such  as  agriculture,  natural  resources, 
commerce  and  transportation).  In  the  following  discussion,  each  special  tax  pro- 
vi.sion  is  placed  under  only  one  heading  (commerce  and  transportation,  for  this 
last  mentioned  tax  provision). 

A  summary  of  the  estimated  dollar  amounts  of  the  special  tax  provisions  by 
functional  categories  is  presented  in  table  I.  The  grouping  of  all  the  si>ecial 
tax  provisions  by  the  various  functional  categories  in  the  budget  is  shown  in 
table  II. 

1.  National  defense 

Exclusion  of  benefits  and  alloivances  to  Armed  Forces  personnel. — The 
Armed  Forces  supplement  salaries  of  militar.v  personnel  by  providing  quarters 
and  meals  on  military  bases,  and  oft'-base  quarters  allowances  for  military  fami- 
lies;  these  items  are  not  included  in  taxable  income.  In  addition,  virtually  all 
.s'alary  payments  and  reenlistment  bonuses  to  military  personnel  serving  in 
combat  zones  are  excluded  from  tax.  The  revenue  cost  is  .$.jO0  million.  (As  indi- 
cated earlier,  all  revenue  costs  are  estimated  on  annual  amounts  for  fiscal  year 
1968.) 


1  The  revenue  cost  estimated  for  these  special  provisions  is  not  in  many  cases  the 
revenue  change  which  would  result  In  the  first  full  year  if  these  provisions  were  with- 
drawn. For  one  thing,  replacement  of  some  or  all  of  these  provisions  by  direct  expenditures 
or  lending  programs  might  change  the  level  and  composition  of  economic  activity.  The 
revenue  costs  as  presented  for  lltOS  would,  of  course,  vary  over  time  generally  with 
growth  in  the  economy  and  changes  in  various  parts  of  the  tax  base. 

Also  a  realistic  approach  to  any  cliang(>  in  these  provisions  would  provide  in  many 
situations  transition  arrangements  which  would  effect  the  revenue  change  gradually  over 
a  period  of  years.  Most  of  the  tax  ju'ovisions  discussed  here  have  been  in  the  law  for  a 
number  of  years.  Individuals  and  businesses  have  planned  their  activities  in  many  ways 
to  fit  present  law,  such  as  compensation  contracts,  estate  planning,  corporate  financing, 
and  forms  of  business  c>rgani/ation.  A  shift  to  direct  expenditures  or  loan  programs 
would  usually  not  be  a  complete  and  full  substitute  for  the  specific  taxpayers  for  the 
tax  provision"  withdrawn.  Thus,  changes  in  special  tax  provisions  would  often  provide 
transition  rules,  deferred  effective  dates,  application  to  prospective  events  only,  and 
other  means  for  an  equitalile  changeover  to  a  new  tax  situation. 

All  the  revenue  estimates  exclude  the  10-pcrcent  surcharge,  none  of  which  was  collected 
in  fiscal  year  1968. 
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2.  International  affairs  and  finance^ 

a.  Indinidual  taxation. — For  citizens  of  the  United  States,  income  earned 
abroad  up  to  $20,000  for  each  complete  tax  year  is  exempted  from  taxation  if 
the  taxpayer  is  a  bona  fide  resident  of  a  foreign  country  for  an  uninterrupted 
period  that  includes  1  full  tax  year  or,  if  he  is  present  there  510  days  during  a 
period  of  18  consecutive  months.  After  3  years,  foreign  resident  taxpayers  can 
exclude  up  to  $25,000  a  tax  year.  The  revenue  cost  is  $40  million. 

U.S.  citizens  receiving  income  from  sources  in  a  U.S.  possession  may,  under 
certain  conditions,  exclude  such  income  from  tax.  The  revenue  cost  is  $10  million. 

b.  Corporate  taxation. — Domestic  corporations  conducting  all  of  their  busi- 
ness activities  (other  than  incidental  purchases)  in  the  Western  Hemisphere,  de- 
riving at  least  05  percent  of  gross  income  from  sources  outside  of  the  United 
States  and  at  least  00  percent  from  the  active  conduct  of  a  trade  or  a  business 
qualify  as  Western  Hemisphere  Trade  Corporations  entitled  to  a  special  deduc- 
tion. The  net  effect  of  this  deduction  is  to  reduce  the  eligible  corporation's  tax 
rate  by  14  percentage  points.  The  revenue  cost  is  $50  million. 

Income  of  foreign  branches  and  subsidiaries  of  U.S.  corporations  is  subject 
to  taxation  abroad.  Foreign  branch  profits  are  subject  to  U.S.  taxes  in  the  year 
earned.  Profits  of  foreign  subsidiaries  are  generally  not  taxable  in  the  United 
States  until  they  are  repatriated  as  dividends  to  U.S.  taxpayers.  Domestic 
coiiiorations  receiving  dividends  from  foreign  subsidiaries  may  take  a  credit  for 
foreign  income  taxes  levied  on  the  profits  of  the  foreign  subsidiaries  out  of  which 
the  dividends  were  paid.  If  the  dividends  are  from  a  foreign  subsidiary  in  an 
industrialized  country  (i.e.,  one  other  than  a  "less-developed  country"  as  defined 
in  the  Internal  Revenue  Code),  the  domestic  corporation  must  "gross  up"  the 
dividends  to  include  in  taxable  income  the  amount  of  tax  paid  by  the  foreign 
corporation  for  which  credit  is  claimed.  In  other  words,  the  tax  base  in  such 
a  case  is  income  before  deduction  of  income  taxes.  On  the  other  hand,  if  divi- 
dends are  received  from  a  subsidiary  in  a  less-developed  country,  "grossing-up" 
is  not  required.  Consequently,  a  domestic  parent  company  secures  the  benefit 
both  of  a  deduction  of  foreign  income  taxes  (since  dividends  are  after  taxes)  and 
a  credit  for  foreign  income  taxes.  The  revenue  cost  of  not  requiring  the  "gross 
up"  of  dividends  from  less-developed  country  corporations  is  $50  million. 

U.S.  corporations  are  not  required  currently  to  file  consolidated  returns  which 
include  the  unrepatriated  earnings  of  controlled  foreign  subsidiaries.  The  revenue 
cost  of  excluding  these  earnings  is  $150  million. 

Domestic  corporations  deriving  the  bulk  of  their  income  in  U.S.  po.ssessions 
may.  under  certain  conditions,  exclude  such  income  from  tax.  The  revenue  cost 
is  $70  million. 

3.  Agriculture  and  agricultural  resources 

Farmers,  including  corporations,  may  deduct  certain  costs  as  current  expenses 
even  though  these  costs  represent  inventories  on  hand  at  the  end  of  the  year  or 
capital  improvements.  For  example,  the  cost  of  producing  crops  or  raising  live- 
stock not  sold  at  the  end  of  the  tax  year  may  be  deducted  as  an  expense  even 
though  no  revenue  has  been  earned.  Certain  capital  improvement  costs,  such 


1  The  foreign  t.ix  credit  represents  <a  special  problem.  Ultimately  it  arises  from  an 
international  convention,  which  the  United  States  has  accepted,  that  income  earned 
in  one  country  by  a  citizen  or  corporation  of  another  country  should  first  be  taxed  by 
the  country  where  earned  and  this  tax  should  be  recognized  in  some  fashion,  as  by  a  tax 
credit  b.y  the  country  of  citizenship  or  incorporation.  (The  U.S.  law  refers  to  citizens 
and  residents;  the  law  in  other  countries  refers  only  to  residents.)  This  convention 
precludes  or  limits  the  effects  of  taxing  income  twice  as  well  as  specifying  the  order 
of  the  taxes. 

The  order  of  the  two  taxes  may  be  logically  debatable  despite  the  general  convention. 
The  U.S.  share  of  taxes  on  international  operations  would  be  higher  if  the  convention 
were  to  tax  in  the  country  of  citizenship  or  incorporation  first  with  a  tax  credit  in  the 
country  where  earned.  Also  one  could  argue  that  the  scope  of  the  foreign  tax  credit  under 
present  U.S.  law  differed  from  a  logical  foreign  tax  credit  in  various  respects,  such  as 
extension  to  questionable  income  taxes  or  use  of  the  overall  limitation.  These  features  of 
the  foreign  tax  credit  could  result  in  identifying  it  as  partly  equivalent  to  a  tax 
expenditure. 

Another  point  of  view  is  that  the  foreign  tax  credit  per  se  is  in  total  equivalent  to  a 
tax  expenditure,  since  the  credit  can  be  considered  as  a  removal  of  a  barrier  to  foreign 
operations  by  U.S.  businesses.  Due  to  the  complexity  of  the  issues  involved  this  study 
does  not  make  any  estimate  of  the  part  that  could  be  called  a  tax  expenditure,  except  as 
respects  the  absence  of  "gross-up"  for  dividends  from  less-developed  country  corporations 
stated  in  the  text. 
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as  the  costs  of  preparing  land  and  diversion  of  streams,  are  deductible  during 
the  year  incurred  rather  than  capitalized  and  depreciated. 

Gains  from  the  sale  of  draft,  breeding,  or  dairy  livestock  held  for  12  months 
or  more  are  taxed  as  long-term  capital  gains  rather  than  ordinary  income 
although  the  costs  of  raising  these  animals  are  considered  operating  expenses 
and  may  therefore  be  deducted  from  ordinary  income.  Capital  gain  treatment 
also  extends  to  the  sale  of  orchards,  vineyards,  and  comparable  agricultural 
activities. 

The  revenue  cost  of  this  treatment  is  $800  million. 

The  "gain"  on  the  'cutting"  of  timber  is  taxed  at  the  rates  applicable  to  long- 
term  capital  gains,  rather  than  at  ordinary  income  rates.  The  revenue  cost  is 
$130  million. 

4.  Natural  resources 

Certain  capital  costs  necessary  to  bring  a  mineral  deposit  into  production 
may  be  deducted  as  current  expenses  rather  than  spread  over  the  useful  life 
of  the  property.  Included  in  this  category  are  the  "intangible  drilling  costs"  of 
oil  or  gas  wells  and  the  costs  of  developing  other  mineral  deposits,  such  as  mine 
shafts,  tunnels,  and  stripping.  The  revenue  cost  is  $300  million. 

Extractive  industries  may  choose  between  two  methods  of  recovering  capital 
costs  invested  in  the  development  of  natural  resources.  Under  one  method,  such 
outlays  to  the  extent  not  immediately  expensible  may  be  deducted  as  "cost 
depletion"  over  the  productive  life  of  the  property,  much  as  other  businesses  may 
take  deductions  for  the  depreciation  of  capital  goods.  Alternatively,  businesses 
in  the  extractive  industries  may  deduct  a  flat  percentage  of  gross  income  (but 
not  more  than  50  percent  of  net  income)  where  such  "percentage  depletion" 
exceeds  "cost  depletion."  Percentage  depletion  is  not  limited  to  the  cost  of  the 
investment  as  is  cost  depletion.  Cost  for  cost  depletion  means  costs  which  have 
not  already  been  recovered  through  expensing  of  exploration  and  discovery  costs 
and  intangible  drilling  costs.  The  fraction  of  gross  income  deductible  under 
percentage  depletion  varies,  with  statutory  rates  ranging  from  27.5  ix^rcent  for 
oil  and  gas  to  5  percent  for  certain  minerals.  The  revenue  cost  is  $1.3  billion.^ 

Royalties  from  coal  or  iron  ore  deposits  are  treated  as  capital  gains.  The 
revenue  cost  is  $5  million. 

5.  Commerce  and  transportation 

There  exist  a  variety  of  tax  provisions  which  cause  tax  liabilities  of  businesses 
to  be  lower  than  they  would  be  in  the  absence  of  the  provisions. 

a.  Investment  credit. — Under  the  investment  tax  credit  most  businesses  may 
deduct  from  their  tax  liability  an  amount  equal  to  7  percent  of  the  cost  of  invest- 
ments in  new  machinery  and  equipment  made  during  the  taxable  year.  This 
investment  credit  does  not  lower  the  basis  of  the  property  for  calculating  the 
deduction  for  depreciation.  The  revenue  cost  is  $2.3  billion. 

b.  Excess  depreciation  on  buildings.— -To  the  extent  that  allowable  deprecia- 
tion for  tax  purposes  exceeds  the  rate  at  which  assets  actually  depreciate,  busi- 
ness tax  liabilities  are  deferred.  Businesses  may  employ  a  variety  of  depreciation 
schedules  for  tax  purposes,  some  of  which  cause  a  much  larger  part  of  asset  values 
to  be  written  off  in  early  years  of  the  asset's  useful  life  than  do  others.  These 
tax  schedules  differ  from  the  depreciation  schedules  used  by  businesses  in  their 
financial  statements.  The  revenue  cost  of  allowing,  for  buildings  only,  deprecia- 
tion methods  for  tax  purposes  that  reduce  asset  value  more  rapidly  than  straight 
line  depreciation  (the  method  typically  used  in  financial  statements)  is  $750 
million,^  of  which  $250  million  appears  under  housing  and  community  development. 

1  In  the  absence  of  the  expensing  of  exploration  and  development  costs  and  percentage 
depletion,  the  first  year  revenue  effect  would  be  $750  million  and  $1.5  billion,  respectively. 
The  difference  from  the  text  estimates,  which  are  based  on  long-run  effect,  Is  due  to  the 
circumstance  that  taxpayers  with  mineral  properties  would  initially  have  little  or  no 
tax   basis   because   of  deductions   In   prior   years. 

^  This  difference  for  a  particular  asset  would  narrow  over  time  since  depreciation 
taken  during  the  early  years  of  an  asset's  life  cannot  be  taken  during  later  years  of  the 
asset's  life.  However,  for  all  depreciable  assets  together,  with  Investment  rising  In  an 
expanding  economy,  the  difference  between  deductions  under  tax  depreciation  and  under 
straight-line  depreciation  will  Increase  In  line  with  the  rate  at  which  Investment 
expanded. 

The  tax  depreciation  allowed  for  machinery  and  equipment  Is  thought  to  be  closer 
to  actual  depreciation  than  that  allowed  on  buildings.  Also  the  code  provisions  relative 
to  recapture  of  prolits  resulting  from  excess  depreciation  effects  a  full  recapture  as 
ordinary  income  of  sucli  profits  on  machinery  and  equipment,  but  recapture  of  only  a 
declining  and  then  disappearing  proportion  of  such  jirofits  In  the  case  of  buildings.  In 
view  of  this  and  the  dlfiiculty  of  estimating  the  divergence.  If  any,  between  depreciation 
allowed  for  tax  purposes  and  actual  depreciation,  depreciation  for  machinery  and  equip- 
ment is  not  included  here  as  a  tax  expenditure. 
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c.  Dividend  exclusion. — Iiulividual  income  taxpayers  may  exclude  $100  of 
dividends  from  income  subject  to  tax.  Tlie  revenue  c«j.st  is  $225  million. 

d.  Capital  gains — individual  income  tax. — If  the  owner  of  appreciated  capital 
assets  dies,  the  capital  gains  tax  is  not  applied  to  appreciation  which  would 
have  been  taxable  had  he  sold  the  assets  just  before  death.  Heirs  who  receive 
appreciated  property  from  the  decedent  and  who  subsequently  sell  the  property 
are  subject  to  capital  gains  tax  only  on  appreciation  occurring  after  they  ac- 
quired the  property.  Thus  the  appreciation  on  assets  held  until  death  is  never 
taxed  under  the  income  tax.  The  revenue  cost  of  this  treatment  is  $2.5  billion. 

As  to  realized  gains,  half  of  the  gains  from  the  sale  of  capital  assets  held  more 
than  6  months  is  excluded  from  income,  and  in  no  case  is  the  tax  rate  applica!)U 
to  such  capital  gains  allowed  to  exceed  25  percent.  The  revenue  cost  of  ihis 
treatment  is  $4.5  billion.  The  revenue  cost  of  this  treatment  for  both  realized 
gains  and  gains  at  death  is  $8.5  billion  (including  the  $2.5  billion  listed  above). 

The  cost  of  capital  gain  treatment  under  present  law  is  complex  for  a  number 
of  reasons.  It  could  be  contended  that : 

1.  full  taxation  of  realized  capital  gains,  even  with  full  taxation  at  death,  could 
result  in  greater  postponement  of  lifetime  gains  ; 

2.  with  a  different  treatment  of  capital  gains  another  approach  to  the  corporate 
tax  might  provide  for  some  integration  of  corporate  and  individual  taxes  by 
giving  taxpayers  who  sell  corporate  shares  some  credit  for  taxes  paid  by  the  cor- 
poration on  retained  income  which  is  reflected  in  share  values  ; 

3.  averaging  of  capital  gains  would  lower  the  indicated  i-evenue  cost. 
Arbitrarily  the  cost  of  the  present  treatment  of  capital  gains  is  shown  as  a  range 
of  $5.5  billion  to  $8.5  billion  to  recognize  the  complex  issues  involved. 

e.  Capital  gains — corporation  income  tax. — Corporations  are  subject  to  a  tax 
of  25  percent  on  capital  gains,  while  the  rate  applicable  to  other  corporate  income 
is  48  percent  of  the  excess  of  income  over  $25,000.  The  revenue  cost  is  $500 
million.^ 

f.  Bad  debt  reserves  of  banks  and  other  financial  institutions. — Businesses  are 
generally  authorized  to  deduct  as  ordinary  business  expenses  additions  to 
reserves  for  bad  debts  where  such  reserves  reflect  historical  experience  of  the 
firm  or  reasonable  anticii»ations  about  the  future.  Commercial  banks,  mutual 
savings  banks,  building  and  loan  associations,  and  cooperative  banks,  however, 
are  permitted  to  set  aside  bad  debt  reserves  based  on  stipulated  fractions  of 
deposits,  of  loans  outstanding,  or  of  taxable  income  before  computation  for  bad 
debts.  These  special  bad  debt  reserves  typically  greatly  exceed  actual  loss  experi- 
ence. The  revenue  cost  is  $600  million. 

g.  Credit  unions. — Credit  unions  are  exempt  from  Federal  income  tax.  The 
revenue  cost  is  $40  million. 

h.  Deduction  of  interest  on  consumer  credit.^ — Interest  paid  on  consumer  credit 
is  allowed  as  an  itemized  nonbusiness  deduction  for  individuals.  The  revenue  cost 
is  $1.3  billion. 

i.  Expensing  of  research  and  development  expenditures. — Expenditures  by 
businesses  for  re.search  and  development  (R&D)  are  carried  out  to  find  new 
products  or  processes,  to  reduce  costs,  or  for  other  purposes.  In  nearly  all  cases, 
benefits  from  such  expenditures  will  accrue  for  well  over  1  year.  For  tax  purpo.-es 
businesses  may  deduct  all  K&D  expenditures  in  the  year  during  which  they  are 
incurred,  or  they  may  amortize  them  over  not  less  than  5  years.  The  revenue  cost 
of  current  deduction  compared  to  amortization  over  5  years  is  $500  million. 

j.  $25,000  surtax  exemption. — Corporations  pay  income  tax  at  the  rate  of  22 
percent  on  all  taxable  income  plus  a  surtax  of  20  percent  on  taxable  income  Ij 
excess  of  $25,000.  Each  corporation  therefore  enjoys  a  surtax  exemption  of 
$25,000.  This  exemption  is  intended  to  encourage  small  or  new  businesses.  The 
revenue  cost  of  this  exemption  is  $1.8  billion. 

In  some  instances,  a  number  of  branch  stores  or  chains  are  separately  incor- 
porated bvit  are  controlled  by  one  parent  corporation  or  individual.  Each  of  the 
multiple  corporations  receives  a  surtax  exemption.  The  revenue  cost  of  this  mul- 
tiple surtax  exemption  compared  with  allowance  of  one  exemption  of  $25,000  for 

1  This  cost  does  not  includo  the  cost  of  capital  gain  treatment  listed  under  agriculture 
and  natural  resources. 

2  The  deduction  for  interest  on  debts  related  to  the  production  of  income  is  a  business 
deduction,  appropriate  as  a  deduction  to  obtain  a  net  income  measure  Deductions  for 
interest  for  business  purposes,  such  as  operation  of  a  farm  or  business  or  relative  to 
personal  investing,  are  thus  not  included  as  a  tax  expenditure  item. 
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the  corporate  group  is  $225  million.  (This  revenue  cost  is  included  in  the  above 
estimate  of  tlie  revenue  cost  for  the  entire  surtax  exemption.) 

k.  Deferral  of  tax  on  shiitping  companies. — Certain  companies  which  operate 
U.S.  Ilag  vessels  on  foreign  trade  routes  receive  an  indelhiite  deferral  of  income 
taxes  on  that  portion  of  their  net  income  which  is  used  for  shipping  purposes, 
primarily  construction,  modernization,  and  major  repairs  of  ships.  The  revenue 
cost  is  $10  million.^ 

6.  Housing  and  community  development 

Owner  occupants  of  homes  may  deduct  mortgage  interest  and  property  taxes 
(but  not  maintenance  outlays  or  depreciation)  as  itemized  nonbusiness  deduc- 
tions. The  revenue  cost  of  deductions  for  interest  paid  by  homeowners  on  the 
mortgages  on  their  liomes  is  $1.9  billion.^  The  revenue  cost  of  deductions  for  prop- 
erty taxes  paid  by  homeowners  is  $1.8  billion.  The  revenue  cost  of  depreciation 
on  rental  housing  is  $250  million.  ( See  5b  above. ) 

7.  Health,  labor,  and  welfare 

A  large  variety  of  direct  expenditures  and  transfer  payments  are  undertaken 
to  contribute  to  the  improvement  of  the  health  and  welfare  of  families  and 
individuals,  both  currently  and  in  later  years.  A  considerable  number  of  special 
tax  provisions  serve  related  ends.  The  major  tax  provisions  are  listed  below,  with 
exclusions  and  exemptions  fir.st,  followed  by  deductions. 

a.  Provisions  relating  to  the  aged,  blind,  and  disahled.- — Individual  taxpayers 
age  65  and  over  may  claim  two  personal  exemptions  of  $G00  and  a  second  $100 
minimum  standard  deduction  (while  persons  under  age  05  may  claim  only  one 
of  each) .  The  revenue  cost  of  these  additional  items  is  $500  million. 

Aged  recipients  of  old  age,  survivors,  and  health  benefits  under  the  OASDHI 
program  and  of  railroad  retirement  benefits  are  not  required  to  include  such 
benefits  in  computing  tax  liability.  The  revenue  cost  of  this  exclusion  is  $525 
million.^ 

Individuals  over  age  65  may  claim  a  tax  credit  of  up  to  $228.60  ($342.00  for 
couples)  based  on  retirement  income  from  all  sources  except  social  security 
benefits.  In  effect,  the  provision  permits  taxpayers  with  retirement  income  to 
exclude  from  taxable  income  the  difference  between  $1,524  ($2,286  for  couples) 
and  any  social  security  benefits  they  receive ;  the  credit  does  not  extend  to  wage 
income.  The  revenue  cost  of  the  retirement  income  credit  is  $200  million. 

The  combined  revenue  cost  of  the  three  provisions  just  enumerated  is  $2.3 
billion.  The  joint  revenue  cost  exceeds  the  sum  of  the  three  measures  taken 
separately,  .since  the  absence  of  one  provision  would  increase  the  residual 
significance  of  the  others. 

The  blind  qualify  for  two  $600  personal  exemptions  and  an  extra  $100  minimum 
standard  deduction.  The  revenue  cost  is  $10  million. 

b.  ''Sick  pay"  exclusions. — Certain  payments  financed  by  an  employer  in  lieu 
of  wages  during  periods  of  employee  injury  or  sickness  are  excluded  from  the 
employee's  income.  The  revenue  cost  is  $85  million. 

c.  Exclusion  of  unemployment  insurance  henefits. — Benefits  paid  by  State 
unemployment  insurance  plans  are  excluded  from  taxable  income.  These  benefits 
are  financed  by  a  tax  on  wages  which  is  deductible  to  the  employer.  TTie  revenue 
cost  of  the  exclusion  of  these  benefits  is  $300  million. 

d.  Exclusion  of  workmen's  compensation  henefits. — Benefits  paid  under  work- 
men's compensation  following  a  work-related  personal  injury  or  sickness  are 
excluded  from  taxable  income.  (These  payments  are  primarily  intended  to  replace 
earnings  lost  due  to  a  work-related  injury  or  illness,  although  some  small  part  of 
the  total  payments  is  compensation  for  physical  loss,  such  as  an  eye  or  an  arm.) 


1  The  revenue  cost  of  the  special  treatment  for  controlled  foreign  subsidiaries  engafred 
in  shipping  operations  is  included  in  the  general  cost  of  exclusion  of  income  of  contridled 
foreign   subsidiaries   listed   under  international   affairs   and    finance. 

2  In  general  we  cannot  trace  borrowed  funds  precisely  and  thus  the  allocation  of  the 
revenue  cost  of  the  nonbusiness  interest  deduction  between  housing  and  community 
development  and  commerce  and  transportation  is  somewhat  arbitrary.  The  fact  that 
borrowin"  takes  the  form  of  a  home  mortgage  does  not  always  mean  that  the  purpose 
of  the  mortgage  is  to  finance  the  purchase  of  the  home.  Individuals  may  find  their  homes 
Drovide  a  tvpe  of  collateral  to  secure  a  loan  on  more  advantageous  terms  than  with  other 
or  no  collateral    even  though  the  purpose  of  the  loan  may  be  to  finance  something  else, 


one  quarter  of  the  benefits  as  approximately  the  cost  of  employee  contribution. 
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The  employers'  payments  for  workmen's  compensation  insurance  are  deductible 
in  computing  the  employers'  income  subject  to  tax.  The  revenue  cost  of  the 
exclusion  is  $150  million. 

e.  Exclusion  of  public  assistance. — Public  assistance  payments  are  excluded 
from  taxable  income.  The  revenue  cost  is  $50  million. 

f .  Certain  exclusions  for  pensions 

(1)  For  employees. — Employer  contributions  to  qualified  employee  pension  and 
annuity  plans  are  deductible  to  the  employer.  Income  earned  by  qualified  pension 
and  annuity  plans  on  their  investments,  from  both  employer  contributions  and 
employee  contributions,  is  not  taxable.  When  a  pension  or  annuity  is  paid  upon 
the  retirement  of  the  employee,  the  pension  or  annuity  is  taxable  to  the  employee 
except  as  to  the  percentage  of  the  benefit  purchased  by  his  contributions,  not 
counting  in  the  latter  interest  earned  on  his  contributions. 

The  revenue  cost  of  the  exclusion  of  investment  income  earned  by  all  private 
pension  funds,  based  on  the  corporate  tax  rate,  is  $1.9  billion.  The  revenue  cost 
of  deduction  of  the  total  amount  contributed  by  employers  to  these  qualified  plans, 
based  on  the  corporate  tax  rate,  is  $3.4  billion. 

The  revenue  cost,  based  on  the  individual  income  tax  rates  applicable  to  em- 
ployees, is  $0.7  billion  as  respects  the  investment  income  and  $1.4  billion  as 
respects  the  employers'  contributions. 

The  greater  the  extent  to  which  the  benefits  are  vested,  the  more  relevant  is 
the  use  of  the  individual  tax  rate  in  estimating  the  revenue  cost.  Taking  this 
vesting  into  account,  the  revenue  cost  of  the  treatment  of  pension  plans  can  be 
put  at  $3.0  billion. 

(2)  For  self-employed  persons. — Self-employed  individuals  are  permitted  a 
deduction  from  taxable  income  for  funds  they  set  aside  currently  in  qualified 
retirement  plans.  The  deduction  is  limited  to  10  percent  of  earned  income  or 
$2,500,  whichever  is  less.  When  the  pension  or  annuity  benefits  are  received  after 
retirement,  that  percentage  of  benefits  purchased  out  of  tax-free  income  is  subject 
to  tax.  The  revenue  cost  of  this  deduction  is  $60  million.^ 

g.  Exclusion  of  other  employee  benefits. — In  addition  to  the  benefits  already 
enumerated,  a  number  of  other  employee  benefits,  the  cost  of  which  is  paid  at 
least  in  part  by  the  employer,  are  also  excluded  from  income  subject  to  tax.  The 
cost  to  the  employer  is  deductible,  and  the  benefit  to  the  employee  not  taxable, 
in  all  of  these  cases.  A  list  of  these  exclusions  follows,  with  the  revenue  cost 
associated  with  each  item  : 

In  millions 

1.  Premiums  on  group  term  life  insurance  (up  to  $50,000  of  coverage) $400 

2.  Employee  death  and  accident  benefits  (up  to  $5,000) 25 

3.  Premiums  paid  to  qualified  plans  for  hospitalization,  surgical,  and  other 

medical  care 1,  lOO 

4.  Reserve  buildup  under  privately  financed  supplementary  unemployment 

benefit  plans 25 

5.  Meals  and  lodging 150 

Total 1,700 

h.  Exclusion  of  interest  on  life  insurance  savings. — Life  insurance  policies, 
other  than  term  policies,  generally  have  a  savings  element  in  them.  Savings  in 
the  form  of  policyholders'  reserves  are  accumulated  from  the  premium  payment 
and  interest  is  earned  on  these  policyholders'  reserves.  Such  interest  income  is 
not  taxable  as  it  accrues  and  it  is  not  taxable  as  an  element  of  death  benefits. 
The  interest  income,  however,  is  taxable  to  the  extent  that  the  proceeds  exceed 
net  premiums  when  insurance  is  paid  for  causes  other  than  death.  The  revenue 
cost  of  the  interest  exclusion  is  $900  million. 

i.  Deductibility  of  contributions  for  other  than  educatian." — Contributions  to 
most  nonprofit  organizations  devoted  to  charitable,  religious,  or  certain  other 
activities  are  allowed  as  an  itemized  nonbusiness  deduction  for  individuals. 
The  deduction  is  generally  limited  to  30  percent  of  adjusted  gross  income  for 
contributions  to  organizations  supported  by  the  general  public.  Unlimited  con- 
tributions may  be  deducted  by  those  taxpayers  (a  relatively  small  number)  whose 
contributions  plus  income  taxes  equal  90  percent  of  taxable  income  in  eight  out 
of  the  preceding  10  years. 


1  This  estimate  is  based  on  tlie  rules  made  applicable  starting  in  1968. 
?=  Contributions  for  education  are  listed  in  the  next  section  under  the  budget  heading 
for  education. 
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The  revenue  cost  of  the  deduction  for  contributions  for  other  than  education 
is  $2.2  billion,  of  which  $1.2  billion  is  attributable  to  contributions  to  religious 
organizations  and  $1.0  billion  to  contributions  to  other  noneducational 
organizations.* 

Taxpayers  who  contribute  to  charitable  or  educational  organizations  capital 
as.sets,  usually  securities,  which  have  appreciated  in  value  above  their  cost, 
obtain  a  deduction  for  the  contribution  at  the  appreciated  value  of  the  asset 
without  taxation  on  the  appreciation  in  value.  The  revenue  cost  of  the  deduction 
for  such  charitable  contributions  is  included  in  the  estimate  just  given.  The 
revenue  cost  of  the  exclusion  of  the  appreciation  in  value  of  the  donated  property 
is  $100  million. 

j.  Deductibility  of  medical  expenses. — Medical  expenses  in  excess  of  3  percent 
of  adjusted  gross  income  and  expenditures  for  prescribed  drugs  and  medicines 
in  excess  of  1  percent  of  adjusted  gross  income  may  be  deducted  by  individuals 
as  itemized  nonbusiness  deductions.  In  effect,  the  deduction  is  permitted  for  those 
medical  expenses  above  a  floor  based  on  percentage  of  income  to  cushion  the 
effect  of  relatively  large  medical  expenses  not  covered  by  insurance.  Individuals 
may  also  deduct  half  of  the  premiums  paid  for  medical  care  insurance  up  to  a 
maximum  deduction  of  $150  per  year,  without  regard  to  the  3  percent  limitation. 
The  revenue  cost  of  both  these  deductions  is  $1.5  billion. 

k.  DeductiMlity  of  child  and  dependent  care  expenses.— Deductions  for  a 
limited  amount  of  expenditures  for  the  care  of  children  under  13  or  incapacitated 
dependents  necessary  to  enable  the  taxpayer  to  work  are  permitted  under  certain 
circumstances.  If  adjusted  gross  income  of  a  family  is  .$6,000  or  less,  child  care 
expen.ses  may  be  deducted  up  to  $600  for  one  child,  or  $900  for  two  or  more  chil- 
dren. The  deduction  is  reduced,  when  both  parents  are  in  the  home  and  able 
bodied,  by  the  amount  the  combined  income  of  husband  and  wife  exceeds  $6,000. 
The  revenue  cost  is  $25  million. 

1.  Deductibility  of  casualty  losses. — Taxpayers  may  deduct  as  an  itemized 
nonbusiness  deduction  the  amount  in  excess  of  $100  for  each  loss  due  to  fire,  theft, 
or  other  casualty  to  the  extent  not  compensated  by  insurance.  The  revenue  cost 
is  $70  million. 

m.  Standard  deductions. — Individuals  may  itemize  personal  deductions  for 
certain  nonbusiness  expenditures,  such  as  charitable  contributions,  certain  State 
and  local  taxes,  interest  payments  on  home  mortgages  and  consumer  credit,  child 
care  expenses,  medical  and  drug  expenses  above  a  stated  percent  of  income  and 
casualty  losses — items  referred  to  earlier  in  this  listing.  The  taxpayer  is  also 
given  the  option  to  deduct — instead  of  this  itemization — a  standard  deduction 
of  10  percent  of  adjusted  gross  income  or  $1,000  ($500  if  married  and  filing 
separately),  whichever  is  less.  The  revenue  cost  of  the  10  percent  standard 
deduction  is  $3.2  billion. 

8.  Education 

a.  Additional  personal  exemption  for  students. — Taxpayers  may  claim  per- 
sonal exemptions  for  dependent  children  over  18  who  receive  $600  or  more  of 
income  per  year  only  if  they  are  full-time  students.  The  student  may  also  claim 
an  exemption  on  his  own  tax  return,  in  effect  providing  a  double  exemption,  one 
for  the  parents  and  one  for  the  student.  The  revenue  co.st  is  $500  million. 

b.  Deductibility  of  contributions  to  educational  t"ns^i/Mtio»w.— Contributions  to 
nonprofit  educational  institutions  are  allowed  as  an  itemized  nonbusiness  deduc- 
tion for  individuals.  The  deduction  is  generally  limited  to  30  percent  of  adjusted 


I  The  revenue  cost  of  the  unlimited  contributions  deduction,  taking  into  account 
educational  as  well  as  other  charitable  contributions,  is  $45  million.  This  amount  Is 
Included  In  the  revenue  cost  given  in  the  text  for  contributions  to  charitable  and 
odncationaJ   organizations. 

Corporations  may  take  deductions  for  contributions  to  both  charitable  organizations 
and  educational  Institutions.  The  revenue  cost  is  $400  million.  In  the  absence  of 
'leductibillty  of  contributions,  however,  presumably  some  of  these  would  be  treated  as 
business  expenses  and  thus  this  amount  is  not  included  as  a  tax  expenditure. 

'  In  the  absence  of  the  10  percent  standard  deduction  and  most  Itemized  nonbusiness 
deductions,  the  minimum  standard  deduction  as  presently  structured  would  be  taken  by 
.■ill  tax-ytnyers  and  its  revenue  cost  would  be  r^'latlvely  large.  Under  present  treatment, 
the  minimum  standard  deduction  in  keeping  with  Its  objectives  Is  claimed  almost  entirely 
by  low-income  taxpayers  and  Its  revenue  cost  Is  $.S00  million.  The  revenue  estimate  In 
the  text  assumes  th(>  minimum  standard  ded\ictlon  is  designed  to  assist  only  low-income 
taxpayers. 

The  minimum  standard  deduction  Is  regarded  as  related  In  this  study  to  the  system 
of  personal  exemptions  and  th»is  a  part  of  the  structure  of  an  Income  tax  system  based 
on  ability  to  pay,    rather  than  as  a  tax  expenditure.    (See  "Introduction".) 
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gross  income  for  coutributions  to  organizatious,  iucluding  odiicatioiial  institu- 
tions, supported  by  the  general  public.  The  revenue  cost  is  $170  million.' 

c.  Exclusion  of  scholarships  and  fellowships. — Recipients  of  scholarships  and 
fellowships  may  exclude  such  amounts  from  taxable  income,  subject  to  certain 
limitations.  The  revenue  cost  is  $50  million. 

9.  Veterans'  benefits  and  services 

Veterans  receive  benefits  under  a  number  of  programs  providing  for  transfer 
payments,  direct  provision  of  services,  and  special  access  to  credit.  Veterans' 
pensions  exclusive  of  retirement  pay  based  on  age  or  length  of  service  are  ex- 
cluded from  taxable  income.  The  nontaxable  payments  include  all  pensions  paid 
due  to  disability  and  all  pensions  paid  by  the  Veterans'  Administration  to 
veterans  over  65.  The  revenue  cost  is  $550  million. 

10.  Aid  to  State  and  local  government  financing 

The  Federal  Government  through  certain  tax  provisions  in  effect  provides  as- 
sistance to  State  and  local  governments.  The  deductibility  of  property  taxes 
on  owner-occupied  homes  involving  a  revenue  cost  of  $1.8  billion  was  listed  above 
under  housing  and  community  development  as  an  element  of  the  tax  system  which 
provides  support  to  promote  housing,  similar  in  many  respects  to  certain  direct 
expenditures  and  loan  programs.  This  provision  also  aids  States  and,  particularly, 
local  governments  in  imposing  taxes  to  finance  their  expenditure  programs.  Two 
other  special  tax  provisions  also  aid  State  and  local  governments  in  meeting 
their  expenditure  commitments,  but,  unlike  the  deductibility  of  property  taxes 
on  homes,  they  do  not  fit  clearly  within  any  of  the  present  functional  categories 
now  used  in  describing  the  scope  of  Federal  budget  expenditures.  Thus  we  have 
added  aid  to  State  and  local  government  financing  as  a  separate  budgetary 
heading,  although  there  is  no  comparable  heading  in  the  Federal  budget. 

Interest  income  paid  by  State  and  local  governments  on  debt  obligations  to 
individuals,  businesses,  and  fiduciaries  is  not  subject  to  tax  under  the  Federal 
individual  or  corporate  income  taxes.  As  a  result  of  the  exclusion  of  such  income 
from  tax.  State  and  local  governments  are  able  to  sell  debt  obligations  at  a 
lower  interest  cost  than  could  be  possible  if  such  interest  were  subject  to  tax. 
The  revenue  cost  is  $1.8  billion. 

Under  the  Federal  income  tax,  individuals  may  take  as  itemized  nonbusiness 
deductions  State  and  local  personal  income,  gasoline,  sales,  property,  and  other 
taxes  in  calculating  income  subject  to  tax.  The  deductibility  of  all  these  State 
and  local  taxes  (excluding  property  taxes  on  owner-occupied  homes)  on  nonl)Usi- 
ness  returns '^  can  be  classified  as  support  for  the  finances  of  State  and  local 
governments,  rather  than  listed  under  any  of  the  functional  categories  in  the 
current  budget.  The  revenue  cost  of  these  deductions  is  $2.8  billion.' 


1  Corporations  may  take  deductioas  for  contributions  to  educational  institutions,  the 
revenue  cost  of  which  is  included  in  the  .$400  million  for  all  cori^orate  contrlbutloiiK  In 
footnote  2,  under  71,  above.  As  some  of  these  contributions  may  be  claimed  a.-^  business 
expenses  which  are  deductible,  this  revenue  cost  is  not  Included  as  a  tax  expenditure. 
*  For  businesses  owned  by  individuals,  taxes  other  than  income  taxes  are  considered  a 
cost  of  doing  business  and  thus  deductible  in  arriving  at  a  net  income  figure. 
»  The  brealcdown  of  this  total  for  State  and  local  taxes  follows : 

Revenue  Cost 
Tax :  (In  millions) 

Individual    income    tax $1,  350 

General  sales  taxes 77.^) 

Gasoline    taxes 400 

Personal  property  taxes 150 

Other  taxes 125 

Total    2,  800 

Property    taxes    on    owner-occupied    homes    (Reported    earlier    under 

housing  and   community  development) 1,800 

Total  revenue  cost — all  State  and  local  nonbusiness  taxes 4,  600 
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The  functional  breakdown 

The  functional  breakdown  of  regular  budget  outlays  (including  expenditures 
and  net  lending)  and  "tax  expenditures"  is  presented  in  table  I.  In  interpreting 
the  amounts  in  tliat  table,  certain  aspects  should  be  kept  in  mind. 

"Within  each  functional  category  the  '"tax  expenditure"  total  reports  the  revenue 
impact  of  all  tax  provisions  for  that  function.  Each  of  these  tax  provisions  was 
discussed  in  the  preceding  section,  and  the  revenue  cost  of  each  provision  was 
presented  separately  from  any  other  provision  in  the  tax  system,  including  pro- 
visions with  a  similar  function.  The  revenue  costs  for  each  of  these  provisions 
taken  separately  are  shown  in  table  II,  and  the  totals  taken  to  table  I. 

A  total  of  all  the  provisions  is  not  given  here  or  in  the  tables.  The  mathematical 
total  would  be  an  understatement  of  the  true  reveniie  cost  of  all  the  provisions 
taken  together  because  the  absence  of  any  single  provision  woukl  put  a  taxpayer 
into  a  higher  rate  bracket  and  thus  cause  the  other  provisions  to  have  a  larger 
revenue  effect.  An  effort  to  take  this  interaction  into  account  in  the  estimates  of 
the  separate  items  would  require  an  arbitrary  decision  as  to  which  provisions 
were  taken  into  account  before  other  provisions. 

Also  the  special  tax  provisions  undoubtedly  have  significant  effects  on  the 
composition  and  perhaps  the  level  of  economic  activity.  If  none  of  those  pro- 
visions were  in  the  law,  the  tax  base,  the  budget,  and  the  economy  would  be  dif- 
ferent. We  have  not  attempted  to  speculate  how  the  Federal  budget  and  the 
economy  might  differ  from  what  they  now  are. 

The  relative  importance  of  ordinary  budget  expenditures  and  of  tax  expendi- 
tures differs  sharply  by  function,  as  shown  in  table  I.  In  the  budget  lields  of 
space  research  and  technology,  interest,  and  general  Government,  tax  expendi- 
tures make  no  direct  contribution,  although,  as  with  ordinary  expenditures,  items 
classified  under  other  budget  headings  may  have  an  effect  in  these  areas.  Tax  ex- 
penditures constitute  a  relatively  small  part  of  total  budget  resources  used  for 
national  defense  and  for  veterans'  benefits  and  services,  although  the  cost  of  the 
special  tax  provisions  relative  to  these  functions  is  $1.1  billion. 

Tax  provisions  control  a  large  fraction  of  budget  resources  employed  in  sev- 
eral functional  categories.  With  respect  to  commerce  and  transportation,  a  greater 
volume  of  budget  resources  is  allocated  by  current  special  tax  provisions  than 
by  direct  expenditures.  In  certain  functional  categories,  such  as  natural  re- 
soui'ces,  housing  and  community  development,  and  health,  labor,  and  welfare, 
tax  provisions  constitute  a  major  component  of  total  Government  activities. 

Once  again  it  should  be  kept  in  mind  that  the  list  of  tax  provisions  is  not  in- 
tended to  be  exhaustive.  In  the  case  of  each  of  the  special  tax  provisions  presented 
above,  revenues  are  effected  in  connection  with  a  specific  form  of  private  or  Gov- 
ernment economic  activity  or  in  connection  with  a  particular  form  of  expendi- 
ture. Many  reasons  for  the  enactment  of  these  tax  provisions  may  be  found  other 
than  the  promotion  of  the  functional  activity  under  which  they  are  listed,  just 
as  a  multitude  of  forces  affect  the  approval  of  direct  Government  expenditures 
which  are  nonetheless  summarized  under  specific  functional  headings.  This  anal- 
ysis in  no  way  reflects  on  the  wisdom  of  such  reasons.  It  is  clear,  however,  that 
more  efficient  use  of  resources  by  the  Federal  Government  is  advanced  if  ex- 
plicit account  is  taken  of  all  calls  upon  budget  resources,  so  that  the  importance 
of  different  budgetary  objectives  and  the  efl'ectiveness  of  alternative  uses,  whether 
through  direct  expenditures,  loan  subsidies,  or  tax  expenditures,  may  be  fully 
understood,  examined,  and  reevaluated  periodically. 
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Table  I. — Estimated  budget  outlays  including  tax  expenditures,  fiscal  year  1968 

[Dollar  amounts  in  biUions] 


Budget  functions  ' 


(1) 


Tax  ex- 

Total budget 

penditures, 

outlays 

Tax 

as  percent 

expendi- 

Total 

of  budget 

Expendi- 

Net 

tures 

expendi- 

tures 

lending 

tures  plus 
net  lending 

(2) 

(3) 

(4) 

(5) 

(6) 

Percent 

$76.5 

(*) 

$0.5 

$77.0 

0.7 

4.3 

$0.7 

.4 

5.4 

7.3 

4.8 

0 

0 

4.8 

0 

4.4 

.9 

.9 

6.2 

17.5 

2.4 

(*) 

1.6 

4.0 

66.0 

7.7 

2 

13. 3-16. 3 

21. 1-24. 1 

169. 0-207.  2 

.7 

3.3 

3.9 

7.9 

99.9 

46.4 

(*) 

15.6 

62.0 

33.5 

4.2 

.4 

.7 

5.3 

15.9 

6.8 

.4 

.6 

7.7 

7.7 

13.5 

0 

0 

13.5 

0 

2.6 

(*) 

0 

2.6 

0 

n.a. 

n.a. 

4.6 

n.a. 

n.a. 

2 169. 9 

5.8 

1.  National  defense -.. 

2.  International  aflairs  and  finance 

3.  Space  research  and  technology 

4.  Agriculture  and  agricultural  resources 

5.  Natural  resources. _ 

6.  Commerce  and  transportation 

7.  Housing  and  community  development.  ._ 

8.  Health,  labor,  and  welfare... 

9.  Education 

10.  Veterans'  benefits  and  services 

11.  Interest 

12.  General  government  and  others 

13.  Aid  to  State  and  local  government  financ- 

ing  

Total - 


Note.— The  figures  for  outlays  and  net  lending  are  the  estimates  for  fiscal  year  1968  in  "  The  Budget  of  the 
United  States  Govermnent:  Fiscal  Year  1969''  (Washington,  January  1968),  p.  53. 

1  The  functions  coincide  with  the  budget  document  except  that  the  heading  "Aid  to  State  and  Local 
Government  Financing"  has  been  added. 

2  Includes  amounts  for  contingencies  and  certain  undistributed  intragovernmental  payments  which  are 
included  in  the  budget  but  not  listed  separately  here. 

n.a.  Not  applicable,  since  this  is  not  a  budget  category. 

♦Amounts  differed  from  zero  and  fell  in  the  range  from  —$40  million  (net  repayment)  to  -|-$21  million 

Table  II. — Estimated  tax  expenditures,  fiscal  year  1968 
[In  minions] 


Tax  expenditures  by  budget  function 


Kevenue  cost 


1.  National  defense: 

Exclusion  of  benefits  and  allowances  to  Armed  Forces  persomiel 

2.  International  affairs  and  finance: 

a.  Individual  taxation: 

Exemption  for  certain  income  earned  abroad  by  U.S.  citizens 

Exclusion  of  income  earned  in  U.S.  possessions 

b.  Corporate  taxation: 

Western  Hemisphere  Trade  Corporations 

Exclusion  of  gross-up  on  dividends  of  less-developed  country  corporations.. . 

Exclusion  of  controlled  foreign  subsidiaries 

Exclusion  of  income  earned  in  U.S.  possessions. _ 

Total 

3.  Agriculture  and  agricultm'al  resources: 

FaiTtting:  expensing  and  capital  gain  treatment 

Timber:  capital  gain  treatment  for  certain  income 

Total. _-_ 

4.  Natural  resom'ces: 

Expensing  of  exploration  and  development  costs 

Excess  of  percentage  over  cost  depletion 

C  apital  gams  treatment  of  royalties  on  coal  and  iron  ore 

Total 


$500 


40 
10 

50 

50 

150 

70 


370 


300 

1,300 

5 


1,605 
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Table  II. — Estimated  tax  expenditures,  fiscal  year  1968 — Continued 

[In  millions] 

Tax  expenditures  by  budget  function  Revenue  cost 

5.  Commerce  and  transportation: 

a.  Investment  credit... $2,300 

b.  Excess  depreciation  on  buildings  (other  than  rental  housing) 500 

c.  Dividend  exclusion 225 

d.  Capital  gains:  Individuals 5,500-8,500 

e.  Capital  gains:  corporations  (other  than  agriculture  and  natural  resources) 500 

f.  Excess  bad  debt  reserves  of  financial  institutions 600 

g.  Exemption  of  credit  unions _ 40 

h.  Deductibility  of  interest  on  consumer  credit.. 1,300 

1.    Expensing  of  research  and  development  expenditures 500 

j.    $25,0fJO  surtax  exemption.. _ 1,800 

k.  Deferral  of  tax  on  shipping  companies- 10 

Total 13,276-16,275 

6.  Housing  and  community  development: 

Deductibility  of  interest  on  mortgages  on  owner-occupied  homes 1,900 

Deductibility  of  property  taxes  on  owner-occupied  homes 1,8(X) 

Excess  depreciation  on  rental  housing 250 

Total 3,950 


7.  Health,  labor,  and  welfare: 

a.  Provisions  relating  to  aged,  blind,  and  disabled: 

Combined  cost  for  additional  exemption,  retirement  Income  credit,  and  ex- 
clusion of  OASDIII  for  aged 2,300 

Additional  exemption  for  blind 10 

b.  "LSick  pay"  exclusion 86 

c.  Exclusion  of  unemployment  Insurance  benefits 300 

d.  Exclusion  of  workmen's  compensation  benefits 150 

e.  Exclusion  of  public  assistance  benefits 50 

f.  Treatment  of  pension  plans: 

Plans  for  employees 3,000 

Plans  for  self-employed  persons 60 

g.  Exclusion  of  other  employee  benefits 

Premiums  on  group  term  life  Insurance.. 400 

Deductibility  of  accident  and  death  benefits 26 

Medical  insurance  premiums  and  medical  care 1,100 

Privately  financed  supplementary  unemplojrment  benefits 26 

Meals  and  lodging 160 

h.    Exclusion  of  interest  on  life  insurance  savings 900 

i.     Deductibility  of  charitable  contributions  (other  than  education),  Including  un- 
taxed appreciation. 2, 200 

j.     Deductibility  of  medical  expenses 1,600 

k.    Deductibility  of  child  and  dependent  care  expenses 25 

1.     Deductibility  of  casualty  losses 70 

m.  Standard  deduction 3,200 


Total 15,550 


8.  Education: 

a.  Additional  personal  exemption  for  students 500 

b.  Deductibility  of  contributions  to  educational  Institutions 170 

c.  Exclusion  of  scholarships  and  fellowships 50 

Total... 720 


9.  Veterans'  benefits  and  services: 

Exclusion  of  certain  benefits 660 

10.  Aid  to  State  and  local  government  financing: 

Exemption  of  Interest  on  State  and  local  debt 1,800 

Deductibility  of  nonbusiness  State  and  local  taxes  (other  than  on  owner-occupied 
homes) 2,800 

Total 4,600 


Exhibit  29A. — Other  Treasury  testimony  published  in  hearings  before  congres- 
sional committees,  July  1,  1967-June  30,  1968 

Secretary  Fowler 

Statement  before  the  Committee  on  Ways  and  Means,  January  22,  1968,  on  the 
President's  fiscal  program. 
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Assistant  Secretary  Surrey 

Statement  before  the  Senate  Committee  on  Foreign  Relations,  October  5,  1967, 
discussing  tax  treaties  with  Brazil,  with  Canada,  and  with  Trinidad  and  Tobago. 

Statement  before  the  Senate  Committee  on  Foreign  Relations,  April  30,  1968, 
on  the  U.S.  income  tax  conventions  with  the  Philippines  and  with  France. 


International  Financial  and  Monetary  Developments 

Exhibit  30. — Communique  of  the  Ministerial  Meeting  of  the  Group  of  Ten  on 

August  26,  1967,  London 

1.  In  order  to  complete  the  discussions  which  they  had  begun  at  their  previous 
meeting  in  London  on  the  17th  and  18th  July,  the  Ministers  and  Central  Bank 
Governors  of  the  10  countries  participating  in  the  General  Arrangements  to  Bor- 
row met  again  in  London  on  26  August  under  the  chairmanship  of  Mr.  James 
Callaghan,  Chancellor  of  the  Exchequer  of  the  United  Kingdom.  Mr.  Pierre-Paul 
Schweitzer,  Managing  Director  of  the  International  Monetary  Fund,  took  part  in 
the  meeting,  which  was  also  attended  by  representatives  of  the  Organization  for 
Economic  Cooperation  and  Development  and  of  the  Bank  for  International  Set- 
tlements, as  well  as  by  the  President  of  the  National  Bank  of  Switzerland. 

2.  The  Ministers  and  Governors  had  before  them  a  revised  Outline  of  a 
Contingency  Plan  for  establishing  a  new  facility,  in  the  form  of  special  dravnng 
rights,  which  is  intended  to  meet  the  need,  as  and  when  it  arises,  for  a  supplement 
to  existing  reserve  assets.  This  outline  was  drawn  up  at  the  Fourth  Joint  Meeting 
in  Paris  of  the  Executive  Directors  of  the  IMF  and  the  Deputies  of  the  Group  of 
Ten.  It  was  revised  in  the  last  few  weeks  by  the  Deputies  to  clear  up  some  differ- 
ences of  view  remaining  after  the  .July  Ministerial  Meeting. 

3.  The  Ministers  and  Governors  agreed  on  the  text  of  an  Outline  of  a  Contin- 
gency Plan  which  they  would  be  prepared  to  support  at  the  forthcoming  annual 
meeting  of  the  Governors  of  the  IMF  in  Rio  de  Janeiro.  This  Outline  will  now 
be  considered  by  the  Executive  Directors  of  the  Fund.  It  Is  expected  that  the 
Outline  as  approved  by  them  will  be  embodied  in  a  Resolution  at  the  forthcoming 
annual  meeting  of  the  Governors  of  the  IMF  in  Rio  de  Janeiro. 

4.  The  Ministers  and  Governors  concentrated  their  discussions  at  this  meeting 
on  a  niTmber  of  key  features  of  the  plan,  on  which  differences  had  not  previously 
l)een  resolved.  In  particular,  they  agreed  on  the  following  points  :  Decisions  on  the 
basic  iieriod  for,  timing  of,  and  amount  and  rate  of  allocation  of  the  new  drawing 
rights  should  be  taken  by  the  Board  of  Governors  of  the  IMF  by  a  majority  of 
85  percent  of  the  total  voting  power.  Members  which  use  their  new  drawing 
rights  would  incur  an  obligation  to  reconstitute  their  position  in  accordance  with 
principles  which  will  take  account  of  the  amount  and  duration  of  the  use.  For 
drawings  made  in  the  first  basic  period  of  five  years,  the  principal  rule  of 
reconstitution  should  be  that  over  any  period  of  five  years  a  member's  net  average 
use  of  the  new  facility  should  not  exceed  70  percent  of  its  total  allocation.  Par- 
ticipants should  also  pay  due  regard  to  the  desirability  of  pursuing,  over  time,  a 
balanced  relationship  between  their  holdings  of  special  drawing  rights  and  other 
reserves.  The  reconstitution  rules  would  be  reviewed  before  the  end  of  this  first 
period. 

T).  The  Ministers  and  Governors  had  an  exchange  of  views  on  the  form  and  con- 
tent of  the  Resolution  to  be  submitted  to  the  Governors  of  the  IMF  in  Rio  de 
Janeiro.  The  Ministers  also  considered  ways  of  bringing  rapidly  to  a  conclusion 
the  studies  to  be  made  in  parallel  with  a  view  to  making  such  changes  and  im- 
provements in  the  present  rules  and  practices  of  the  IMF  as  would  appear  appro- 
priate in  the  light  of  experience. 

6.  The  Ministers  and  Governors  agreed  to  meet  again  at  the  occasion  of  the 
annual  meeting  of  the  IMF  in  Rio  de  Janeiro. 
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Exhibit  31.— White  House  press  release  August  28, 1967  (Statement  by  the  Presi- 
dent welcoming  Secretary  Henry  Fowler,  William  McChesney  Martin,  Jr.,  and 
Under  Secretary  Deming) 

I  am  proud  to  commend  you  on  a  job  done  with  distinction  and  to  welcome  you 
baclv  from  your  brief  but  momentous  visit  to  London.  You  have  brought  us  over 
the  hump  of  a  long,  difficult,  and  decisive  international  negotiation.  You  have 
returned  with  insurance  tliat  the  world  will  experience  orderly  and  adequate 
growth  of  monetary  reserves  in  the  years  to  come.  The  plan  for  creation  of  a  new 
re.serve  facility  at  the  International  Monetary  Fund  marks  the  greatest  forward 
step  in  world  financial  cooperation  in  the  20  years  since  the  creation  of  the  Inter- 
national Monetary  Fund  itself. 

The  details  of  the  plan  agreed  upon  in  London  are  primarily  the  concern  of 
financial  experts.  But  the  basic  plan  and  what  it  represents  advances  the  welfare 
of  all  Americans.  This  much  should  be  clear : 

— All  the  major  industrial  nations  of  the  free  world  have  shown  their  clear  and 
sincere  intent  to  build  strongly  and  securely  on  the  ba.se  of  our  current  interna- 
tional monetary  system. 

— A  firm  foundation  has  been  developed  for  another  reserve  asset  to  join  gold, 
dollars  and  other  reserve  currencies  as  the  needed  means  of  payment  for  a  world 
of  growing  trade  and  commerce. 

— (Jold  and  exchange  markets  can  now  reflect  a  new  sense  of  confidence  in  the 
adequacy  of  future  reserve  supplies.  With  the  United  States  unquestionably  com- 
mitted to  convert  gold  into  dollars  at  $35  an  ounce  and  wdth  the  availability  of  a 
new  facility  to  draw  on  when  needed,  there  can  be  no  reasonable  basis  to  fear  a 
shortage  of  reserves. 

Certainly  no  human  being  today  can  fully  appraise  the  potential  of  this  new 
development  in  the  international  monetary  field.  But  we  can  be  sure  that  this 
agreement  will  stand  out  In  the  history  of  international  monetary  cooperation. 
And  so  will  your  brilliant  and  detennined  efforts  that  made  the  agreement 
possible. 

Exhibit  32. — Remarks  by  Secretary  Fowler  as  Governor  for  the  United  States, 
September  26, 1967,  at  the  Annual  Meeting  of  the  International  Monetary  Fund, 
Rio  de  Janeiro,  Brazil 

I 

I  take  special  pleasure  in  participating  in  this  Annual  Meeting  in  Rio  de 
Janeiro.  I  am  very  grateful  to  the  Government  and  the  people  of  Brazil  for  their 
gi-acious  hospitality  on  this  occasion.  The  beauty  of  this  city,  the  breathtaking 
potential  of  this  huge  vibrant  country,  form  a  backdrop  to  the  conference  that 
can  inspire  us  all. 

The  personal  experience  of  viewing  at  first-hand  the  problems  and  potentialities 
of  economic  growth  in  Brazil  and  in  her  neighboring  nations  will,  I  trust,  stim- 
ulate us  all  to  assist  in  further  efforts  to  reinforce  international  collaboration 
to  support  economic  development. 

I  am  very  glad  to  see  among  us  once  again  Governors  for  Indonesia  represent- 
ing that  large  and  important  nation,  and  to  note  that  both  the  Fund  and  Bank 
have  been  al)le,  in  the  past  year  or  so,  to  play  a  helpful,  constructive  role  in 
assisting  Indonesia  to  deal  with  a  most  difficult  and  trying  period  of  economic 
stabilization.  I  know  that  all  of  us  wish  the  Indonesian  authorities  well  in  the 
courageous  efforts  they  are  making. 

It  is  also  a  i>leasure  to  welcome  to  membership  in  our  organizations  The  Gambia, 
which  last  wa^ek  completed  the  formalities  to  assume  membership,  and  Botswana, 
whose  membership  resolutions  are  before  this  meeting  of  governors. 

The  Fund  and  Bank  have  had  another  highly  successful  year,  the  highlights 
of  which  have  been  i-ecorded  in  their  excellent  annual  reports.  Mr.  Woods  and  Mr. 
Schweitzer  have  summarized  the  activity  of  the  past  year  in  the  Bank  family  and 
in  the  Fund  and  I  will  not  retrace  the  ground  they  have  covered  so  well. 

But  the  events  of  the  year  in  the  usual  pattern  have  been  crowned  by  an 
unusual,  indeed,  unique  achievement — the  creation  of  a  facility  to  meet  the 
need,  as  and  when  it  arises,  for  a  supplement  to  existing  reserve  assets.  This  is  to 
be  established  witliin  the  framework  of  the  Fund,  and  is  embodied  in  the  Outline 
Plan  for  a  Special  Drawing  Rights  Facility  which  is  the  principal  business  of 
this  meeting. 
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II 

Last  year  we  urged  joint  meetings  of  the  Executive  Directors  representing  all 
member  countries  of  the  Fund  and  the  Deputies  of  the  "Group  of  Ten."  It  was  our 
hope  and  trust  that  from  these  meetings  a  specific  plan  for  deliberate  reserve 
creation  would  emerge  to  become  the  subject  of  action  by  the  Fund  Governors  at 
this  Annual  Meeting.  This  hope  and  trust  have  been  fulfilled.  The  joint  meetings 
have  produced  results  which  exceeded  expectations  and  the  United  States  is 
grateful  to  all  the  Ministers  and  Deputies  of  the  Group  of  Ten  and  to  the  Execu- 
tive Directors,  Managing  Director  and  staff  of  the  Fund. 

So  at  last  we,  at  this  meeting,  come  to  the  final  and  logical  forum  for  an  Inter- 
national Monetary  Conference  to  consider  what  steps  we  might  jointly  take  to 
secure  substantial  improvements  in  international  monetary  arrangements  look- 
ing to  the  creation  of  a  facility  to  provide,  as  and  when  needed,  a  supplement  to 
existing  reserve  assets.  Despite  twenty-two  years  of  steady  progress  since  Bret- 
ton  Woods,  we  need  to  assure  a  world  monetary  system  conducive  to  a  more 
rational  and  orderly  expansion  of  global  reserves.  It  would  be  a  grave  error,  how- 
ever, to  assume  that  a  strong,  flexible  and  adequate  international  monetary  sys- 
tem begins  and  ends  with  the  assurance  of  adequacy  of  global  reserves.  There 
are  other  essential  elements  which  require  both  international  cooperation  and  a 
responsible  approach  of  national  monetary  authorities.  Two  particularly  deserve 
mention,  and  the  assurance  to  my  fellow  Governors  is  that  the  United  States 
will  play  its  full  part. 

The  maintenance  of  convertibility  of  the  dollar  and  gold  for  international  mone- 
tary purposes  is  also  essential  to  a  regime  of  stable  exchange  rates,  which  is  a 
primary  objective  of  the  Fund  recalled  to  us  yesterday  by  the  Managing  Director 
in  his  notable  address. 

Nothing  In  the  new  arrangements  on  liquidity  is  designed  to  alter  the  present 
relationship  between  gold  and  the  dollar.  The  U.S.  commitment  to  the  converti- 
bility of  the  dollar  into  gold  at  $3.'').00  an  ounce  remains  firm.  This  has  been,  and 
will  continue  to  be  a  central  factor  in  the  monetary  system. 

Another  element  deserving  comment  is  the  process  of  adjusting  payments  im- 
balances. International  cooperation  is  important  here  also,  for  it  is  diflieult  with- 
out it  to  make  this  process  work  efilectively  in  the  complex  world  today.  The 
continuing  expansion  of  world  trade  and  investment  carries  with  it  a  correspond- 
ing tendency  toward  a  higher  absolute  level  of  international  imbalance.  An 
improved  adjustment  process  can  serve  to  moderate  this  trend,  and  especially 
to  reduce  or  eliminate  persistent  or  excessive  deficits  and  persistent  or  excessive 
surpluses. 

The  Fund  report  calls  attention  to  some  of  the  difficulties  encountered  in  im- 
proving the  adjustment  process.  At  the  present  moment,  in  my  own  country  there 
is  clear  need  to  apply  fiscal  restraint  to  what  may  otherwise  soon  become  an 
expansion  so  excessive  as  to  create  serious  inflationary  strains  and  an  increasing 
balance  of  payments  deficit.  Meanwhile,  many  countries  of  Continental  Europe 
are  still  in  need  of  stimulus  to  restore  more  satisfactory  rates  of  economic  growth. 
This  would  also  reduce  their  balance  of  payments  surpluses  and  thereby  pro- 
mote the  international  adjustment  process. 

A  perfectly  even  rate  of  growth  is  not  to  be  expected  either  in  national  econo- 
mies or  in  world  trade.  The  recent  situation  has  been  marred  by  sluggish  ad- 
vances in  output — and  in  some  instances,  contractions — in  a  number  of  key 
industrial  nations.  If  this  state  of  affairs  were  to  continue,  or,  worse  still,  to 
intensify,  strains  on  the  international  payments  mechanism  would  surely  become 
severe.  In  particular,  the  world's  primary  producing  nations  would  bear  a  heavy 
burden  of  adjustment. 

In  many  of  the  industrial  nations,  a  slower  advance  in  output  was  consciously 
sought  by  national  policy  in  order  to  reduce  inflationary  pressure.  With  the  ad- 
justment completed,  the  basis  for  a  more  enduring  expansion  has  been  laid. 
Essential  as  these  adjustments  in  separate  countries  have  been,  policies  of  con- 
traction in  surplus  countries  must  not  be  allowed  to  continue  so  long  as  to 
prejudice  the  prospects  for  an  expanding  volume  of  world  trade,  severely  ag- 
gravating imbalances  in  international  payments.  A  constantly  expanding  volume 
of  trade,  well-distributed  regionally,  is  essential  if  acceptable  levels  of  well-being 
are  to  be  sustained  in  developed  countries  and  promoted  in  the  developing 
coimtries  of  the  world. 

A  common  theme  in  the  recent  experience  of  many  industrial  nations  has  been 
the  monetary  strains  that  are  the  consequence  of  too  rapid  internal  expansion, 
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and  too  sparing  reliance  on  fiscal  restraint.  In  general,  this  year  has  seen  some 
easing  of  the  most  severe  financial  strains.  But,  in  turn,  the  welcome  moderate 
reduction  in  upward  pressure  on  money  markets  internationally  has  only  been 
achieved,  in  the  main,  along  with  a  slowing  in  the  growth  of  output  in  some 
major  industrial  nations  below  the  rates  that  are  desirable  and  feasible  from 
a  long-term  iKjint  of  view.  Despite  this,  long-term  interest  rates  have  remained 
high. 

There  will  be  a  need  to  harmonize  national  economic  and  financial  policies  in 
the  interesit  not  only  of  balanced  expansion  at  home,  but  also  of  a  balanced  ex- 
pansion of  trade  internationally.  We  are  all  aware  that  both  deficit  and  surplus 
countries  share  the  responsibility  for  continuous  efforts  to  improve  the  process 
of  adjustment.  Deficits  and  surpluses  are  after  all  two  sides  of  the  same  coin. 
There  should  be  no  presumption  that  either  the  deficit  or  surplus  country  is  the 
one  that  is  delinquent.  Cooi>erative  action  by  both  parties  is  essential. 

Let  me  turn  now  to  the  main  subject  of  interest — on  the  Fund  side — at  this 
Annual  Meeting. 

This  22d  Annual  Meeting  has  a  special  meaning  for  all  Fund  members.  After 
nearly  a  quarter-century  of  experience  with  the  Articles  of  Agreement  prepared 
at  Bretton  Woods  in  1944,  we  are  now  asked  to  approve  a  procedure  leading  to 
the  first  amendment  to  those  Articles. 

The  plan  for  Special  Drawing  Rights  is  important  to  all  our  member  nations. 
There  is  no  area  of  the  world  that  does  not  have  a  vital  interest  in  the  expansion 
of  international  trade.  Moreover,  the  flow  of  public  and  private  capital  across 
national  boundaries  is  of  the  greatest  concern  to  the  developing  world,  and  these 
flows  can  quickly  feel  the  adverse  effects  of  inadequate  reserves. 

At  the  end  of  August,  President  Johnson,  commenting  on  the  London  meeting, 
said :  "Without  such  a  scheme,  the  increasing  inadequacy  of  the  world's  money 
supply  will  make  it  progressively  harder  for  national  governments  to  follow 
liberal  trade  and  employment  policies.  The  livelihood  and  even  the  lives  of  lit- 
erally hundreds  of  millions  of  people  over  the  next  decade  or  two  could  be  at 
issue  especially  in  the  less-developed  countries." 

Since  the  war,  gold  and  dollars  have  provided  a  flow  of  new  reserves.  But  gold 
is  not  now  adding  to  global  reserves,  nor  can  it  confidently  be  assumed  that  it 
will  do  so  to  a  very  large  extent  in  the  future.  Total  monetary  gold  stocks,  In- 
cluding those  held  by  the  Fund  and  other  international  financial  institutions,  are 
not  significantly  larger  today  than  they  were  at  the  end  of  1964. 

Dollars,  sterling  and  temporary  reserves  created  by  the  Fund  imder  existing 
procedures  are  for  the  time  being  carrying  on  growth  of  reserves.  But  It  is  clear 
that  future  reserve  growth  cannot  rely,  as  in  the  past,  on  U.S.  payments  deficits. 

It  is  against  this  background  that  the  negotiations  on  the  Outline  I'lan  have 
l)roceeded.  Ajid  the  Plan  makes  crystal  clear  that  it  is  possible  to  reach  agreement 
on  a  specific  course  of  action  despite  differences  in  approach  to  the  problems  of 
the  monetary  system  and  despite  widely  varying  national  reserve  positions  and 
policies.  We  have  progressed  toward  agreement  in  a  pragmatic  spirit,  recognizing 
that  no  one  participating  in  these  negotiations  could  expect  the  outcome  to  coincide 
in  full  with  his  own  ideas.  The  judgment  and  good  will  of  a  large  number  of 
responsible  oflScials  of  governments  and  central  banks  have  combined  to  bring 
about  this  re.sult  after  some  years  of  intensive  work.  The  Outline  Plan  is  now 
before  us.  We  have  the  responsibility — and  the  opportunity — to  adopt  a  resolu- 
tion to  begin  the  process  of  giving  it  life.  This  is  our  unique  opportunity,  meeting 
as  a  body,  to  act  on  the  Outline  Plan,  before  it  is  committed  to  our  Executive 
Directors  for  final  drafting,  then  to  this  Board  for  approval,  and  to  Governments 
for  acceptance. 

The  Outline  Plan  has  the  full  support  of  my  country.  It  provides  the  framework 
for  an  effective  and  workable  structure  for  meeting  future  global  needs  for 
reserve  assets.  While  there  are  many  aspects  of  the  Plan  that  are  noteworthy,  I 
shall  confine  myself  to  a  few  observations : 

1.  The  Outline  Plan  la  a  universal  plan.  It  is  open  to  all  members  of  the  Fund, 
and  I  hope  that  all  will  wish  to  participate. 

2.  The  facility  is  intended  to  meet  the  need,  as  and  when  it  arises,  for  a  supple- 
ment to  existing  reserve  assets.  While  each  country  will  make  its  own  decision, 
it  is  expected  that  these  Special  Drawing  Rights  will  be  treated  as  first-line 
reserves.  The  United  States  intends  to  do  so. 

3.  The  new  reserve  asset  should  provide  insurance  against  an  excessive  cumu- 
lative competitive  pressure  for  restrictions  on  international  finance  and  trade 
transactions.  It  can  also  act  as  a  counter  to  such  interacting  national  moves 
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toward  unduly  high  interest  rates  as  are  brought  about  by  competitive  actions 
of  those  countries  that  are  protecting  their  reserves.  At  one  and  the  same  time, 
it  will  permit  growth  in  world  reserves  and  buttress  confidence  in  the  stability 
of  the  entire  system  of  world  finance.  In  a  word,  it  should  operate  to  relax 
appreciably  some  of  the  unnecessarily  painful  strictures  on  international  finance 
that  come  from  fears  of  actual  or  impending  reserve  shortage. 

4.  Endorsement  of  this  Outline  Plan  should  in  itself  provide  smoother  sailing 
in  the  world's  money  and  exchange  markets.  Anticipation  of  the  future  is  a 
powerful  present  factor  in  all  things  financial.  Gold  and  exchange  markets  should 
reflect  a  new  sense  of  confidence  in  the  adequacy  of  future  reserve  supplies. 

5.  We  are  gratified  that  the  Outline  Plan  recognizes  that  international  liquidity 
is  the  business  of  the  Fund,  and  clearly  provides  that  the  Board  of  Governors, 
where  every  member  of  the  Fund  is  represented,  will  have  the  final  responsibility 
for  the  vital  decisions  to  create  new  Special  Drawing  Rights.  However,  as  to  the 
role  of  the  Fund  in  the  use  of  Special  Drawing  Rights,  the  Outline  Plan  wisely 
leaves  scope  for  development  through  experience.  The  Fund's  role  may  well 
become  one  of  general  guidance,  more  than  one  of  detailed  operation.  While  some 
basic  rules  for  use  need  to  be  maintained,  they  need  not  be  numerous  or  complex. 
The  essential  part  of  the  Fund's  role  would  seem  to  lie  less  in  the  area  of  specific 
transactions  than  in  the  process  of  taking  decisions  to  create  Special  Dravdng 
Rights  and  in  clarifying  and  maintaining  the  basic  rules  governing  their  use. 

6.  A  very  considerable  amount  of  reconstitution  of  Special  Drawing  Rights  may 
be  expected  to  occur  through  the  normal  balance  of  payments  processes.  Still  it 
has  been  agreed  that  some  explicit  reconstitution  provision  was  necessary.  At 
the  same  time,  it  was  important  to  avoid  compromising  the  quality  of  the  Special 
Drawing  Rights  as  a  supplement  to  existing  reserve  assets.  The  principles  for 
reconstitution  that  have  been  adopted  for  the  first  5-year  period  assure  that  the 
Special  Drawing  Rights  will  not  be  abused,  yet  do  not  interfere  with  their  reserve 
asset  status. 

In  addition  to  the  net  average  use  provision  adopted  as  the  initial  operating 
rule,  it  is  also  provided  that  "participants  will  pay  due  regard  to  the  desirability 
of  pursuing,  over  time,  a  balanced  relationship  between  their  holdings  of  Special 
Drawing  Rights  and  other  Reserves."  This  provision  is  intended  to  encourage  a 
balanced  use  of  all  three  assets  over  time  and  thus  maintain  stability,  in  a  general 
way,  in  relative  holdings  of  the  new  asset  and  existing  reserve  assets,  as  well  as  to 
promote  equivalence  between  the  new  asset  and  the  traditional  reserve  assets. 

My  country  subscribes  strongly  to  the  view  that  the  new  facility  is  designed  to 
assure  a  satisfactory  rate  of  growth  in  global  reserves.  It  is  not  designed  to  meet 
an  individual  country's  balance  of  payments  problems. 

Let  me  make  it  clear  that  the  new  facility  should  in  no  sense  be  regarded  as  a 
solution  to  the  balance  of  payments  problem  of  the  United  States  or  to  the 
corresponding  surplus  problem  of  Continental  Europe.  This  is  a  matter  that 
falls  under  the  heading  of  the  continuing  effort  to  improve  the  adjustment  process. 
As  the  Hague  Communique  of  the  Group  of  Ten  in  July  1966  noted,  "The  pre- 
requisite for  the  actual  creation  of  reserves  should  include  the  attainment  of  a 
better  balance  of  payments  equilibrium  between  members  and  the  likelihood  of  a 
better  working  of  the  adjustment  process  in  the  future." 

Of  course  in  determining  his  view  as  to  global  needs  for  reserves,  presumably 
the  Managing  Director  will  take  into  consideration  prospective  future  additions 
to  reserves  in  the  form  of  dollars  or  other  foreign  exchange,  as  well  as  a  number 
of  other  factors  and  developments,  both  quantitative  and  qualitative.  I  doubt 
that  an  elaborate  or  detailed  listing  of  criteria  and  relative  priorities  can  be 
established,  because  conditions  change  and  the  relative  importance  of  criteria 
change.  I  believe  it  would  not  be  useful  to  incorporate  a  fixed  list  of  criteria 
in  the  agreement  or  the  report. 

The  U.S.  Delegation  has  great  pleasure  in  giving  its  support  to  the  Resolution 
that  calls  on  the  Executive  Directors  to  propose  the  necessary  amendments  to  the 
Articles  of  Agreement.  It  is  my  strong  recommendation  that  the  work  of  the 
Executive  Directors  to  this  end  be  completed  with  dispatch.  We  hope  to  propose 
legislation  to  the  Congress  of  the  United  States  in  the  early  spring  of  1968. 

The  Resolution  before  us  also  requests  that  a  report  be  made  on  such  other 
possible  amendments  as  may  be  recommended  at  the  same  time.  We  are  clearly 
at  a  much  earlier  stage  of  our  consideration  of  other  proposals  for  changes  in  the 
Articles  and  By-Laws.  Nevertheless,  my  Delegation  concurs  in  proceeding  to  aii 
examination  of  such  proposals, 
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The  proposals  will  have  to  be  judged  on  their  own  merits,  and  accepted,  altered 
or  rejected  on  this  basis  in  the  report  to  be  submitted  by  the  Executive  Directors. 
Some  suggestions  may  prove  relatively  easy  either  to  accept  or  reject.  If,  how- 
ever, some  suggestions  are  found  to  be  complicated  and/or  controversial,  the 
Executive  Directors  could  not  be  expected  to  put  forward  next  year  specific  pro- 
posals for  change  based  on  such  suggestions.  Adequate  time  should  be  allowed 
to  permit  a  mature,  broad,  and  certain  meeting  of  minds.  This  is  the  way  we 
have  approached  the  question  of  Special  Drawing  Rights. 

For  the  above  reasons,  I  believe  that  specific  substantive  decisions  on  all  these 
matters  should  not  be  regarded  as  a  precondition  to  taking  action  on  the  Special 
Drawing  Rights  amendment. 

Ill 

I  turn  now  to  matters  relating  to  long-term  economic  development.  The  improve- 
ments we  are  now  setting  in  motion  in  the  international  monetary  mechanism 
are,  I  believe,  essential  to  the  long-term  well-being  of  the  developing  countries. 
Economic  interdependence  of  the  developed  and  the  developing  countries  is  a 
fact  of  the  present  and  of  the  future  that  must  be  a  guiding  principle  in  the 
direction  we  give  to  international  economic  policies. 

It  is  a  paradox  that  the  problem  of  development,  while  infinitely  complex  in 
its  economic,  social,  cultural  and  even  moral  ramifications,  is  also  blindingly 
simple  in  its  barest  elements.  These  can  be  reduced  to  three  in  number : 

(A)  Domestic  self-help  policies  by  the  developing  country  sufiicient  to; 

(B)  attract  external  resources,  public  and  private,  drawn  from  countries  able 
to  provide  them  resulting  in  a  ; 

(C)  diligent  application  of  the  combined  domestic  and  external  resources  along 
lines  conducive  to  long-term  development  rather  than  exhausting  immediate 
consumption. 

The  major  factor  in  the  history  of  successful  development  lending  by  the 
World  Bank  may  well  be  its  devotion  to  these  principles.  The  Bank  outstandingly 
reflects  them  today. 

The  subject  of  International  Development  Association  replenishment,  while 
not  formally  on  our  agenda,  is  nevertheless  the  most  important  business  pend- 
ing before  the  Governors  of  the  Bank  family  of  institutions.  It  should  be  evident 
from  my  remarks  today  that  President  Johnson  fully  supports  the  efforts  of  the 
World  Bank  management  to  achieve  a  replenishment  for  IDA  on  a  substantially 
enlarged  scale.  I  am  hopeful  that  in  their  statements  here,  other  Governors 
will  share  this  attitude. 

We  are  mindful,  of  course,  that  external  assistance  such  as  IDA  provides  can 
only  supplement  sound  national  development  efforts.  Only  in  association  with 
self-help  efforts — coordinated  and  soundly  applied  domestic  policies  and  actions — 
can  the  application  of  external  assistance  bring  developing  countries  to  sustained 
growth. 

Further,  domestic  self-help  policies  which  need  not  be  catalogued  here  are  of 
vital  importance  to  create  a  climate  in  the  developing  countries  conducive  to 
maximizing  the  flow  of  external  resources — public  and  private.  Where  these 
measures  are  lacking,  the  task  of  commanding  the  support  of  the  electorates  of 
high-income  countries  for  continued  assistance  with  public  funds  will  be  made 
far  more  difficult.  Where  these  are  lacking,  private  resources  will  not  flow 
in  desired  directions  and  amounts. 

Two  developments  of  the  past  year  are  especially  noteworthy  for  us  here  in 
relation  to  the  object  of  encouraging  greater  foreign  and  local  private  capital 
participation  in  the  growth  process. 

The  initial  use  of  the  authority  granted  under  earlier  Charter  amendments 
was  made  by  the  Executive  Directors  approving  a  $100  million  line  of  credit 
from  the  World  Bank  to  the  International  Finance  Corporation.  As  a  result,  we 
may  expect  even  more  substantial  increases  in  IFC  financing  of  the  private  sec- 
tor— and  in  the  much  larger  volumes  of  foreign  and  local  private  capital  that  are 
associated  with  it. 

Second,  the  inauguration  of  a  new  and  useful  facility  within  the  IBRD 
institutional  structure — the  International  Centre  for  the  Settlement  of  Invest- 
ment Disputes— through  arbitration  and  conciliation  services  will  contribute 
materially  to  an  improvement  of  the  climate  in  which  international  private 
investment  takes  place.  In  so  doing,  it  will  extend  the  area  that  can  benefit 
from  private  investment.  It  merits  the  support  of  the  entire  membership  of  the 
Bank. 
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I  cannot  overemphasize  the  importance  of  policies  conducive  to  a  strong  and 
dynamic  private  sector,  offering  opportunities  to  both  foreign  and  local  capital, 
and  serving  as  the  pace  setter  of  the  economy. 

In  stressing  the  role  of  private  finance,  I  am,  of  course,  ever  mindful  of  the 
need  for  effectively  mohilized  and  effectively  applied  public  finance.  We  heard  in 
the  opening  addresses  yesterday  and  will  in  the  next  days  learn  more  of  the  urgent 
need  for  the  developed  countries  to  find  the  ways  and  means  of  promoting  in- 
creases in  the  volume  of  I'eal  resources  available  for  development.  We  have  too 
long  remained  on  the  so-called  aid  plateau.  It  is  time  to  strike  out  for  higher 
ground.  The  W^orld  Bank  family,  and  with  it  the  regional  banks,  offer  a  promising 
channel  for  doing  just  this. 

I  would  be  taking  an  unrealistic  view  of  the  world  if  I  were  not  to  recognize, 
however,  that,  leaving  aside  the  budgetary  problem  we  all  face,  there  are  at 
least  two  other  constraints  that  tend  to  hold  back  the  steadily  increasing  avail- 
abilit.v  of  resources  to  these  multilateral  lending  institutions. 

(A)  Capital  markets  everywhere  are  under  pressure  from  mushrooming 
domestic  requirements.  The  price  of  capital  in  many  markets  is  touching  historic 
highs.  The  World  Bank  should  not  be  forced  to  place  excessive  reliance  on  any 
single  market  for  its  rising  capital  needs.  A  sustainable  mechanism  for  providing 
development  finance  to  the  Bank  through  private  markets  requires  an  equitable 
sharing  of  the  total  efforts — and  the  concept  of  equity  embraces  reasonable  terms 
as  well  as  adequate  amounts.  Certainly,  sui^plus  countries  should  contribute  posi- 
tively to  the  adjustment  process  through  granting  preferred  and  substantially 
increased  access  to  their  capital  markets  by  the  Bank  and  other  multilateral 
lending  agencies. 

(B)  Balance  of  payments  factors  are  the  other  special  constraint.  Rather  than 
permit  our  serious  and  continuing  balance  of  payments  difficulties — made  still 
more  complex  by  the  foreign  exchange  cost  of  our  effort  in  Vietnam — we  in  the 
United  States  have  found  ways  to  maintain  a  high  level  of  aid  through  the 
transfer  of  real  resources  to  the  developing  world. 

We  would  prefer,  in  an  ideal  world,  to  make  our  assistance  available  in  the 
form  of  financial  resources.  However,  when  balance  of  payments  realities  con- 
front us,  our  choice  is  clear :  we  strive  not  to  reduce  the  level  of  our  assistance — 
but  instead  to  make  our  assistance  available  through  transfer  of  real  resources. 
This  approach  requires  that  the  real  resources  represent  an  addition  to,  not  a 
substitute  for,  goods  and  services  moving  in  normal  commercial  channels. 

If  serious  and  continuing  balance  of  payments  difficulties  constitute  a  con- 
straint on  the  ways  the  United  States  can  provide  assistance,  persistent  balance 
of  payments  surpluses  constitute  an  imperative  to  countries  enjoying  such  a  posi- 
tion to  expand  their  assistance  in  the  form  of  finance.  A  sensible  policy  for  such 
countries,  and  a  policy  which  can  make  a  contribution  to  the  overall  adjustment 
process  in  the  international  payments  system,  is  one  of  increasing  the  volume, 
easing  the  term,  widening  the  geographic  scope  and  eliminating  procurement 
limitations  on  the  flow  of  development  funds. 

These  thoughts  are  relevant  to  the  unresolved  question  of  IDA  replenishment. 

As  of  last  March,  I  was  authorized  by  President  Johnson  to  support  the  IDA 
replenishment  at  a  substantially  increased  level,  provided  that  account  .should 
be  taken  of  the  balance  of  payments  problems  of  deficit  donor  countries  in 
deciding  how  IDA's  new  resources  would  be  made  available.  Such  a  feature  will 
in  fact  speed  agreement  leading  to  transfer  of  resources  to  less-developed 
countries  through  IDA. 

If  the  multilateral  agencies  themselves  are  to  achieve  our  hopes  for  them, 
they  must  have  increasing  funds  committed  by  the  donors  for  a  long-term  period. 
Balance  of  payments  safeguards  will  help  assure  that  long-term  contributions 
are  made,  since  only  with  their  protection  will  Finance  Ministers  be  in  a  posi- 
tion to  assure  their  legislatures  that  the  uncertainties  of  the  future  have  been 
taken  into  account. 

In  thus  referring  briefly  to  IDA  replenishment  discussions  I  would  like  to 
make  one  further  point  very  clear.  Nothing  in  the  U.S.  plan  would  require  IDA 
to  make  any  changes  in  its  present  policies  with  respect  to  the  allocation  of  its 
resources  to  countries  and  projects,  or  with  respect  to  international  competition 
in  procurement,  and  no  such  changes  are  contemplated  in  this  pi'oposal. 

The  magnitude  of  the  tasks  ahead  requires  that  we  strive  to  improve  the 
quality  of  the  development  efforts  of  both  the  advanced  and  the  developing 
countries.  In  so  doing,  we  must  recognize  that  certain  economic  sectors  demand 
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greater  coiiceiitratiou  of  these  improved  efforts.  The  twin  problems  of  food  and 
population  should  now  occupy  the  forefront  of  our  attention.  The  United  States 
is  eniphasizin.u'  assistance  in  Miiiicultural  iniprovenicnt — Includins  land  rel'orni 
as  well  as  direct  pruduclion  iuiiiroveiiients — in  its  own  proj;rams.  The  inter- 
national institutions  are  giving  increased  attention  on  their  part.  Nothing  ie>s 
than  the  highest  priority  attention  to  these  problems  will  provide  the  basis  for 
averting  the  potential  disaster  that  looms  in  the  food-population  race. 

In  closing  my  remarks  I  would  like  to  quote  to  you  the  words  of  the  Brazilian 
Representative.  Mr.  Souza  Costa,  who  in  offering  a  resolution  of  thanks  at  the 
final  session  of  the  Brettou  Woods  Conference,  said  : 

"As  the  knowledge  of  the.se  results  becomes  more  widespread,  a  corresponding 
increase  will  take  place  in  the  number  of  those  who,  realizing  the  greatness  of 
the  objectives  sought,  will  wish  to  be  counted  among  the  supporters  of  this 
undertaking." 

How  correct  this  prophesy  has  been  with  i-espect  to  the  Fund  and  the  Bank. 
Let  us  hope  that  our  successors  will  say  the  same  of  the  work  that  we  have 
launched  at  this  Annual  Meeting. 


Exhibit   33. — Statement    by    Secretary    Fowler,    November    19,    1%7,    following 
announcement  of  a  new  parity  rate  for  the  pound 

Events  of  the  24  hours  following  announcement  of  the  new  parity  rate  of 
$2.40  for  the  pound  have  demonstrated  the  strength  of  the  international  monetary 
arrangements  and  the  .spirit  of  monetax*y  cooperation  created  in  the  free  world 
since  World  War  n.  This  cooperation  began  with  Bretton  Woods,  was  strength- 
ened and  implemented  through  various  successful  arrangements  over  the  past 
20  years,  showed  up  fully  in  the  agreement  reached  at  Rio  de  Janeiro  in  Sep- 
tember in  plans  for  new  international  liquidity,  and  has  been  expressed  since 
the  U.K.  devaluation  as  : 

■ — The  International  Monetary  Fund  has  indicated  that  it  is  giving  prompt 
attention  to  the  U.K.  request  for  a  $1.4  billion  standby  "'with  the  expectation  of 
reaching  a  favorable  decision  in  a  few  days." 

— rresident  Johnson  has  reiterated  the  firm  commitment  of  the  United  States 
to  buy  and  sell  gold  ;it  the  existing  price  of  .$3")  an  ounce. 

— An  overwhelming  majority  of  the  major  financial  and  trading  nations  of  the 
free  world  have  aiuiouiiced  decisions  to  maintain  their  currencies  at  present 
rates.  It  is  clear  now  that  adjustments  will  be  confined  to  a  few  countries  where 
fundamental  disequilibrium  also  exists. 

— Chancellor  Callaghan  has  indicated  that  very  substantial  additional  financial 
support  has  already  been  pledged  by  a  number  of  important  central  banks. 
Together  with  the  $1.4  billion  International  Monetai'y  Fund  standby,  this  will 
bring  total  new  support  to  approximately  $3  liillion. 

To  emphasize  her  determination  to  reach  equilibrium,  the  U.K.  Govern- 
ment has  announced  a  series  of  new  domestic  measures  designed  to  resolve  her 
balance  of  payments  problem. 

The  United  States  is  confident  that  with  this  broad  understanding  and  the 
actions  cited  above  the  United  Kingdom  will  achieve  its  objectives.  As  the 
President  said  ye.sterday : 

"I  believe  the  United  Kingdom  will — at  the  new  parity — achieve  the  needed 
improvement  in  its  ability  to  compete  in  world  markets.  The  attainment  of 
equilibrium  by  the  United  Kingdom  will  be  a  healthy  and  constructive  develop- 
ment in  international  financial  markets." 

Thus  the  nations  of  the  free  world  have  demonstrated  again  that  they  have; 
the  will  and  the  means  to  work  together,  in  the  framework  of  the  International 
Monetary  Fund  and  other  international  cooperative  arrangements,  to  assure  the 
continued  healthy  functioning  of  the  international  monetary  system. 

The  United  States,  with  all  of  its  productive  strength,  stands  firmly  committed 
to  joining  with  others  in  the  international  task  of  maintaining  a  sound  world 
monetary  system. 


EXHIBITS  349 

Exhibit  34.— Frankfurt  Communique  of  November  26,  1967,  by  the  Governors  of 
the  Central  Banks  of  Belgium,  Germany,  Italy,  Netherlands,  Switzerland,  the 
United  Kingdom,  and  the  United  States 

The  Secretary  of  the  Treasury  and  the  Chairman  of  the  Federal  Reserve  Board 
made  available  a  communique  issued  in  Frankfurt,  Germany,  today  which  reads 
as  follows : 

"The  Governors  of  the  Central  Banks  of  Belgium,  Germany,  Italy,  Netherlands, 
Switzerland,  the  United  Kingdom,  and  the  United  States  convened  in  Frankfurt 
on  November  26,  1967. 

"They  noted  that  the  President  of  the  United  States  has  stated  : 

"  'I  reaffirm  unequivocally  the  commitment  of  the  United  States  to  buy  and  sell 
gold  at  the  existing  price  of  $35  per  ounce.' 

"They  took  decisions  on  specific  measures  to  ensure  by  coordinated  action 
orderly  conditions  in  the  exchange  markets  and  to  support  the  present  pattern  of 
exchange  rates  based  on  the  fixed  price  of  $35  per  ounce  of  gold. 

"They  concluded  that  the  volume  of  gold  and  foreign  exchange  reserves  at  their 
disposal  guarantees  the  success  of  these  actions  ;  at  the  same  time  they  indicated 
that  they  would  welcome  the  participation  of  other  central  banks." 


Exhibit  35.— Statement  by  Secretary  Fowler  and  Chairman  Martin  of  the  Federal 
Reserve  Board,  December  16,  1967,  on  maintenance  of  the  gold  value  of  the 
dollar 

The  Secretary  of  the  Treasury  and  the  Chairman  of  the  Federal  Reserve  Board 
today  issued  the  following  statement : 

The  United  States  stands  firm  in  its  determination  to  maintain  the  gold  value 
of  the  dollar. 

The  central  banks  of  Belgium,  Germany,  Italy,  the  Netherlands,  Switzerland, 
and  the  United  Kingdom  support  this  position  and  continue  to  participate  fully 
with  the  United  States  in  ix)licies  and  practices  in  support  of  the  price  of  gold  at 
$35  an  ounce. 

The  operation  of  the  London  gold  market  will  continue  unchanged. 

The  U.S.  authorities  and  the  European  central  banks  concerned  endorse  this 
position  unanimously  and  are  cooperating  in  the  interest  of  maintaining  the  sta- 
bility of  the  international  monetary  system. 


Exhibit  36.— Remarks  by  Secretary  Fowler,  January  10,  1968,  before  1968  "Share 
in  Freedom"  Savings  Bonds  Volunteer  Conference 

Chairman  Gwinn,  Distinguished  Guests,  Ladies  and  Gentlemen — I  am  delighted 
to  be  here  with  you  and  to  witness  the  inspiring  example  that  this  superb  audience 
is  giving  the  American  people. 

As  volunteers  in  the  cause  of  good  citizenship,  you  are  putting  patriotism  into 
practice.  You  are  demonstrating — not  your  rights — but  your  responsibilities. 

Your  numbers  are  impressive  and  the  importance  of  your  callings  more  so. 
You  exemplify  the  simple  truth  on  the  cover  of  your  colorful  campaign  brochure 
as  stated  by  a  great  President — "I  go  for  all  sharing  the  privileges  of  the  Gov- 
ernment who  assist  in  bearing  its  burdens." 

In  an  altogether  fitting  observance  of  New  Year's  Day,  President  Johnson 
launched  an  Action  Program  to  maintain  the  strength  of  the  dollar  and  preserve 
the  soundness  of  the  Free  World  monetary  system  by  restoring  our  international 
payments  to  balance. 

This  was  an  act  of  singular  courage  and  decisiveness,  but  also  an  act  of  chal- 
lenge— to  you  and  to  me — whatever  our  respective  callings — public  or  private. 

The  challenge  was  to  all  responsible  citizens  to  join  in  the  "very  necessary 
and  laudable  effort  to  preserve  our  country's  financial  strength." 

Today  we  launch  a  related  and  equally  laudable  effort  for  the  same  noble 
purpose — for  the  sale  of  U.S.  savings  bonds,  like  the  restoration  of  our  balance 
of  payments  to  equilibrium,  will  preserve  a  strong  dollar — at  home  or  abroad. 

And  that  strong  dollar  is  the  bulwark  of  both  our  domestic  and  international 
monetary  system. 

It  has  helped  bring  the  greatest  economic  miracles  of  all  times. 
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It  has  underwritten  unprecedented  prosperity  for  the  people  of  the  United 
States  who  are  now  in  the  83d  month  of  sustained  economic  growth  shared  with 
our  near  neighbors. 

It  has  helped  bring  back  a  war-torn  Europe  and  Japan  to  share  in  that 
prosperity. 

It  is  helping  to  bring  new  life  and  strength  and  hope  to  the  developing  world 
of  Asia,  Africa  and  Latin  America. 

It  is  turning  back  the  naked  aggression  in  Southeast  Asia,  which,  if  left  un- 
checked, would  light  the  fires  and  fears  of  war  in  other  parts  of  the  world. 

The  strength  of  the  world  economy  and  the  functioning  of  the  international 
monetai'y  system  depend  to  a  large  extent  on  the  level  of  economic  activity  in 
the  United  States  and  the  maintenance  of  a  stable  dollar — stable  in  terms  of 
prices  and  of  exchange  rates. 

Yes,  as  the  President  said  on  New  Year's  Day — a  strong  dollar  protects  and 
preserves  the  prosperity  of  businessman  and  banker,  worker  and  farmer — here 
and  overseas- — as  it  is  restoring  peace  and  security. 

And  it  is  our  job  to  protect  and  preserve  the  strength  of  the  dollar  for  the.se 
tasks  in  the  years  ahead. 

The  New  Year  is  a  time  for  action — for  decisive  action  pursuant  to  firm 
resolution. 

Today — this  month — we  are  concerned  with  three  related  areas  for  decisive 
action  and  firm  resolution  to  .strengthen  the  dollar  by  : 

— ^taking  action  to  deal  directly  with  our  balance  of  payments  deficit  through 
the  selective  temporary  and  longer  term  measures  set  forth  by  the  President  on 
January  1 ; 

— making  it  "the  first  order  of  business" — as  termed  by  the  President — to 
restore  the  first  line  of  defense  of  the  dollar — a  strong  American  economy — by 
moving  decisively  in  the  direction  of  balance  in  our  budget  and  stability  in  prices 
and  unit  labor  costs  with  the  enactment  of  the  anti-inflation  tax  increa.se,  cou- 
pled with  an  austere  budget,  appropriate  monetary  policy,  and  a  more  effective 
voluntary  program  of  wage-price  restraint,  and 

— launching  here  today  the  most  intensive,  effective  effort  since  World  War  II 
to  meet  to  the  maximum  extent  the  Government's  borrowing  needs  outside  the 
overcrowded  money  markets  through  the  sale  of  U.S.  savings  bonds  and  Freedom 
Shares,  thereby  financing  the  debt  in  an  anti-inflationary  manner. 

Fir.st,  I  would  like  to  discuss  briefly  three  questions  that  seem  to  arise  fre- 
quently about  the  President's  new  balance  of  payments  program. 

Why  were  these  measures — some  of  them  dra.stic  and  unprecedented — taken  at 
this  particular  time  when  we  have  had  this  problem  around  for  a  long  time  and 
it  concerns  a  deficit  that  is  only  a  fraction  of  one  percent  of  our  national  output 
of  goods  and  services? 

It  is  apparent  that  even  today,  many  of  our  people  are  not  fully  aware  of  the 
urgent  necessity  of  restoring  a  balance  in  our  international  payments.  The  U.S. 
economy  is  strong  and  prosperous.  The  international  tran.sactions  of  the  United 
States,  while  very  large  in  terms  of  the  world  economy,  are  small  relative  to  our 
total  production,  consumption  and  investment.  Why  should  the  United  States 
or  the  world  be  disturbed  about  a  balance  of  payments  deficit  that  at  worst  has 
been  only  a  fraction  of  one  percent  of  our  output  of  goods  and  services? 

Despite  the  magnitude  of  our  domestic  economy,  the  foreign  transactions  of  the 
United  States  are  very  important  to  our  economic  well-being  and  indispensable 
to  the  free  world.  Imports  of  foodstufi's,  raw  materials,  and  finished  goods  are 
essential  for  our  production  and  our  high  standard  of  living.  The  overseas  ex- 
penditures of  the  U.S.  Government  for  foreign  aid  and  defense  are  vital  to  our 
ol»jectives  of  world  peace  and  security.  U.S.  private  foreign  investment  or  lending 
is  profitable  to  our  banking  and  business  institutions,  important  for  economic 
growth  and  development  in  many  other  countries,  and  an  inherent  part  of  the 
functions  of  the  dollar  as  the  preeminent  international  currency. 

The  cost  of  these  imports,  security  expenditures  abroad,  foreign  investment, 
and — ye.s — our  travels  to  other  lands  for  pleasure  or  profit,  must  be  paid  for  by 
exports  of  goods  and  services,  the  earnings  of  our  forei.gn  investments,  foreign 
investment  and  tourism  in  the  United  States,  and  other  foreign  exchange  receipts. 
When  our  total  foreign  payments  are  more  than  our  foreign  receipts,  some  of 
the  exce.ss  dollars  received  by  foreigners  are  sold  to  their  monetary  authorities 
in  return  for  local  currency. 
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To  some  extent  anrl  for  some  time,  foreign  central  banks  are  willing  to  add 
such  dollars  to  their  reserves.  But  when  the  accumulation  of  dollars  is  large 
in  amount  and  continues  for  a  long  time,  some  foreign  central  banks  no  longer  add 
these  dollars  to  their  reserves  but  convert  them  into  gold. 

Our  total  foreign  payments  have  exceeded  our  total  foreign  receipts  steadily 
since  1958.  As  our  gold  reserves  were  very  large  then — they  were  larger  at  the 
end  of  1957  than  they  had  been  at  the  end  of  1950 — there  was  no  urgency  about 
restoring  our  balance  of  payments.  In  fact,  nearly  all  countries  had  very  small 
reserves  and  many  were  eager  to  add  to  their  dollar  reserves. 

Nevertheless,  President  Eisenhower  instructed  the  Department  of  Defense 
and  other  Government  agencies  to  economize  on  their  foreign  expenditures. 
President  Kennedy  strengthened  the  earlier  program  and  introduced  new  meas- 
ures, including  those  designed  to  increase  U.S.  exports,  to  hold  down  U.S.  pur- 
chases of  foreign  securities  and  to  increase  foreign  purchases  of  U.S.  securities. 
A  renewed  capital  outflow  in  1964  made  it  necessary  for  President  Johnson  to 
introduce  a  voluntary  program  for  holding  down  foreign  direct  investment  and 
foreign  bank  loans. 

It  had  been  hoped  that  the  normal  adjustment  of  international  payments  would 
enable  us  to  restore  our  payments  without  restrictive  measures.  In  fact,  from 
1959  to  19&4,  we  made  good  progress  in  reducing  our  payments  deficit  because 
of  the  growth  of  our  exports  of  goods  and  services,  and  because  of  the  rise  in 
earnings  from  our  foreign  investments,  and  because  of  the  savings  on  the  gov- 
ernment account.  The  sharp  increase  in  our  private  capital  outflow,  however, 
prevented  the  achievement  of  balance  in  1964. 

In  1965  and  1966,  the  accelerated  expansion  in  the  U.S.  economy  and  the  war 
in  Vietnam  placed  renewed  pressure  on  the  balance  of  payments.  The  great  boom 
resulted  in  an  extraordinary  increase  of  imports,  very  much  more  than  the 
increase  of  exports.  The  costs  of  our  forces  in  Vietnam  added  substantially  to 
our  foreign  payments.  Thus,  while  the  voluntary  program  reduced  the  capital 
outflow  considerably  from  the  peak  of  1964,  the  payments  deficit  persisted.  No 
progress  was  made  in  1967  because  our  imports  continued  to  rise  nearly  as 
much  as  our  exports,  the  foreign  exchange  costs  of  Vietnam  rose  further  to 
over  $1.5  billion,  and  private  capital  outflows  and  the  tourism  deflcit  again 
increased. 

The  devaluation  of  sterling  brought  the  balance  of  payments  problem  to  an 
acute  stage.  It  resulted  in  a  loss  of  confidence  in  currencies  and  was  accom- 
panied by  a  large  outflow  of  foreign  funds  from  the  United  States  and  a  burst  of 
.speculative  buying  of  gold.  This  was  a  threat  not  only  to  the  dollar  but  to  the 
international  monetai-y  system  as  a  whole.  While  the  speculation  was  repulsed 
with  the  cooperation  of  the  members  of  the  gold  pool,  it  has  underlined  the 
urgency  of  placing  the  dollar  once  more  in  an  impregnable  position.  With  the 
implementation  of  the  Rio  resolution  for  creating  Special  Drawing  Rights  by 
the  International  Monetai-y  Fund,  the  world  will  be  assured  of  an  adequate 
supply  of  reserves  without  the  necessity  of  depending  on  continued  U.S.  deficits. 
The  time  has  come,  therefore,  when  it  is  necessary  and  desirable  to  take  decisive 
measures  to  elizaiuate  the  payments  deficit.  That  will  be  done  through  the  Action 
Program. 

The  second  question  often  raised  in  connection  with  the  President's  new  bal- 
ance of  payments  program  is  why  were  measures  selected  that  were  restrictive 
of  spending  abroad  in  the  private  sector — business  and  direct  investment,  bank- 
ing and  tourism — instead  of  reducing  Government  expenditures  overseas? 

The  answer  is  twofold.  For  some  years  the  Government  has  conducted  a 
rigorous  program  to  reduce  and  neutralize  the  balance  of  payments  costs  of  its 
overseas  expenditures  resulting  in  the  saving  of  billions  of  dollars  of  foreign 
exchange.  Government  si>ending  abroad  consists  primarily  of  military  expendi- 
tures resulting  from  the  positioning  of  our  military  forces  beyond  our  borders 
in  the  interest  of  maintaining  our  security  and  that  of  our  allies  in  Europe  and 
the  Far  East,  and  foreign  aid  provided  to  certain  of  the  less  developed  countries 
directly  or  in  association  with  other  financially  powerful  nations  in  international 
organizations  such  as  the  AVorld  Bank,  the  Inter-American  Development  Bank 
and  the  Asian  Development  Bank. 

In  the  field  of  military  expenditures  a  very  stringent  program,  developed  and 
rigorously  executed  by  the  Defense  Department  under  the  leadership  of  Secretary 
McNamara,  has  saved  billions  of  dollars  in  foreign  exchange  costs  of  our  military 
expenditures  abroad.  I  invite  any  who  raise  the  question  as  to  what  the  Govern- 
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ment  is  doing  to  hold  down  the  baUince  of  i)ayments  consequences  of  its  own 
expenditures  abroad  to  secure  a  copy  and  road  carefully  a  26-page  report  re- 
leased last  week  by  the  Department  of  Defense.  That  report  reviewed  the  most 
intensive  program  being  executed  by  that  Department  in  a  variety  of  measures 
to  reduce  the  balance  of  payments  impact  of  maintaining  our  security  abroad. 

For  a  few  examples— actual  numbers  of  military  personnel  deployed  abroad 
have  been  reduced  to  the  degree  consistent  with  our  security  commitments  to  our 
allies. 

Military  strength  levels  in  Western  Europe  have  been  reduced  by  67,000  since 
the  peak  of  the  Berlin  buildup  in  March  1962,  and  there  will  be  an  additional 
reduction  of  35,000  in  1968  resulting  from  arrangements  made  last  year  on  a  new- 
force  rotation  principle. 

There  has  been  a  continuing  effort  to  encourage  participation  by  military  per- 
sonnel stationed  in  foreign  countries  in  voluntary  i)rograms  designed  to  channel 
available  disposable  income  back  to  the  United  States — premiums  on  savings 
returned  home,  the  use  of  military  payments  certificates  in  Vietnam  and,  more 
recently,  the  establishment  of  a  rest  and  recuperation  program  in  Hawaii  for 
military  i^ersonnel  serving  in  South  Vietnam  are  examples. 

Actions  taken  to  reduce  the  number  of  foreign  nationals  employed  in  connec- 
tion with  military  operations  abroad  has  resulted  in  substantial  reduction  of 
this  category  of  foreign  exchange  cost  in  all  areas  except  Southeast  Asia. 

Expenditure  for  material,  supplies  and  services  and  major  equipment  from 
U.S.  sources  rather  than  off  shore  has  received  very  great  emphasis.  The  De- 
fense Department  is  also  attempting  to  achieve  maximum  feasible  use  of  U.S.- 
owned  excess  currencies  and  barter  arrangements  as  a  means  of  conserving 
defense  dollar  expenditures  entering  into  the  balance  of  payments. 

A  program  to  conduct  sales  of  U.S.-type  military  equipment  to  our  allies  to 
further  the  practice  of  cooperative  logistics  and  standardization  of  equipment 
and  reduce  costs  to  our  allies  and  to  ourselves  has  had  the  result  of  offsetting,  at 
least  partially,  the  unfavorable  payments  impact  of  our  deployments  abroad  in 
the  interest  of  collective  defense.  Receipts  from  these  sales  have  increased  from 
an  annual  rate  of  $300  million  a  year  in  fiscal  1961  to  close  to  $1.6  billion  in 
fiscal  1967. 

The  reduction  of  the  foreign  exchange  impact  of  foreign  aid  by  tying  it  to 
the  purchase  of  U.S.  goods  and  services — a  program  inaugurated  in  the  latter 
part  of  the  Eisenhower  Administration — has  been  rigorously  pursued.  Whereas 
in  1959  only  40  percent  of  our  bilateral  aid  dollars  were  being  spent  on  U.S. 
goods  and  services,  tying  procedures  have  been  continually  strengthened  so  that 
the  percentage  has  been  increased  to  nearly  ninety  percent.  Recognizing  that 
tying  procurement  to  U.S.  sources  may  not  itself  be  enough  to  reduce  to  the 
extent  necessary  the  impact  of  the  aid  program  on  the  balance  of  payments  if 
the  purchases  made  with  the  funds  merely  substitute  aid  exports  for  com- 
mercial exports,  special  efforts  are  being  made  to  insure  that  aid  financed  exports 
will  be  "additional." 

But  the  President's  new  balance  of  payments  program  did  not  stop  with 
pointing  to  i>ast  and  current  efforts  to  reduce  the  impact  of  Government  ex- 
penditures abroad  on  our  balance  of  payments.  In  speaking  of  these  efforts 
he  said  :  "I  am  convinced  that  much  more  can  be  done.  I  believe  we  should  set 
as  our  target  avoiding  a  drain  of  another  $500  million  on  our  balance  of 
payments." 

To  achieve  this  objective,  he  took  three  steps — directing  the  Secretaries  of 
State,  Treasury,  and  Defense  to  initiate  prompt  negotiations  with  our  allies  to 
minimize  further  the  foreign  exchange  costs  of  stationing  our  troops  within 
their  borders,  instructing  the  Director  of  the  Budget  to  find  ways  of  reducing 
the  number  of  Government  civilian  employees  working  overseas,  and  instructing 
the  Secretary  of  Defense  to  find  ways  to  reduce  further  the  foreign  exchange 
impact  of  personal  spending  by   U.S.  forces  and   their  dependents  in  Europe. 

Of  course,  there  are  those  who  would  argue  that  Government  expenditures 
overseas  should  be  further  reduced  by  bringing  our  forces  back  to  the  United 
States  into  a  kind  of  "fortress  America."  To  this  contention  the  answer  is  clear. 
In  the  words  of  the  President:  "We  cannot  forego  our  essential  commitments 
abroad,  on  which  America's  security  and  survival  depend." 

When  a  family  has  a  cash  stringency  because  there  is  more  outgo  than  there 
is  income  and  it  has  to  cut  down  on  spending  and/or  try  to  increase  its  earnings, 
I  believe  the  head  c^f  that  family  would  make  a  very  poor  choice  of  means  if 
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he  decided  to  cancel  the  insurance  policies  on  which  family  security  was  based. 

The  third  question  asked  about  the  President's  new  balance  of  payments  pro- 
gram is — won't  the  reduction  of  outflow  of  dollars  from  the  United  States  or 
flow -back  of  dollars  to  the  United  States  cause  a  sharp  deflation  in  the  remainder 
of  the  world? 

Again,  the  answer  is  in  two  parts.  First,  the  monetary  and  fiscal  authorities 
in  other  countries  can  take  domestic  measures  to  provide  additional  money  and 
credit  in  their  own  currencies  for  the  dollars  that  no  longer  come  or  the  dollars 
that  go  home  by  adopting  more  expansionary  monetary  and  fiscal  policies. 

Second,  the  early  availability  of  additional  monetary  reserves  to  the  world's 
total  in  the  form  of  Special  Drawing  Rights  in  the  International  Monetary  Fund 
through  a  new  facility  now  being  provided  by  the  collective  action  of  the  106 
member  countries  in  that  organization  should  remove  the  concern  that  the  elimi- 
nation of  the  U.S.  deficit  will  endanger  a  healthy  growth  in  the  monetary  re- 
serves of  the  rest  of  the  world.  In  past  years  there  have  been  fears  that  more 
intensive  action  to  eliminate  the  deficits  in  our  balance  of  payments  which  have 
characterized  past  years  and  added  to  the  reserves  of  other  nations  at  a  time 
when  little,  if  any,  newly  mined  gold  was  being  added  to  world  monetary  re- 
serves would  cause  a  worldwide  recession  as  a  scramble  by  countries  for  re- 
serves resulted  in  "beggar  thy  neighbor"  policies,  sharp  deflation  or  escalating 
international  interest  rates.  Now  the  risks  of  cutting  our  deficit  too  much  are 
negligible. 

Last  September  at  the  Annual  Meeting  of  the  International  Monetary  Fund  in 
Brazil  the  Governors  representing  the  106  member  countries  unanimously  ap- 
proved a  resolution  directing  tlie  submission  to  Governments  by  March  31,  1968, 
of  the  first  major  amendment  to  the  Articles  of  Agreement  of  the  IMF  since  the 
original  Agreement  at  Bretton  Woods  in  1944.  This  amendment,  the  product  of  2 
years  of  intensive  negotiations  inaugurated  in  July  1965  at  the  initiative  of  our 
President,  would  provide  a  facility  for  the  deliberate  creation  of  additional  mone- 
tary reserves  supplementary  to  gold  and  the  reserve  currencies  such  as  dollars  in 
the  form  of  "Special  Drawing  Rights."  These  Rights  would  be  distributed  to  the 
central  banks  of  the  106  member  countries  in  accordance  with  their  percentage 
quotas  in  the  Fund.  They  could  be  used  for  an  unconditional  call  on  the  currencies 
of  other  countries  in  accordance  with  procedures  set  forth  in  an  extensive  "Out- 
line of  a  Plan"  which  was  approved  as  a  basis  for  the  amendment. 

When  operational^ — this  new  facility  will  supply  additional  liquidity  to  the 
world  in  amounts  needed  to  accommodate  an  increasing  volume  of  trade  and 
capital  movements.  The  international  monetary  system  would  no  longer  depend 
for  additional  reserves  on  newly  mined  gold  excess  to  increasing  industrial  and 
decorative  use  and  sporadic  speculative  demand  and  additions  to  the  holdings 
of  dollars  in  oflBcial  reserves  of  other  countries  resulting  from  variable  deficits 
in  U.S.  balance  of  payments. 

In  the  words  of  the  President,  as  our  movement  toward  balance  curbs  the  flow 
of  dollars  into  international  reserves,  "it  will  therefore  be  vital  to  speed  up  plans 
for  the  creation  of  new  reserves— the  Special  Drawing  Rights — in  the  Interna- 
tional Monetary  Fund.  These  new  reserves  will  be  a  welcome  companion  to  gold 
and  dollars,  and  will  strengthen  the  gold  ex:change  standard." 

I  have  discussed  the  three  questions  most  often  raised  about  the  President's 
new  balance  of  payments  program.  Sometimes  those  who  have  not  studied  the 
President's  statement  carefully  ask  a  fourth  question — why  does  the  program 
try  to  restrict  certain  outflows  instead  of  tackling  the  more  fundamental  problem 
of  handling  our  internal  economy  so  as  to  avoid  the  inflation  that  is  the  root  cause 
of  the  problem? 

The  answer  is  that  the  President's  balance  of  payments  program  incorporates 
in  very  specific  terms  measures  for  tackling  this  fundamental  problem.  Indeed, 
he  labels  them  in  his  Message  as  "the  first  order  of  business"  and  uses  the  word 
"urgent"  in  describing  them  saying :  "No  business  before  the  returning  Congress 
will  be  more  urgent  than  this :  to  enact  the  anti-inflation  tax  which  I  have  sought 
for  almost  a  year.  Coupled  with  our  expenditure  controls  and  appropriate  mone- 
tary policy,  this  will  help  to  stem  the  inflationary  pressures  which  now  threaten 
our  economic  prosperity  and  our  trade  surplus." 

In  addition,  the  President  directed  his  Cabinet  officers  to  work  with  leaders 
of  business  and  labor  "to  make  more  effective  our  voluntary  program  of  wage- 
price  restaint  'and'  prevent  our  exports  from  being  reduced  or  our  imports 
increased  by  crippling  work  stoppages  in  the  year  ahead." 
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This  brings  us  in  a  natural  transition  to  a  concern  for  the  strength  and  sta- 
bility of  the  U.S.  economy  which  is  the  first  line  of  defense  of  the  dollar. 

To  sustain  the  liind  of  economy  that  has  given  us  nearly  seven  years  of 
continuous  growth,  we  have  urgent  business  before  us. 

We  need  a  tax  increase,  and  we  need  it  now. 

President  Johnson  last  August  requested  a  temporary,  10-percent  surcharge. 
He  did  this  in  the  face  of  a  dangerous  deficit,  rising  interest  rates  and  tlie  threat 
of  unacceptable  inflationary  pressures. 

Since  that  time  a  consensus  in  favor  of  a  tax  increase  has  emerged  among  re- 
sponsible leaders  throughout  the  country,  including  many  of  you  hei-e  today.  It 
takes  a  sense  of  true  responsibility  for  an  industrialist,  who  is  responsible  to  his 
stockholders,  to  recommend  greater  taxes. 

The  labor  leader,  elected  by  the  members  of  his  union  to  represent  their  best 
interest,  must  show  a  similar  sense  of  wise  fortitude. 

The  professional  economist,  who  is  paid  to  be  right  more  often  than  he  is 
wrong,  evaluates  the  economic  climate  most  carefully  before  he  goes  down  the 
line  for  a  tax  increase. 

And  the  responsible  journalist  and  business  writer,  whose  views  often  mold 
the  public  thinking  on  important  questions  affecting  the  economic  course  of  our 
daily  lives,  must  be  doubly  cautious  about  what  he  commits  to  paper. 

In  a  way,  all  of  these  have  as  much  to  lose  from  malcing  wrong  judgment  on 
this  question  as  a  member  of  Congress. 

But — to  get  the  action  that  counts  we  need  to  add  to  the  singular  near  unanimity 
among  many  of  the  Nation's  foremost  businessmen  and  labor  leaders,  economists, 
industrialists,  bankers  and  financial  leaders  who  have  recommended  a  tax  in- 
crease— the  votes  of  the  majority  of  the  members  of  the  House  of  Representatives 
and  the  Senate. 

A  failure  to  take  this  tax  action  promptly  will  risk  a  declining  trade  surplus. 
This  trade  surplus  is  the  mainstay  of  our  balance  of  payments  position.  It  can 
rapidly  decline — as  it  did  in  late  1965  and  1966 — when  a  floodtide  of  imports  was 
induced  by  an  economy  running  at  a  very  high  rate  of  speed.  When  our  rate  of 
economic  growth  in  money  terms  expands  at  a  rate  of  8  or  9  percent,  there  is  an 
increasing  propensity  to  imix)rt.  In  that  situation,  imports  occupy  an  increasing 
percentage  of  our  gross  national  product  and  our  trade  surplus  evaporates.  We 
cannot  afford  to  let  that  happen,  canceling  our  savings  effected  by  the  direct  meas- 
ures in  the  President's  program. 

A  failure  to  take  this  tax  action  promptly  and  decisively  will  cause  strain,  ten- 
sion and  a  scramble  in  our  domestic  credit  markets,  endangering  the  housing 
industry  and  the  satisfaction  of  credit  needs  of  States  and  local  government  and 
small  business  on  reasonable  terms. 

A  failure  to  take  this  tax  action  promptly  will  give  rise  to  doubt  at  home  and 
abroad  on  the  health  of  the  dollar — and  the  will  and  capacity  of  the  American 
Government  and  people  to  protect  it  from  the  internal  danger  of  an  inflation  which 
is  accompanied  by  a  wage-price  spiral. 

Let  me  be  clear:  The  Number  One  dotnesUc  and  international  legislative  ob- 
jective of  this  Administration  remains  passage  of  this  badly  needed  tax  surcharge. 

I  ask  you  to  give  your  help  in  support  of  this  measure. 

This  brings  us  to  the  last  of  the  three  progrnms  being  launched  this  January 
to  strengthen  the  dollar — your  principal  business  of  the  day  and,  I  hoi)e,  an 
important  part  of  your  business  for  the  year — promoting  the  sale  of  U.S.  savings 
bonds. 

Buying  and  holding  U.S.  savings  bonds  are  actions  more  important  to  our 
nation's  economic  stability  today  than  ever  before.  Tliese  bonds  not  only  support 
our  fighting  men  in  Vietnam  and  our  commitment  to  the  defense  of  freedom 
throughout  the  world,  but  they  strengthen  the  dollar  by  strengthening  our  econ- 
omy at  home  and  guarding  against  the  forces  of  inflation. 

In  the  days  and  montlis  to  come,  all  of  us — in  Government,  in  banking  and 
finance,  in  industry  and  commerce — must  share  an  extra  burden  of  respousil)ility 
in  maintaining  a  steady  economic  footing  while  we  contiinie  to  nu)ve  ahead. 

Now,  more  than  ever  before,  it  is  essential  that  we  finance  our  debt  in  the 
soundest  possible  way;  that  we  do  all  we  can  to  place  more  of  the  debt  in  the 
hands  of  savers.  You  well  know  that  ])articipation  in  the  Savings  Bonds  Program 
is  a  measurable  and  effective  means  of  accomplishing  both  these  objectives,  be- 
cause you  have  done  an  outstanding  and  admirable  sales  job. 

I  am  convinced  our  program  can  be  expanded.  We  have  good  "jH-oducts."  Sav- 
ings bonds  are  an  attractive  investment.  To  be  sure,  higher  rates  are  available 
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in  today's  markets  than  the  4.15  percent  rate  of  interest  on  our  savings  bonds. 
But  our  bonds  do  have  advantages,  namely,  safety,  convenience,  liquidity,  and 
certain  tax  benefits  in  terms  of  deferred  income  as  well  as  exemption  from  State 
and  local  income  taxation.  Similarly,  our  newer  "Freedom  Shares"  with  a  4.74 
percent  rate  of  interest  are  very  attractive  and  worthwhile  investments  too. 

In  closing  let  me  express  a  debt  of  gratitude  from  Treasury  to  you  who  are 
doing  so  much  in  the  promotion  of  the  sale  of  savings  bonds.  The  growing  stock- 
pile of  savings  bonds  assists  the  Treasury  materially  in  managing  the  nation's 
finances — maintaining  a  stable  economy  at  home,  and  a  strong  economic  position 
internationally,  to  back  our  stand  for  freedom  in  Vietnam  and  elsewhere  in  the 
world. 

The  fact  that  so  many  Americans  participate  in  the  regular  purchase  of 
savings  bonds  is  irrefutable  and  inspiring  evidence  of  the  effective  energies  and 
talents  that  you  leaders  of  business,  labor  and  finance  have  put  into  our  programs 
to  promote  the  buying  and  holding  of  these  bonds.  This  has  been  a  primary  fac- 
tor throughout  the  nearly  27  years  that  the  Savings  Bonds  Program  has  been  in 
effect. 

In  promoting  savings  bonds,  you  have  contributed — as  you  will  be  contributing 
again  this  year — not  only  to  the  nation's  economic  defense,  and  hence  its  military 
strength,  but,  in  addition,  to  its  spiritual  well-being. 

Many  of  you  have  come  long  distances  to  meet  with  us — and  to  share  your 
thinking  and  planning  with  ours — in  launching  our  new  campaign  for  1968,  in 
which  we  seek  to  sign  up  2  million  Americans  as  new  savers  or  for  inci*eased  pay- 
roll savings.  Your  attendance  speaks  volumes  and  your  expressions  of  detenni- 
nation  to  exceed  the  goal  of  the  1967  committee  are  most  gratifying. 

In  a  certain  sense,  you  are  our  customers  and  some  of  you  are  perhaps  being 
sold  for  the  first  time  on  the  built-in  advantages  of  the  payroll  savings  plan  that 
may  be  enjoyed  by  your  employees  and  the  good  will  that  can  accrue  to  your 
management  as  sponsor. 

If  you  do  not  already  know  these  advantages,  they  are  spelled  out  for  you  con- 
vincingly on  the  pages  of  Chairman  Gwiun's  campaign  brochure.  But — more  than 
customers  and  believers  and  volunteers — you  are  builders  of  national  unity, 
domestic  security  and  international  stability. 


Exhibit  37.— Statement  by  Secretary  Fowler,  February  5,  1968,  before  the  House 
Committee  on  Ways  and  Means,  on  certain  legislative  aspects  of  the 
President's  balance  of  payments  program 

In  1967,  the  deficit  in  our  international  balance  of  payments  increased  sub- 
stantially to  reach  an  intolerable  level.  On  January  1,  the  President,  in  a  message 
to  the  Nation,  announced  an  action  progi'am  ^  to  bring  our  balance  of  payments 
to — or  close  to — equilibrium,  stating  the  need  for  action  is  a  national  and  inter- 
national responsibility  of  the  highest  priority.  I  would  ask  that  his  Message  be 
made  a  part  of  the  record. 

Shortly  thereafter,  I  released  a  Treasury  Department  Report  ^  entitled  "Main- 
taining the  Strength  of  the  United  States  Dollar  in  a  Strong  Free  World  Econ- 
omy." This  document  describes  in  detail  the  background  and  reasons  for  the  Ac- 
tion Program  announced  by  the  President.  It  describes  what  we  have  done  to 
date,  and  what  we  propose  to  do,  both  over  the  short  and  the  long  term.  I  have 
asked  that  copies  of  this  rejDort  be  made  available  this  morning  to  each  member 
of  the  Committee,  because  there  may  be  occasions  to  make  reference  to  it. 

We  welcome  this  early  opportunity  to  appear  before  you  to  review  in  general 
terms  the  balance  of  payments  program  as  a  background  for  some  important  legis- 
lative program  decisions  within  the  purview  of  this  Committee  that  call  for  early 
action.  The  areas  of  particular  legislative  concern  to  this  Committee  relate  to 
improving  our  trade  surplus  as  the  mainstay  of  our  balance  of  payments  situa- 
tion, both  short-term  and  long-term,  and  action  to  deal  with  our  so-called  travel 
deficit,  which  is  one  of  the  sources  of  increasing  weakness  in  our  balance  of  pay- 
ments situation.  I  shall  discuss  both  the  trade  surplus  and  the  travel  deficit  and 
measures  to  deal  with  them.  Ambassador  Roth,  the  President's  Special  Represent- 
ative on  Trade  Negotiations,  is  here  to  present  a  statement  for  the  information 


1  See  exhibit  12. 

2  See  exhibit  58. 
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of  the  couimittee  concerning  a  ijarticular  aspect  of  the  trade  problem  which  is 
dealt  witli  specifically  iu  the  President's  January  Message  under  the  heading. 
'■Nontariff  Barriers." 

I.   THE   BALANCE   OF  PAYMENTS   I'ROBLEM— WHAT  IT  IS  AND   HOW 

TO  RESOLVE  IT 

Before  I  go  into  detail  concerning  the  areas  with  which  this  Committee  is 
directly  concerned,  it  will  be  useful  to  discuss  the  broad  question  of  the  U.S.  bal- 
ance of  payments  problem  and  our  strategy— both  the  short-  and  long-term — to 
deal  with  it.  In  essence,  I  raise  here,  and  attempt  to  answer,  live  questions  : 

— Why  is  there  a  problem  with  our  balance  of  payments? 

— Why  do  we  have  to  take  such  drastic  action  now? 

— What  are  our  long-term  prospects? 

— What  will  be  the  world  impact  of  the  present  program? 

— How  will  the  rest  of  the  world  respond  to  it? 

The  balance  of  payments  problem 

Even  today,  many  of  our  citizens  are  not  fully  aware  of  the  urgent  nece.ssity  of 
restoring  a  balance  in  our  international  payments.  The  U.S.  economy  is  strong 
and  pro.sperous.  Foreign  transactions  of  the  United  States,  while  very  large 
in  terms  of  the  internjitioual  economy,  are  small  relative  to  our  total  production, 
con.sumption,  and  investment — relatively  smaller  than  for  almost  any  other 
country.  Why  should  the  United  States,  or  the  world,  be  disturbed  about  a  balance 
of  payments  deficit  that  is  only  a  fraction  of  one  percent  of  our  output  of  goods 
and  !-ervices? 

Despite  the  magnitude  of  our  domestic  economy,  the  foreign  transactions  of 
the  United  States  are  important  to  our  economic  well-being  and  indispensable  to 
the  free  world.  Imports  of  foodstuffs,  raw  material,  and  fini.shed  goods  are  essen- 
tial for  our  production  and  our  high  standard  of  living.  The  overseas  expendi- 
tures of  the  U.S.  Government  for  foreign  aid  and  defense  are  vital  to  our  objw- 
tives  of  W'orld  peace  and  security.  U.S.  private  foreign  investment  is  profitable 
to  our  banking  and  business  institutions  and  important  for  economic  growth  and 
development  in  many  other  countries.  And  travel  enhances  international  under- 
standing. 

The  cost  of  imports,  travel  abroad,  security  and  aid  expenditures  overseas, 
and  foreign  investment  must  be  paid  for  by  exports  of  goods  and  services,  the 
earnings  of  our  foreign  loans  and  investments,  travel  and  investment  by  foreigners 
in  the  United  States  and  other  foreign  exchange  receipts. 

In  1966  our  total  international  payments  amounted  to  $49  billion,  whih'  our 
foreign  receipts  were  nearly  $48  billion.  The  resulting  deficit  in  our  balance  of 
payments  amounted  to  $1.4  billion.  This  increased  to  more  than  $3.5  billion  last 
year. 

Wlien  our  total  foreign  payments  are  more  than  our  foreign  receipts,  some,  or 
all,  of  the  excess  dollars  received  by  foreigners  are  sold  to  their  central  banks, 
which  can  use  them  in  a  variety  of  ways — including  holding  them  as  reserves  or 
buying  gold  from  the  United  States.  The  result  tends  to  be  a  deterioration  in  the 
liquidity  position  of  the  United  States,  as  the  ratio  of  its  reserve  assets  (e.g., 
gold)   declines  relative  to  its  liquid  liabilities  (e.g..  dollars  held  by  foreigners). 

The  United  States  is  the  major  international  banking  center  liolding  large 
deposits  both  for  monetary  authorities  and  for  private  banks,  corporations  and 
individuals.  The  dollar  functions  as  the  principal  international  currency.  Its 
liquidity  position  must  remain  strong,  like  that  of  any  bank,  to  retain  the  confi- 
dence of  its  depositors. 

The  U.S.  deficit  was  welcome  when  it  first  developed  in  the  early  postwar 
years.  Then,  as  now,  the  deficit  consisted  of  capital  outflows — both  public  and 
private — that  exceeded  the  U.S.  surplus  on  goods  and  .services.  It  supplied  re- 
serves to  foreign  countries — principally  European- — which  had  drawn  them  down 
to  finance  the  war  and  postwar  reconstruction.  More  basically,  the  U.S.  capital 
flow  to  Europe  contributed  to  the  European  economic  miracle  and  the  smooth 
transition  to  European  economic  unity. 

In  the  late  1950's,  however,  U.S.  deficits  began  to  become  a  source  for  concern. 
Not  only  did  the  size  of  the  deficits  rise,  but  they  were  financed  more  by  sales 
of  gold  and  less  by  foreign  accumulation  of  dollars  than  in  prior  years.  Some 
foreign  central   banks  had  what  they  considered  to  be  adequate  supplies  of 
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dollars  in  their  reserves.  Many  countries,  however,  still  had  small  reserves  and 
were  still  eager  to  add  to  their  dollar  reserves.  Thus,  there  was  still  no  high 
urgency  about  restoring  balance  to  our  international  accounts.  Nevertheless, 
President  Eisenhower  instructed  the  Department  of  Defense  and  other  Govern- 
ment agencies  to  economize  on  their  foreign  exchange  expenditures.  With  3 
years  of  large  deficits  culminating  in  a  speculative  outbreak  in  the  London  gold 
market  in  October  1960,  new  measures  were  called  for.  President  Kennedy  pro- 
posed measures  to  increase  exports  and  other  receipts,  intensified  efforts  to  cut 
Government  balance  of  payments  costs  and  later  introduced  the  Interest  Equali- 
zation Tax  to  hold  down  U.S.  purchases  of  foreign  securities.  A  sharp  rise  in 
U.S.  capital  outflows  in  1964  made  it  necessary  for  President  Johnson  to  intro- 
duce a  voluntary  program  for  holding  down  direct  investment  and  bank  loans 
abroad. 

The  rationale  behind  these  measures  was  as  follows  : 

— First,  while  the  rising  outflow  of  U.S.  capital  was  moderated,  U.S.  inter- 
national balance  would  be  restored  by  the  growth  of  the  U.S.  surplus  on  non- 
capital transactions. 

- — ^Second,  modestly  restraining  the  increase  in  U.S.  foreign  investments,  par- 
ticularly those  in  Western  Europe,  would  have  only  a  small  effect  on  world 
economic  growth — in  sharp  contrast  to  other  alternatives — ^and  would  yield 
satisfactory  balance  of  payments  results  over  time. 

From  the  1958-60  period  to  1965,  we  made  good  progress  in  reducing  our  pay- 
ments deficit  because  of  the  growth  of  our  exports  of  goods  and  services  relative 
to  our  imports,  because  of  the  rise  in  earnings  from  our  foreign  investments, 
and  because  of  the  reduction  in  capital  outflow  in  1965. 

In  1965  and  1966,  we  reduced  our  liquidity  deficit  by  almost  two-thirds  from 
the  average  deficits  of  1958-60  and  one-half  from  the  average  of  1961-64.  As  this 
period  progressed,  however,  the  accelerated  expansion  of  the  U.S.  economy  and 
the  war  in  Vietnam  placed  renewed  pressure  on  the  balance  of  payments.  The 
boom  resulted  in  an  extraordinary  increase  in  imports.  The  costs  of  our  forces  in 
Vietnam  added  substantially  to  our  foreign  payments. 

Despite  this  the  dollar  was  strong.  After  France  ceased  in  October  1966  its 
regular  monthly  purchases  of  gold  initiated  early  in  1965  to  absorb  the  dollar 
surpluses  it  had  accumulated,  the  drain  on  the  U.S.  gold  supply  dried  up  to  a 
trickle. 

There  was  retrogression  in  the  first  three-quarters  of  1967  because  the  foreign 
exchange  costs  of  Vietnam  rose  further,  private  capital  outflow  increased,  net 
tourist  expenditures  rose,  and  the  European  economic  slowdown  reduced  European 
imports — and  our  exports. 

The  devaluation  of  sterling  in  November  1967,  brought  the  international 
monetary  situation  and  our  balance  of  payments  problem  to  an  acute  stage. 
The  British  move  resulted  in  a  weakening  of  confidence  in  currencies  and  was 
accompanied  by  a  burst  of  speculative  buying  of  gold  and  a  resulting  large  loss 
of  U.S.  gold  reserves  in  November  and  December.  This  was  a  threat  not  only 
to  the  dollar  but  also  to  the  international  monetary  system  as  a  whole. 

While  the  speculation  was  repulsed  with  the  cooperation  of  most  of  the  mem- 
bers of  the  gold  pool,  it  underlined  the  urgency  of  placing  the  dollar  once  more 
in  an  impregnable  position.  The  time  had  come  when  it  was  necessary  and 
desirable  to  take  new  and  decisive  measures  to  move  the  United  States  payments 
position  strongly  toward  balance. 

What  was  the  best  way  to  achieve  this?  Depressing  the  American  economy  is 
as  unacceptable  a  solution  to  our  imbalance  of  payments  to  most  other  nations 
of  the  world  as  it  is  to  the  United  States.  The  United  States  occupies  a  unique 
role  in  the  world  economy.  It  is  by  far  the  largest  exporting  and  importing  coun- 
try. It  is  the  principal  source  of  international  capital.  It  is  the  largest  donor 
of  aid.  Military  forces  stationed  abroad  are  indispensable  to  the  security  of 
many  countries^ — including  the  United  States.  For  all  these  reasons,  the  entire 
world  is  affected  by  the  U.S.  economy  and  the  U.S.  balance  of  payments.  The 
volume  of  international  trade,  the  prices  of  basic  commodities,  the  cost  of  money, 
and  even  the  level  of  production  and  employment  abroad  respond  to  the  U.S. 
economy.  The  United  States  must  seek  a  solution  to  the  payments  imbalance 
through  the  expansion  of  the  world  economy,  rather  than  the  severe  contraction 
of  its  own,  and,  consequently,  the  world  economy. 

The  action  program  announced  by  President  Johnson  on  January  1  avoids 
deflation,  while  imderlining  the  urgent  need  for  prompt  enactment  of  an  anti- 
318-223—69 25 
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influtiouary  tax  increase,  along  with  proper  control  of  public  exix-nditures,  appro- 
priate monetary  policy,  responsible  wage  and  price  decisions  on  the  part  of 
business  and  labor,  and  other  measures  to  increase  our  export  surplus  and  avoid 
any  deterioration  through  excessive  growth  accompanied  by  inflationary  trends 
that  will  weaken  the  United  States  competitive  position  in  world  markets. 

Because  the  need  to  cut  the  U.S.  payments  deficit  is  urgent,  the  program  also 
includes  new  and  stringent  temporary  restraints  on  outflows  of  U.S.  private 
capital.  We  are  here  today  to  recommend  a  program  to  curtail,  temporarily  but 
.sharply,  the  amount  of  foreign  travel  expenditures  by  Americans.  Indeed,  it  is 
upon  these  uncongenial  measures  that  we  must  rely  for  the  largest  immediate 
effects.  These  measures  are  taken  reluctantly  as  an  emergency  matter.  How 
soon  they  can  be  relaxed  will  depend  greatly  upon  our  own  efforts  to  increase 
our  trade  surplus,  reduce  or  neutralize  Government  expenditures  abroad,  and 
encourage  foreign  travel  and  investment  in  the  United  States. 

International  monetary  system 

It  is  the  relationship  of  the  U.S.  dollar  and  the  U.S.  payments  position  to  the 
international  monetary  system  that  makes  this  program  both  a  national  and 
international  responsibility. 

The  international  monetary  system  requires  adequate  monetary  reserves  to 
enable  coimtries  to  meet  payments  deficits  while  they  take  measures  to  adjust 
their  balance  of  payments.  The  monetary  reserves  of  the  world  consist  mainly 
of  gold,  U.S.  dollars,  and  other  currencies.  As  world  trade  and  payments  grow, 
the  need  for  additional  monetary  reserves  also  grows.  Since  1950,  less  than  half 
of  the  Increase  in  monetary  reserves  has  been  in  the  form  of  gold.  More  than 
half  of  the  increase  has  been  in  the  form  of  U.S.  dollars  acquired  by  the  central 
banks  of  other  countries.  Without  the  growth  of  dollar  reserves,  the  growth  of 
world  trade  and  payments  would  have  been  severely  restricted  and  the  world 
economy  might  have  been  subjected  to  serious  deflationary  pressures  and 
instability. 

In  actual  fact,  the  international  monetary  system  has  worked  well.  This 
is  evident  from  the  enormous  expansion  of  world  trade  from  ^5~>  billion  in  1950 
to  about  .$200  billion  in  1967.  The  expansion  of  trade  and  payments  and  the 
stability  of  the  international  monetary  system  have  been  buttressed  not  only 
by  growth  of  reserves  but  also  by  enlargements  of  international  credit  facilities. 
The  resources  of  the  International  Monetary  Fund  were  increased  in  two  steps 
from  over  $9  billion  in  1958  to  $21  billion  at  present.  A  network  of  reciprocal 
currency  agreements  was  established  by  the  central  banks  of  the  large  financial 
centers  for  swaps  of  each  other's  currency;  the  United  States  has  such  swap 
arrangements  totaling  $7.1  billion  with  14  central  banks  and  the  Bank  for 
Intei'national  Settlements.  In  order  to  help  maintain  confidence  in  the  equivalence 
of  gold  and  currencies  at  stable  values,  a  number  of  countries  formed  a  gold 
pool  to  maintain  the  orderly  character  of  the  London  gold  market. 

These  various  measures  helped  the  international  monetary  system  to  function 
effectively.  Even  so,  it  became  evident  that  a  more  basic  reform  was  necessary. 
The  world  can  no  longer  depend  entirely  upon  increases  in  gold  and  dollars  to 
provide  an  assured  and  satisfactory  growth  of  monetary  reserves.  The  amount 
of  newly  mined  gold  available  will  not  provide  for  an  adequate  increase  in 
world  reserves.  And  it  is  not  desirable  from  the  point  of  view  of  the  United  States 
or  the  rest  of  the  world  that  the  growth  of  U.S.  liabilities,  in  the  form  of  dollar 
reserves  abroad,  should  continue  as  in  the  past.  A  steady  increase  in  U.S. 
liabilities,  while  its  reserves  decline,  exposes  the  international  monetary  system 
to  the  threat  of  instability. 

The  Rio  resolution  for  the  creation  of  Special  Drawing  Rights  (  SDR)  rei>- 
resents  a  landmark  in  the  evolution  of  an  international  monetary  system  respon- 
sive to  the  needs  of  the  modei'n  world.  AVhen  this  .system  is  in  operation,  the 
growth  of  monetary  reserves  can  be  adequate  without  depending  either  on  the 
uncertainties  of  gold  mining  and  gold  hoarding  or  on  persistent  deficit  in  the 
U.S.  balance  of  payments. 

The  early  availability  of  SDR  removes  one  of  the  concerns  as  to  the  impact 
of  the  U.S.  balance  of  payments  program — namely,  a  slowing  of  reserve  growth 
and  a  consequent  adverse  effect  on  world  trade  and  income.  Early  activation 
of  the  SDR  plan  can  maintain  an  adequate  growth  of  world  reserves  together 
with  restoration  of  U.S.  balance  of  payments  equilibrium. 
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Strategy  for  payments  improvement 

The  key  resources  which  give  the  United  States  the  strength  to  deal  with 
its  underlying  long-range  payments  problem  constructively  and  sensibly  are : 

— ^a  strong  economy  with  a  gross  national  product  in  excess  of  $800  billion, 
representing  40  percent-45  percent  of  world  output ; 

— ^a  large  stock  of  foreign  assets  with  powerful  earnings  potential.  Gross 
assets  abroad — public  and  private — total  more  than  $110  billion.  Our  net  long- 
term  asset  position — approximately  $70  billion — has  increased  every  year  for 
20  years.  Private  overseas  assets  alone  now  generate  annual  earnings  of  about 
$6  billion. 

— a  basic  trade  surplus,  on  which  we  must  build  ; 

— a  strong  reserve  position  (nearly  $15  billion,  or  about  20  percent  of  world 
reserves) ,  even  after  losses  of  the  past  few  years. 

We  can  build  on  these  elements  of  strength  and  move  toward  balance  of  pay- 
ments equilibrium  through  short-  and  long-range  measures  vigorously  imple- 
mented. Furthermore,  the  passage  of  time  will  ameliorate  forces  that  presently 
exacerbate  the  balance  of  payments  deficit  and  hide  the  fimdamental  progress 
achieved. 

Ideally,  the  United  States  would  solve  its  balance  of  payments  problem 
through  a  gradual,  long-range  approach  in  which  there  was  no  interference  with 
the  free  movement  of  goods  and  services,  capital,  or  people.  Over  the  long  run, 
the  United  States  is,  in  fact,  dedicated  to  just  such  an  approach. 

However,  the  situation  that  confronts  the  United  States  today  requires  prompt 
and  major  corrective  action.  Long-term  measures  alone  that  take  hold  gradually 
over  time  are  not  suflBcient. 

The  President's  Action  Program 

President  Johnson's  program  is  designed  to  bring  about  a  sharp  reduction 
in  the  U.S.  payments  deficit  in  the  year  ahead,  bringing  it  into — or  close  to — 
equilibrium.  The  program  consists  of  general  and  specific  measures,  short-  and 
long-range  actions. 

The  first  and  essential  requirement  is  stability  in  the  U.S.  economy.  I  will 
deal  with  this  matter  in  more  detail  later  in  this  statement,  along  with  foreign 
travel  and  the  trade  surplus.  Here  I  shall  touch  briefly  only  on  three  remaining 
parts  of  the  Action  Program,  not  of  direct  concern  to  this  Committee : 

1.  Direct  investment. — By  Executive  order  and  regulations  issued  under  the 
Banking  Law,  a  mandatory  limit  has  been  placed  on  direct  investment  by 
United  States  companies  in  foreign  afllliates.  The  program,  together  with  its 
accompanying  provisions  on  the  repatriation  of  foreign  earnings,  is  expected 
to  reduce  the  payments  deficit  by  $1  billion  in  1968. 

2.  Banks  and  other  financial  institutions. — Revised  guidelines  have  been  issued 
by  the  Board  of  Governors  of  the  Federal  Reserve  System  for  reducing  foreign 
credits  from  U.S.  banks  and  other  financial  institutions.  The  new  guidelines 
are  designed  to  bring  a  net  inflow  of  at  least  $500  million  in  1908.  The  program 
is  voluntary,  although  the  President  has  given  the  Federal  Reserve  Board  standby 
authority  to  invoke  mandatory  controls. 

3.  Government  expenditures  overseas. — The  commitments  for  aid  and  defense, 
on  which  free  world  security  depends,  necessitate  very  large  expenditures 
abroad.  These  costs  have  risen  sharply  because  of  the  Vietnam  War.  Over  the 
past  3  years,  a  stringent  program  has  substantially  reduced  these  foreign  ex- 
change costs.  The  President  has,  nevertheless,  set  a  target  of  a  further  reduction 
of  $500  million  in  the  foreign  exchange  impact  of  such  programs  in  1968. 

Negotiations  will  be  initiated  promptly  with  our  allies  in  Europe  and  In  the 
Pacific  to  minimize  the  foreign  exchange  costs  of  our  military  spending  abroad. 
They  can  help,  as  they  have,  by  purchasing  in  the  United  States  more  of  the 
equipment  for  their  defense  needs.  They  can  also  offset  the  adverse  effects  of 
our  military  expenditures  on  the  balance  of  payments  by  investing  part  of  their 
foreign  exchange  receipts  in  long-term  U.S.  securities.  The  Department  of  De- 
fense has  been  instructed  to  find  ways  to  reduce  further  the  foreign  exchange 
impact  of  personal  spending  by  U.S.  forces  and  their  dependents.  The  President 
has  instructed  the  Director  of  the  Budget  to  find  ways  to  reduce  the  number  of 
American  civilians  working  overseas.  AID  has  been  directed  to  reduce  its  foreign 
exchange  costs  by  at  least  $100  million  in  1968. 
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Long-range  aspects  of  the  balance  of  payments  program 

A  drastic  reduction  in  our  balance  of  payments  deficit  is  necessary  to  defend 
the  dollar  and  to  insure  against  a  breakdown  of  the  international  monetary 
system.  The  action  program  will  achieve  this.  The  program  will  entail  sacrifices 
in  this  country  and  it  may  cause  diflSculties  for  some  foreign  countries.  In 
order  to  assure  a  fair  sharing  of  these  sacrifices,  the  program  has  been  widely 
spread  over  all  sectors  of  the  U.S.  economy.  In  order  to  minimize  adverse  effects 
on  the  world  economy,  the  program  distinguishes  among  groups  of  countries  on 
the  basis  of  their  ability  to  absorb  reductions  in  their  foreign  exchange  receipts. 

The  action  program  is  designed  to  deal  with  an  emergency.  We  do  not  regard 
certain  aspects  of  it  as  consistent  with  a  long-range  solution  to  our  underlying 
balance  of  payments  problem.  Restrictive  measures  are  temporary.  The  policy 
of  the  United  States  is  to  support  the  unrestricted  international  flow  of  goods, 
services,  and  capital  under  a  stable  international  monetary  system  based  on 
fixed  values  for  currencies  defined  in  terms  of  gold  or  the  dollar,  linked  at  $35 
an  ounce.  The  world  economy  can  operate  most  effectively  only  with  a  balanced 
pattern  of  international  payments,  achieved  without  restrictions.  The  interna- 
tional monetary  system  can  function  effectively  only  if  monetary  reserves  can 
grow  steadily  at  an  appropriate  rate  without  depending,  as  in  the  past,  on  a 
large  infusion  of  dollar  reserves  derived  from  a  payments  deficit  of  this  country. 

An  appropriate  long-range  balance  of  payments  solution  for  the  United  States 
must  be  based  on  a  substantial  and  growing  surplus  in  trade  and  services,  in- 
cluding earnings  from  U.S.  foreign  investments.  The  present  trade  surplus  is 
too  small.  It  must  be  increased  substantially  through  an  expansion  of  U.S. 
exports.  The  Government  is  taking  measures  to  encourage  exports.  U.S.  pro- 
ducers will  be  able  to  benefit  from  these  measures  only  if  they  strengthen  their 
position  in  world  markets  by  maintaining  competitive  prices  and  costs. 

The  United  States  is  eager — and  working  hard — to  encourage  foreign  direct 
investment  in  this  country  and  investment  in  U.S.  corporate  securities.  Foreign 
companies  whose  products  are  already  familiar  to  U.S.  buyers  would  find  direct 
investment  very  profitable.  We  have  an  enormous  market,  eflficient  labor,  and 
easy  access  to  advanced  technology.  The  attractiveness  of  U.S.  corporate  securi- 
ties has  been  enhanced  by  the  Foreign  Investors  Tax  Act  of  1966.  The  benefits 
granted  by  this  legislation,  as  well  as  other  factors,  should  result  in  a  moderate 
but  steady  inflow  of  investment  funds  from  abroad. 

Responsibilities  of  our  trading  partners 

The  United  States  recognizes  its  responsibility  for  adjusting  its  own  balance 
of  payments,  and  it  does  not  intend  to  shirk  this  responsibility.  At  the  same  time, 
it  must  be  recognized  that  the  U.S.  balance  of  payments  is  part  of  a  world  pattern 
of  payments.  The  counterpart  of  the  deficits  of  some  countries  is  the  surpluses 
of  other  countries.  Countries  in  surplus  have  a  responsibility  for  adjusting  their 
balances  of  payments  and  thereby  facilitating  the  progress  toward  international 
equilibrium  that  the  U.S.  action  program  makes  possible.  They  can  meet  these 
responsibilities  by  reducing  their  barriers  to  trade,  by  increasing  their  aid  to  less- 
developed  countries,  by  sharing  adequately  in  the  cost  of  common  defense,  by  en- 
couraging capital  outflows,  and  by  maintaining  a  satisfactory  pace  of  domestic 
economic  expansion.  As  part  of  this  vital  adjustment  effort,  we  should  be  able 
— indeed,  we  must  find  ways — to  work  constructively  with  our  allies  on  forms  of 
bilateral  and  multilateral  financial  arrangements  designed  to  neutralize  the  for- 
eign exchange  consequences  of  the  locations  of  our  troops  and  those  of  our  allies. 
The  arrangements  should  be  long  term  and  provide  financial  viability  to  our 
alliances. 

The  growth  of  reserves  of  the  rest  of  the  world  will  be  sharply  affected  by  the 
reduction  in  the  U.S.  deficit.  Yet  many  countries  will  wish  to  see  a  gradual  in- 
crease in  their  reserves  as  their  international  transactions  expand.  Therefore,  it 
is  important  to  implement  as  speedily  as  possible  the  plan  agreed  in  outline  last 
September  to  create  new  international  reserves  in  the  form  of  Special  Drawing 
Rights  in  the  International  Monetary  Fund. 

II.  TRAVEL  PROPOSALS 

In  his  message  on  New  Year's  Day  the  President  pointed  out  that  the  travel 
deficit  in  our  balance  of  payments  this  year  will  exceed  $2  billion.  To  reduce  this 
deficit  by  $500  million  he  asked  the  American  people  to  defer  for  the  next  2  years 
all  nonessential  travel  outside  the  Western  Hemisphere.  He  also  asked  me  to 
explore  with  the  appropriate  congressional  committees  legislation  to  help  achieve 
this  objective.  After  some  informal  exchanges  with  the  Chairman  and  ranking 
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Minority  Member  and  a  good  deal  of  collaborative  staff  work  by  the  Treasury 
staff  and  the  staff  of  the  Joint  Committee  on  Internal  Revenue  Taxation,  I  am 
here  to  present  some  proposals  to  this  committee  which,  if  adopted,  will  help 
achieve  this  objective. 

In  addition  to  the  President's  request  to  forego  nonessential  travel  outside  the 
Western  Hemisphere  for  2  years,  we  will  seek  to  reduce  the  travel  deficit  by  two 
approaches : 

A.  Through  a  program  to  increase  the  number  of  travelers  coming  to  the 
United  States.  This  is  the  permanent  part  of  our  program.  It  will  make  possible 
a  continued  increase  in  international  travel.  This  is  in  the  interest  of  the  United 
States  and  all  other  nations ;  and 

B.  Through  customs  proposals  and  temporary  tax  measures  that  would  induce 
a  reduction  of  United  States  tourist  expenditures  abroad  with  the  least  possible 
impact  on  the  number  of  travelers.  We  are  also  recommending  an  extension  of 
the  existing  domestic  ticket  tax  to  international  travel.  We  would  hope  that  a 
portion  of  the  revenues  produced  by  this  extension  would  be  made  available  to 
finance  the  promotion  of  foreign  travel  to  the  United  States. 

A.  Measures  to  increase  travel  to  the  United  States 

The  Johnson  and  the  Kennedy  Administrations  have  both  recognized 

— that  the  long-term  solution  to  the  travel  deficit  should  not  be  found  through 
restrictive  measures  but  must  be  sought  through  the  expansion  in  the  number  of 
foreign  visitors  to  the  United  States. 

— that  the  United  States  has  unique  attractions  which,  when  adequately  pro- 
moted, will  attract  far  larger  numbers  of  foreign  visitors. 

With  these  thoughts  in  mind.  President  Kennedy  in  1961  proposed,  and  Con- 
gress passed,  the  International  Travel  Act  which  established  the  United  States 
Travel  Service.  The  USTS  has  over  the  years  made  a  major  contribution  through 
its  promotional  activities  abroad  and  has  acted  as  a  catalyst  in  advertising 
and  sales  promotion  cooperation  between  Government  and  industry. 

As  part  of  his  February  1965  balance  of  payments  program.  President  Johnson 
asked  Vice  President  Humphrey  to  form  a  Committee  which  would  enlist  the 
continuing  efforts  of  high-level  Government  officials  to  increase  coordination  of 
activities  affecting  our  travel  receipts. 

Concurrent  with  the  establishment  of  this  Commitee,  "Discover  America, 
Inc.,"  was  formed  as  a  private  non-profit  organization  to  bring  the  elements  of  the 
United  States  travel  industry  together  in  an  all-out  effort  to  increase  the  size 
of  the  tourism  market.  This  organization  worked  closely  with  the  Vice  President's 
Committee  on  Travel. 

As  an  intensification  of  these  efforts.  President  Johnson  on  November  16  an- 
nounced the  appointment  of  an  Industry-Government  Special  Travel  Task  Force 
under  the  chairmanship  of  former  Ambassador  Robert  M.  McKinney.  The  Task 
Force  is  now  hard  at  work  in  developing  a  whole  series  of  recommendations  to 
increase  the  flow  of  foreign  travel  to  the  United  States.  In  particular,  the  ob- 
jectives of  the  Task  Force  are 

— to  determine  practical  steps  which  can  be  taken  quickly  to  produce  early 
improvement  in  the  travel  sector  of  the  balance  of  payments ; 

— to  determine  medium  and  long-term  measures  to  bring  U.S.  travel  expendi- 
tures and  receipts  into  better  balance,  with  recommendations  on  the  necessary 
steps  that  should  be  taken  in  both  the  private  and  Government  sectors  to  ac- 
complish this  objective ;  and 

— to  determine  how  best  to  help  foreign  visitors  improve  their  knowledge  and 
understanding  of  the  United  States  and  the  American  people  through  first-hand 
experience,  thus  providing  a  new  bridge  of  understanding  through  tourism  be- 
tween the  United  States  and  other  countries. 

To  facilitate  a  thorough  investigation  of  the  many  facets  of  the  problem,  the 
Task  Force  has  been  divided  into  12  working  parties — eight  dealing  with  sug- 
gestions geared  toward  private  industry  and  four  concentrating  on  efforts  which 
the  Government  might  contribute.  I  am  attaching  as  an  exhibit  a  copy  of  the 
release  issued  by  Ambassador  McKinney  at  the  time  of  the  organizational  meet- 
ing of  his  Task  Force  describing  the  personnel  and  terms  of  reference  of  these 
working  parties. 

Ambassador  McKinney  informs  me  that  that  Task  Force  has  received  the  en- 
thusiastic cooperation  of  Federal,  State,  and  local  governments  and  of  private 
industry,  both  foreign  and  domestic. 

Through  the  Task  Force's  imaginative  recommendations  and  the  concrete  steps 
suggested.  Ambassador  McKinney  feels  confident  that  travel  costs  to  the  United 
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States  will  be  substantially  reduced,  inhibitions  on  travel  removed  and  promotion 
of  the  United  States  as  a  tourist  center  more  effectively  achieved. 

These  steps  should  make  a  trip  to  the  United  States  economically  and  otherwise 
feasible  to  hundreds  of  thousands  of  potential  visitors  who  have  not,  as  yet,  had 
an  opportunity  to  visit  our  shores. 

Recommendations  from  the  12  working  parties  have  been  completed  and  are 
now  under  review  by  the  parent  Task  Force,  which  will  submit  its  report  to  the 
President  by  February  19. 

Ambassador  McKinney's  report  will  include  an  action  program  some  elements 
of  which  have  already  gone  into  effect  and  others  of  which  will  go  into  effect 
during  the  next  few  months.  We  expect  the  program  to  increase  the  number  of 
travelers  to  the  United  States  and  U.S.  receipts  from  travel.  It  will  have  a  sub- 
stantial impact  this  year  and  a  growing  impact  in  future  years. 

While  the  long-term  success  of  this  program  to  increase  receipts  from  ti-avel 
to  the  United  States  should  remove  the  necessity  for  making  permanent  the  short- 
term  temporary  tax  measures  to  be  proposed,  it  will  take  some  time  for  this 
program  to  be  fully  effective. 

B.  Measures  to  reduce  U.S.  travel  expenditures 

I'he  benefits  of  foreign  travel  need  uo  elaboration  by  me.  The  free  interchange 
of  people  is  a  basic  tenet  of  democratic  life  and  an  ingredient  of  an  expanding 
lice  world.  But  we  must  be  prepared  in  times  when  our  balance  of  payments 
is  under  the  heavy  pressure  of  war,  and  external  circumstances  require  unusual 
and  temporary  measures  in  other  areas  affecting  our  payments,  to  try  to  hold 
down  the  dollars  we  spend  abroad  in  travel  as  well  as  promoting  increased 
tourism  in  the  United  States — particularly  while  the  latter  program  is  getting 
under  way. 

The  number  of  Americans  traveling  abroad  has  been  expanding  at  a  high 
rate.  For  example,  the  number  of  U.S.  travelers  to  Europe  and  the  Mediterranean 
areas  has  grown  from  637,000  in  1958,  the  year  when  our  large  recurrent  balance 
of  payments  deficits  began,  to  1,570,000  in  19(J0.  The  figure  was  undoubtedly  higher 
last  year,  although  the  exact  number  will  not  be  known  for  some  months. 

In  only  one  year  during  the  period  1958  through  1966  did  the  increase  in 
tlie  number  of  travelers  fall  below  10  percent  and  that  was  in  1961  when  the 
Berlin  crisis  deterred  United  States  travel  to  the  European  area.  Excluding  that 
year,  the  average  annual  rate  of  increase  in  number  of  U.S.  travelers  was  14 
percent. 

The  objective  in  the  travel  area,  as  in  other  parts  of  the  balance  of  payments 
program,  is  to  forge  an  effective  device  which,  as  far  as  feasible,  avoids  an  undue 
burden  either  on  those  United  States  citizens  or  on  those  foreign  countries  least 
able  to  bear  it. 

With  these  general  considerations  in  mind,  I  \\oul(l  like  to  describe  the  specifics 
of  our  proposal. 

1.  General  description  of  tax  proposals 
The  travel  tax  proposal  contains  two  basic  elements — 

a.  A  permanent  extension  of  the  present  5-percent  ticket  tax  on  the  cost  of 
domestic  airline  travel  to  cover  the  cost  of  all  airline  transportation,  whether 
within  or  without  the  United  States,  purchased  in  the  United  States  and  also 
a  temporary  extension  of  the  tax  to  cover  the  cost  of  water  transportiition  to  a 
destination  outside  the  Western  Hemisphere. 

b.  A  temporary  graduated  tax  on  the  expenditures  incurred  in  connection 
with  a  trip  outside  the  Western  Hemisphere.  Exi>enditures  would  not  include 
the  cost  of  transportation  to  and  from  the  tnivt'lcr's  foreign  destination  which 
it  is  proposed  be  taxed  under  the  expanded  transportation  tax  mentioned  above. 

The  expenditure  tax  would  generally  apply  lo  each  traveler's  expenditures  in 
excess  of  $7  per  day  of  travel — with  the  first  $8  of  the  excess  tiixed  at  a  15- 
percent  rate  and  the  remainder  at  a  30-percent  rate.  The  tax  would  apply  only 
to  trips  undertaken  during  the  period  after  the  legislation  is  enacted  and  before 
October  1,  1969.  Thus,  it  would  apply  to  the  1968  and  1969  travel  seasons. 

Some  general  description  of  overseas  travelers  ^  will  be  helpful  in  understand- 
ing why  we  are  recommending  this  particular  tax  structure. 


*  The  following  statistics  relate  only  to  travelers  to  Western  Europe  and  the  Medi- 
terranean area,  llie  only  Krouij  for  whom  statistics  are  available.  These  travelers,  however, 
represent  85  percent  of  all  non-Western  Hemisphere  travelers. 
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Twenty-four  percent  of  these  travelers  are  going  on  business,  45  percent  on 
vacation,  5  percent  to  study  or  teach,  18  percent  "visiting",  and  8  percent  in  mis- 
cellaneous categories.  The  visiting  classification  is  made  up  of  people,  frequently 
foreign-born,  visiting  friends  and  relatives  abroad. 

The  average  length  of  stay  is  33  days.  The  average  daily  expenditures  are 
$16.73  per  person.  However,  averages  are  misleading.  When  the  length  of  stay 
is  analyzed  by  family  income,  we  find  that  the  lowest  income  travelers  by 
far  stay  the  longest,  51  days  for  those  with  under  $5,000  income.  It  is  26  days 
for  those  with  over  $20,000  income.  However,  the  amount  spent  per  day 
varies  as  one  might  expect  according  to  income.  In  the  under  $5,000  group,  it 
is  $9.63  per  day,  on  the  average,  and  in  the  over  $20,000  group  on  the  average 
$25.39  per  day.  These  two  factors,  the  variation  in  length  of  stay  and  the  varia- 
tion in  per  diem  expenditures,  produce  the  result  that  in  the  whole  income  group 
up  to  $20,000,  expenditures  per  trip  are  about  the  same  in  total.  It  is  only  over 
the  $20,000  level  that  expenditures  per  trip  increase  significantly. 

The  average  cost  of  a  trip  to  Europe  is  $1,000,  made  up  of  a  $450  fare  for  the 
transportation  over  and  back  and  $550  expenditures  while  in  Europe.  A  sig- 
nificant number  of  travelers,  however,  have  over  $1,000  of  expenditures,  in  addi- 
tion to  the  transportation  fare,  while  abroad.  In  fact,  roughly  one-half  of  the 
total  travel  expenditures  are  made  by  the  travelers  with  over  $20,000  income — 
one-third  of  all  travelers. 

Considerations  in  adopting  this  particular  program. — In  developing  this  tax 
program,  we  carefully  considered  many  alternatives.  We  believe  that  the  par- 
ticular package  we  are  recommending  will  achieve  the  desired  restraint  in  the 
most  equitable  manner.  Let  me  list  for  you  some  of  the  principles  we  followed. 

First,  I  have  already  mentioned,  the  ideal  program  would  be  one  which 
achieved  the  balance  of  payments  savings  with  a  minimum  of  trip  cancellations. 
Tliis,  of  necessity,  requires  that  the  tax  not  fall  heavily  on  those  with  modest 
incomes  or  those  of  any  income  level  who  choose  to  travel  modestly  in  this 
period. 

The  proposed  tax  program — by  being  directed  primarily  at  spending  over  a 
modest  level — is  consistent  with  this  objective.  The  $7  per  day  exemption,  grad- 
uated rate,  and  the  low  rate  of  tax  on  transportation  fare  will  all  combine  to 
keep  the  tax  at  a  modest  level  for  one  traveling  inexpensively.  One  spending 
$15  per  day  would  pay  an  expenditure  tax  of  only  $1.20  each  day.  For  a  trip  of  30 
days,  this  tax  ($36.00)  when  combined  with  an  average  ticket  tax,  would  pro- 
duce a  total  tax  bill  of  under  $60 — about  6.5  percent  of  the  $900  cost  of  the  trip 
On  the  other  hand,  the  exercise  of  restraint  on  each  dollar  of  spending  above 
this  amount  would  be  encouraged  by  a  30  percent  tax. 

For  the  low  income  traveler — students  and  foreign  born  visiting  relatives  and 
friends — who  spend  on  the  average  about  $10  a  day,  the  expenditure  tax  would  be 
only  45  cents  per  day.  Even  for  a  50-day  trip  the  expenditure  tax  would  be  only 
$22.50.  When  combined  with  an  average  ticket  tax,  the  total  would  be  $45,  or 
less  than  5  percent  of  the  cost  of  the  trip. 

Other  forms  of  taxes — such  as  a  flat  tax  per  trip,  a  relatively  high  ticket  tax, 
or  a  flat  tax  per  day — which  require  every  traveler  to  pay  a  specified  amount 
regardless  of  his  expenditure  level,  necessarily  have  their  greatest  impact  at  the 
lower  income  levels  where  the  amount  of  tax  is  a  proportionately  higher  per- 
centage of  the  total  funds  available  for  expenditure  than  at  higher  income  levels. 
They  would  achieve  the  necessary  expenditure  reduction  primarily  by  causing 
large  numbers  of  the  less  affluent  to  cancel  their  trips  and  would  have  little  im- 
pact on  the  expenditures  of  the  more  affluent.  On  the  other  hand,  the  proposed 
$7  per  day  exemption,  together  with  the  lower  tax  rate  proposed  on  the  next 
$8  of  expenditures  per  day  are  specifically  designed  to  achieve  the  reduction 
of  expenditures  without  substantial  trip  cancellations. 

Moreover,  since  those  in  the  lower  income  range  tend  to  take  longer  trips  and 
spend  less  per  day,  the  proposal  avoids  graduating  the  tax  on  the  basis  of  the 
length  of  stay. 

A  second  principle  followed  in  developing  the  tax  program  was  that  any  tax 
restraint  on  foreign  travel  expenditures  should  continue  to  apply  as  the  expendi- 
tures increase.  An  expenditure  tax  of  the  type  we  are  recommending  meets 
this  objective  by  applying  the  deterrent  on  each  dollar  spent  over  a  basic  ex- 
emption level.  In  other  words,  each  time  a  traveler  contemplates  making  an 
expenditure,  the  tax  will  be  a  factor  which  he  must  weigh  in  making  his  de- 
cision. A  flat  tax  per  trip,  or  even  per  day,  does  not  have  this  continuing  effect 
on  marginal  spending. 
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The  graduated  rate  of  the  tax  is  designed  to  achieve  deterrence  at  all  income 
levels.  Under  the  proposal  each  dollar  an  individual  spends  above  the  level  of 
$15  per  day  would  be  subject  to  a  30-percent  tax  rate — double  that  applicable  to 
amounts  spent  up  to  that  figure. 

A  third  principle  which  we  have  followed  is  that  the  tax  program  should  be 
structured  so  as  to  preclude  the  necessity  for  providing  numerous  exceptions. 
We  can  all  think  of  particular  types  of  trips  which  we  would  not  want  cancelled. 
If  the  tax  were  in  the  form  of  a  certain  amount  per  trip  regardless  of  the  traveler's 
expenditures,  it  would  inevitably  have  to  be  imposed  at  such  a  level  as  to  act  as  a 
financial  deterrent  to  large  numbers  of  trips,  particularly  by  lower  income  travel- 
ers. This,  in  turn,  would  create  immediate  pressure  for  exemptions  involving  very 
difl3cult  judgments  as  to  what  constitutes  a  trip  worthy  of  exemption.  Moreover, 
specific  exceptions  produce  complexity  and  administrative  burdens. 

The  program  we  are  recommending  obviates  the  necessity  of  numerous  ex- 
emptions, since  the  impact  of  the  tax  will  be  small  on  individuals  who  travel 
modestly. 

These  are  the  general  principles  we  have  followed  in  structuring  our  tax 
program.  By  meeting  them,  we  believe  that  this  program  will  accomplish  its 
objective  of  reducing  foreign  travel  expenditures  with  the  least  impact  on 
the  number  of  Americans  traveling  overseas  and  without,  as  the  President  put 
it  in  his  State  of  the  Union  Message,  "unduly  penalizing  the  travel  of  teachers, 
students,  business  people  and  American  people  who  have  relatives  abroad  whom 
they  want  to  see." 

Let  me  now  turn  to  a  more  detailed  description  of  the  tax  proposals : 

Tax  on  transportation. — Existing  law  imposes  a  5-percent  excise  tax  on  the 
cost  of  air  transportation.  Generally,  this  tax  does  not  apply  to  international 
travel.  Our  proposal  would  i>ermanently  extend  this  existing  air  ticket  tax  to 
all  amounts  paid  for  transportation  where  the  tickets  are  purchased  within  the 
United  States.  The  tax  would  also  be  extended  temporarily  to  water  transporta- 
tion between  the  United  States  and  a  point  outside  the  Western  Hemisphere. 

While  the  temporary  travel  tax  is  in  effect  this  tax,  rather  than  the  ticket 
tax,  would  apply  to  expenditures  for  air  and  water  transportation  outside  the 
Western  Hemisphere  after  the  traveler  has  reached  his  first  stop  scheduled 
for  more  than  12  hours.  For  example,  the  5-percent  ticket  tax  would  apply  to 
a  flight  from  the  United  States  to  the  first  European  stop  and  from  the  last 
European  stop  to  the  United  States.  All  travel  within  Europe  between  arrival 
and  departure  would  be  treated  as  an  expenditure,  and  taxable  under  the  tem- 
porary travel  tax.  Moreover,  where  a  ticket  for  transportation  to  the  United 
States  is  not  subject  to  the  ticket  tax  because  purchased  outside  the  United 
States,  it  would  be  subject  to  an  equivalent  tax  of  5  jsercent  collected  as  part 
of  the  travel  tax. 

Tax  on  traA)Gl  expenditures. — The  travel  tax  would,  with  few  exceptions,  apply 
to  all  who  travel  outside  the  Western  Hemisphere,  and  would  apply  to  all  ex- 
penditures made  in  connection  with  the  trip  except  transportation  to  and  from 
the  United  States,  which  as  I  explained  above,  would  be  covered  by  the  ticket 
tax. 

Each  traveler  would  be  entitled  to  an  exemption  of  .$7  of  expenditures  times 
the  number  of  days  he  is  abroad.  The  next  $8  of  expenditures  times  the  number 
of  days  abroad  would  be  taxed  at  a  rate  of  15  percent.  All  expenditures  in 
excess  of  this  amount  would  be  taxed  at  a  rate  of  30  percent. 

Thus,  an  adult  traveler  going  abroad  for  30  days  and  spending  $700  in  addi- 
tion to  the  cost  of  transportation  from  the  United  States  would  be  subject  to 
a  tax  of  $111  computed  as  follows— the  first  $210  would  be  exempt  (30  days  X 
$7.00)  ;  the  tax  on  the  next  $240  would  be  $36  (30  days  X  $8.00  X  15  percent)  ; 
and  the  tax  on  the  remaining  balance  of  $250  would  be  $75  (.$250  X  30  percent). 

In  the  case  of  a  nonbusiness  traveler,  the  tax  would  apply  to  all  expenditures — 
meals,  lodging,  entertainment,  purchases  of  tangible  personal  property,  and 
transportation  not  part  of  a  continuous  trip  to  or  from  the  United  States. 

In  the  case  of  a  business  traveler  it  would  apply  to  all  expenditures  for  meals, 
lodging,  entertainment,  and  travel  as  above  but  would  not  apply  to  other  types 
of  business  expenses  nor  to  the  purchase  of  business  assets,  such  as  inventory. 
Exemptions  from  the  tax  would  be  limited  to  the  following: 

1.  Individuals  (and  their  families)  transferred  or  going  abroad  in  connection 
with  their  trade,  business,  profession,  or  education,  and  remaining  abroad  for 
more  than  120  days. 

2.  Individuals  who  establish  residence  outside  the  United  States. 

3.  AH  U.S.  Government  travel. 
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With  respect  to  U.S.  Government  travel,  on  January  18  the  President  directed 
the  heads  of  all  the  Depai'tments  and  Agencies  to  reduce  official  travel  overseas 
to  the  minimum  consistent  with  orderly  conduct  of  the  Government's  business 
abroad.  The  Bureau  of  the  Budget  will  issue  instructions  this  week  to  the 
agencies  calling  for  approval  by  the  Department  of  State  of  each  Government- 
sponsored  trip  to  international  conferences  abroad.  By  March  15  agencies  will 
report  to  the  President  specific  measures  they  have  taken  to  curtail  overseas 
travel.  Thereafter,  they  will  report  quarterly  on  progress  in  achieving  the  Pres- 
ident's objective. 

The  mechanics  of  the  expenditures  tax  would  be  relatively  simple.  Before 
embarking  on  a  foreign  trip,  each  individual  would  deposit  at  his  port  of  de- 
parture an  amount  of  money  equal  to  the  tax  he  expects  to  owe.  Rather  than 
keep  an  itemized  account  of  all  exi)enditures  he  would  compute  the  tax  on  a 
"net  worth"  basis.  To  do  this  he  would  file  a  statement  indicating  how  much 
money  and  traveler's  checks  he  is  taking  with  him.  On  his  return,  he  would 
make  a  corresponding  statement  of  the  amount  of  money  and  traveler's  checks 
he  has  with  him  and  leave  this  with  the  Customs  officials  at  his  port  of  entry. 
His  formal  tax  return  would  be  required  to  be  filed  with  the  Internal  Revenue 
Service  within  60  days  after  his  return  and  any  tax  due  would  be  paid. 

There  would  be  special  provisions  to  take  care  of  expenses  paid  or  facilities 
furnished  by  employers. 

For  the  ordinary  tourist,  the  tax  base  would  be  an  amount  equal  to  the  dif- 
ference between  the  money  he  left  the  country  with  and  the  money  with  which 
he  returned,  plus  any  expenses  he  prepaid  or  charged  on  a  credit  card  during 
his  trip  and  the  amount  of  any  personal  checks  issued  abroad.  This  method  of 
computing  the  tax  will  eliminate  the  necessity  of  any  traveler  having  to  keep 
a  detailed  record  of  his  expenditures  while  abroad. 

When  a  family  travels  abroad  together,  they  would  be  permitted  to  file  a  joint 
return  aggregating  all  their  expenditures  as  well  as  their  exemptions. 

Enforcement  of  the  travel  tax  would  be  carried  out  by  the  Customs  Service 
and  the  Internal  Revenue  Service.  It  is  fully  expected  that  the  tax  will  be  both 
effective  and  enforceable.  The  formal  return  will  be  associated  with  the  traveler's 
income  tax  return  for  audit  purposes. 

In  summary,  we  are  proposing  a  tax  program  aimed  at  encouraging  travelers 
outside  the  Western  Hemisphere  to  reduce  their  expenditures  in  1968  and  1969. 
The  balance  of  payments  savings  for  this  measure  has  been  estimated  in  the 
neighborhood  of  $250-$300  million. 

2.  Customs  measures 

a.  Duty-free  tourist  exemption. — The  estimated  value  of  articles  acquired 
abroad  and  brought  into  the  United  States  during  1967  by  U.S.  residents  re- 
turning from  countries  other  than  Mexico,  and  Canada  and  the  Carribbean  area 
totaled  approximately  $200  million.  One  hundred  ten  million  dollars  of  this 
amount  was  brought  m  under  the  present  $100  Customs  duty-free  exemption 
granted  to  returning  residents.  A  substantial  reduction  in  this  duty-free  exemp- 
tion would  achieve  a  significant  reduction  in  the  value  of  articles  brought 
into  the  United  States  by  returning  U.S.  residents. 

&.  $10  gift  exemption  for  parcels  arriving  T)y  mail. — An  estimated  11  million 
packages  arriving  by  mail  during  1967  were  admitted  duty-free  under  the  exist- 
ing exemption  for  gifts  valued  at  less  than  $10.  In  addition,  many  other  parcels, 
presently  being  admitted  without  payment  of  duty,  would  have  duty  owing  if 
there  were  adequate  Customs  manpower  available  to  assess  the  duty.  The  elimi- 
nation of  the  $10  gift  exemption,  and  a  more  intensive  processing  by  Customs 
of  packages  arriving  from  abroad  by  mail  would  bring  about  a  decline  in  the 
shipment  of  such  parcels  to  the  United  States.  Since  many  such  parcels  are 
purchased  by  U.S.  residents  this  would  result  in  a  significant  balance  of  pay- 
ments saving. 

Summary  of  proposals 

In  order  to  reduce  foreign  expenditures  by  returning  United  States  residents 
and  thereby  achieve  a  balance  of  payments  savings,  we  propose : 

a.  Reduction  of  tourist  exemption. — The  present  $100  duty-free  exemption 
granted  to  returning  U.S.  residents  should  be  reduced  to  $10  for  persons  returning 
from  countries  other  than  Canada,  and  Mexico  and  the  Caribbean  area. 

6.  Modification  of  gift  exemption  for  parcels  arriving  "by  mail. — The  $10  duty- 
free gift  provision  for  articles  arriving  in  the  mail  from  abroad  should  be  reduced 


366     19  68  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

to  $1.00.  This  will  be  accomplished  admiuistratively  under  existing  law.  No 
change  is  proposed  in  the  present  $50  gift  exemption  law  applicable  to  gift  par- 
cels arriving  from  U.S.  servicemen  in  combat  zones. 

c.  Modification  of  duty  assessment  procedures  applicable  to  returning  U.S. 
residents  and  to  certain  noncommercial  parcels. — In  order  to  minimize  the 
increased  Customs  workload  implicit  in  the  changes  described  above,  the  fol- 
lowing flat  rates  should  be  made  applicable : 

1.  A  flat  25-percent  rate  of  duty  on  all  dutiable  articles  accompanying  arriving 
travelers,  provided  their  aggregate  value  does  not  exceed  $500  wholesale. 

2.  A  $2  charge  on  all  dutiable  noncommercial  parcels  arriving  by  mail  which 
are  valued  at  $10  or  less  retail.  Articles  valued  at  $1  or  less  will  continue  to  be 
free  of  any  duty  or  charge. 

3.  A  flat  25-percent  rate  of  duty  on  all  noncommercial  importations  of  dutiable 
articles  arriving  by  mail,  railway  express,  and  other  means  of  transportation, 
which  are  valued  at  more  than  $10  retail  but  less  than  $250  wholesale. 

The  new  simplified  rates  proposed  above  reflect  an  average  of  the  duty  rates 
assessed  currently  under  the  TarifE  Schedules  on  importations  of  the  tyiies  under 
consideration.  Without  such  a  simplified  duty  assessment  procedure,  the  changes 
recommended  with  respect  to  tourists'  baggage  and  mail  parcels  would  impose 
a  staggering  burden  for  the  Bureau  of  Customs. 

d.  Resulting  balance  of  payments  savings. — It  is  estimated  that  implementa- 
tion of  all  the  above  recommendations  will  achieve  a  balance  of  payments  savings 
of  about  $100  milUon. 

Implementation  of  the  above  measures  will  entail  increased  administrative 
costs  for  the  Customs  Service  and  the  Internal  Revenue  Service ;  and  also  for 
the  Post  Oflace  Department  to  the  extent  its  expenses  in  collecting  the  duty  on 
parcels  arriving  by  mail  cannot  be  covered  by  postal  handling  charges  because 
of  the  ceiling  set  under  the  Universal  Postal  Union  Convention.  Their  ability 
to  execute  these  measures  is  dependent  upon  the  establishment  of  an  adequate 
mechanism  for  reimbursement  of  these  costs  to  the  agencies  involved. 

This  completes  the  outline  of  the  measures  which  we  propose  be  taken  to  effect 
a  $500  million  savings  in  the  balance  of  payments  deficit  resulting  from  foreign 
travel.  This  is  intended  to  be  a  cooperative  program  involving  the  Congress,  the 
Executive,  and  the  American  people.  The  problem  is  clear ;  the  need  for  quick 
action  is  imperative ;  I  urge  you  to  give  it  your  immediate  attention. 

III.  ACHIEVING  AN  ADEQUATE  TRADE  SURPLUS 

The  keystone  of  a  sound  international  financial  position  for  the  United  States 
and  the  dollar  is  a  substantial  trade  surplus. 

It  is  natural  and  desirable  for  a  rich  country  lilvc  the  United  States  to  export 
investment  capital  abroad,  to  give  foreign  aid,  to  provide  its  share  of  the  common 
defense,  and  to  have  large  numbers  of  its  citizens  traveling  abroad.  But  all  of 
this  is  possible  only  if,  in  addition  to  incomes  from  foreign  investments,  the 
United  States  trade  surplus  is  large  enough  to  finance  such  expenses. 

The  United  States  has  consistently  had  a  trade  surplus — an  excess  of  exports 
over  imports.  In  1950-55  the  surplus  averaged  $2.2  billion  ;  in  1955-60  it  averaged 
$3.8  billion ;  and  in  1960-65  it  averaged  $5.2  billion.  It  reached  an  all-time  high  of 
$6.7  billion  in  1964,  but  it  narrowed  in  1965  to  $4.8  billion  and  dropped  much 
further  in  1966  to  $3.7  billion,  the  lowest  point  since  1959. 

There  was  some  strengthening  of  our  trade  surplus  in  the  first  three  quarters 
in  1967  but  a  sharp  deterioration  in  the  fourth  quarter  eliminated  the  anticipated 
gain  in  1967.' 

The  question  naturally  arises:  What  happened  to  the  fourth  quarter  trade 
figures? 

Our  best  answer  from  the  information  available  to  date  is  that  there  was  an 
upsurge  of  imports,  more  than  any  real  worsening  of  our  export  picture,  which 
produced  this  sharp  decline  in  our  fourth  quarter  trade  surplus. 

For  the  first  three  quarters  of  1967,  our  quarterly  trade  surpluses  were  averag- 
ing about  $1,082  million.  In  the  fourth  quarter  however  this  rate  of  surplus 
deteriorated  to  only  $357  million,  with  nearly  three-fourths  of  the  deterioration 
on  the  import  side  and  one-fourth  on  exports. 


1  The  figures  used  are  calculated  on  the  so-called  balance  of  payments  basis.  On  a  census 
basis  the  1967  trade  surplus  was  about  $4.1  billion,  up  less  than  $300  million  from  the 
previous  year.  The  primary  difference  between  these  two  set  of  figures  involves  the  ways 
in  which  certain  military  exports  are  handled. 
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Basically  the  upsurge  in  imports,  which  became  particularly  noticeable  in 
November  and  December,  reflects  the  further  warming-up  of  the  domestic  econ- 
omy. It  was  just  this  development  which  we  were  trying  to  anticipate  in  the 
President's  tax  message  last  August. 

While  some  special  factors  were  at  work  affecting  fourth  quarter  trade,  we 
cannot  avoid  the  fact  that  we  have  again  moved  into  a  situation  where  the  rapid 
growth  in  our  gross  national  product  in  money  terms  will  almost  inevitably  bring 
a  more  than  proportionate  rate  of  increase  in  our  imports.  This  was  the  process 
which,  as  you  will  recall,  brought  in  1965-66  the  increases  of  from  15  to  20  per- 
cent per  annum  in  our  imports  as  contrasted  with  9.6  percent  in  1964  and  5  per- 
cent in  1963. 

But  the  problem  is  not  limited  to  imports  alone.  Starting  with  the  fourth  quar- 
ter of  1966  and  extending  through  the  second  quarter  of  last  year  our  rate  of 
export  growth  over  the  same  periods  a  year  earlier  was  averaging  about  7  per- 
cent. In  the  third  quarter  of  last  year,  the  rate  fell  to  SVq  percent  and  in  the 
fourth  quarter  to  less  than  one  percent.  The  fact  that  this  decline  was  mainly 
attributable  to  reduced  exports  of  agricultural  products  does  not  lessen  the  need 
for  a  greater  intensified  effort  to  achieve  and  maintain  a  much  higher  rate  of 
export  growth. 

Moreover,  these  are  only  the  most  immediate  types  of  adverse  impact  on  our 
trade  from  an  expansion  that  is  highly  inflationary  in  character.  In  addition, 
wage  and  price  increases  of  the  kind  we  are  already  experiencing,  accentuated 
by  the  further  push  of  a  new  outburst  of  demand,  could  seriously  undercut  our 
long-term  competitiveness  in  world  markets  if  allowed  to  continue  into  a  spiraling 
inflation. 

Thus,  very  dramatically  the  events  of  the  last  quarter  of  1967,  underscored 
by  a  dwindling  trade  surplus,  provide  proof  positive  of  earlier  assertions  of  the 
important  relationship  of  the  tax  surcharge  to  our  balance  of  trade  and  payments 
and  the  international  position  of  the  dollar. 

In  his  tax  message  of  August  3  last  year  the  President  stated  that  failure  to  act 
on  his  tax  proposals  and  to  restrain  unnecessary  spending  could  have  the  most 
serious  consequences  including:  'An  excessive  expansion  of  domestic  markets 
could  again  quicken  the  flow  of  imports  to  the  United  States,  while  rising  costs 
and  prices  cut  into  our  exports.  The  position  of  the  dollar  as  the  key  element  in 
the  world's  financial  system  could  be  impaired." 

This  proposition  developed  in  my  previous  appearances  on  August  14,  1967,^ 
November  29,  1967,^  and  January  22,  1968  in  connection  with  the  surcharge  must 
be  again  developed  in  any  discussion  of  our  overall  balance  of  payments  situation 
and  what  we  propose  to  do  about  it.  The  keystone  to  the  entire  balance  of  pay- 
ments program  is  the  surcharge  proposal  you  have  before  you,  or  some  variation. 
The  other  direct  measures  added  in  the  President's  January  1  program  to  the 
pre-existing  effort  are  not  going  to  be  as  effective  in  dealing  with  the  balance  of 
payments  problem  unless  these  tax  proposals  coupled  with  expenditure  controls, 
appropriate  monetary  policy,  and  a  more  effective  voluntary  program  of  wage- 
price  restraint,  are  combined  to  stem  the  inflationary  pressures  which  now 
threaten  our  trade  surpluses,  both  long-term  and  short-term. 

Let  no  one  assume  that  this  recent  experience  is  an  isolated  phenomenon,  un- 
related to  the  past. 

In  the  mid-1950's  Europe  and  Japan  were  rapidly  regaining  their  economic 
strength.  Between  the  recessions  of  1954  and  1958,  the  United  States  had  a  con- 
sumption and  investment  boom  during  which  our  price  level  for  metals  and 
machinery  rose  20  percent  (from  the  end  of  1954  to  the  end  of  1957).  By  the  end 
of  1959  those  prices — particularly  important  in  determining  our  international 
competitive  position — were  nearly  one-fourth  higher  than  in  1954.  "With  Europe 
and  Japan  steadily  increasing  their  ability  to  produce  goods  for  export,  condi- 
tions were  being  created  that  would  make  it  more  difficult  than  before  for  the 
United  States  to  achieve  an  adequate  surplus  in  the  current  account  of  balance  of 
payments — that  is  a  current  surplus  sufficiently  large  to  cover  the  flows  of  U.S. 
private  and  Government  capital  to  the  rest  of  the  world.  In  1959  our  trade  surplus 
dwindled  to  less  than  $1  billion  and  it  was  only  with  the  recession  of  1960  that  it 
rebounded  to  a  more  normal  range. 

Again  in  1965  and  1966  the  decline  in  our  trade  surplus  from  the  peak  level 
reached  in  1964  can  be  related  to  the  vei-y  high  rate  of  growth  of  those  years, 


^  See  exhibit  20. 
2  See  exhibit  23. 
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Indeed,  had  we  held  in  1965  and  1966  the  trade  surplus  level  readied  in  1964 
there  would  have  been  substantial  balance  of  payments  surpluses  in  both  of 
those  years. 

Hence,  our  balance  of  payments  deficits  in  the  last  3  years  strongly  suggest 
that  the  trade  surplus  has  been  inadequate.  To  determine  what  should  be  done 
about  increasing  it  we  must  examine  the  basic  forces  affecting  U.S.  trade. 

U.S.  exports  and  imports  are  strongly  influenced  by  the  pressure  of  United 
States  domestic  demand,  by  changes  in  the  U.S.  competitive  position,  and  by 
economic  growth  and  policies  in  our  major  overseas  markets. 

What  impact  do  these  interrelated  factors  have  on  our  trade? 

1.  U.S.  competitive  position  in  u'orld  markets. — As  can  be  seen  in  table  I, 
in  the  1960's,  U.S.  unit  labor  costs  in  manufacturing  declined  slightly  while 
those  of  our  major  European  competitors  rose  significantly.  If  changes  in  relative 
costs  were  the  only  determinant  of  export  performance,  then  we  should  have 
noticeably  increased  our  relative  share  of  world  markets. 


Table  I.- 


-Unit  labor  costs  in  manufacturing  for  selected  industrialized  countries 
since  1961  ^ 


Country 


1962 


1963 


1964 


1965 


1966  P 


United  States - 99 

Canada 99 

France 107 

Germany 107 

Italy- 108 

Japan 108 

United  Kingdom 104 


98 

98 

97 

99 

100 

100 

95 

99 

112 

118 

119 

116 

111 

111 

117 

123 

118 

124 

122 

118 

113 

111 

118 

125 

102 

103 

109 

114 

p  Preliminary. 

'  Ratio  of  wages  and  salaries  (and  including  supplements)  to  production;  national  currency  basis. 

Note.— Data  relate  to  wage  earners  in  Italy  and  to  all  employees  in  other  countries. 
SotiBCES. — Department  of  Labor  and  Council  of  Economic  Advisers. 

In  point  of  fact,  the  United  States  held  its  share  of  world  trade  between  1961 
and  1964,  as  table  II  shows. 

Table  II. —  U.S.  share  of  total  world  exports  of  manufactures 


Year 

Percent 

Year 

Percent 

1961 

1962 

1963 

25.6 

26.5 

25.6 

1964 

1965 

1966 

25.8 

23.6 

23.5 

Note. — An  adjustment  for  declassified  U.S.  special  category  exports  was  made  by  subtracting  $1.0  billion 
from  U.S.  and  world  totals  in  l'J65  and  1966.  Excludes  intra-EEC  and  intra-EFTA  trade. 

Source.— United  Nations  Monthly  Bulletin  ofiStatistics,  November  and  December  1967. 


In  1966  and  probably  in  1967,  the  U.S.  competitive  position  was  eroded  by 
increases  in  U.S.  labor  costs.  Another  important  reason  for  the  decline  in  the 
U.S.  share  of  world  exports  in  the  past  2  years  has  been  the  sharp  difference  in 
rates  of  economic  expansion  in  Europe  and  the  United  States. 

2.  Impact  of  differences  in  economic  expansion  in  the  United  States  and 
Europe. — The  experience  of  the  first  half  of  the  decade  indicates  the  vital  im- 
portance of  sound  domestic  economic  policies  to  growing  U.S.  trade  surpluses. 
This  is  most  clearly  seen  in  an  examination  of  the  relationship  of  U.S.  imports 
to  the  pace  of  U.S.  economic  expansion,  as  illustrated  in  table  III. 

As  the  annual  growth  rate  in  GNP  (current  prices)  moves  up,  imports  climb 
more  than  proportionately.  In  1965  and  1966,  a  period  in  which  GNP  growth 
exceeded  8  percent  per  annum,  our  average  growth  in  imports  exceeded  16  percent 
per  annum. 

Clearly,  it  was  not  only  the  rate  of  increase  of  GNP  that  was  the  causal 
factor,  but  also  the  fact  that  the  economic  slack  which  had  existed  in  the  early 
1960's  was  being  taken  up  in  1965  and  was  completely  eliminated  in  1966.  In 
short,  if  the  United  States  can  maintain  a  noninflationary  pace  of  economic 
expansion,  the  growth  in  imports  is  likely  to  be  much  more  moderate  than  in 
1965  and  1966. 
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Table   III. —  U.S.   gross  national  product  and  foreign  trade,   1960-67 


Years 

GNP  (current  prices) 
Billions        Change 

Imports 

Billions 

Change        Change 

As  percent 
of  GNP 

Percent 

Percent 

I960 

$503.7 

4.1 

$14. 73 

-$0.58             -3.8 

2.9 

1961 

520.1 

3.3 

14.51 

-.22             -1.5 

2.8 

1962 

560.3 

7.7 

16. 1!) 

1.68               11.6 

2.9 

1963 

590.5 

5.4 

16.  99 

.81                 5.0 

2.9 

1964... 

632.4 

7.1 

18.02 

1.63                 9.6 

2.9 

1965 

683.9 

8.1 

21.47 

2. 85               15. 3 

3.1 

1966 

743.3 

8.7 

25.51 

4. 04               18. 8 

3.4 

1967 

785.1 

5.6 

26.89 

1.38                 5.4 

3.4 

Average  1961- 

-64.... 

(5. 9)  - 

(.97)              (6.2) 

(2.9) 

What  happens  in  our  major  markets  is  obviously  of  great  importance  in  de- 
termining the  level  of  U.S.  exports.  When  foreign  economies — principally  West- 
ern Europe  and  Canada — are  expanding,  total  world  markets  are  likely  to  be 
strong  and  U.S.  exports  are  likely  to  rise  with  a  general  increase  in  world  trade. 
Where  expansion  is  weak — as  it  was  when  it  slowed  markedly  in  Western 
Europe  in  1966  and  1967 — world  trade  and  U.S.  exports  suffered.  From  1960-63 
to  mid-1967,  European  industrial  production  increased  only  26  percent  while  U.S. 
industrial  production  rose  36  percent — U.S.  growth  being  more  than  a  third  faster. 
This  was  a  major  factor  in  the  $1.7  billion  decline  in  the  U.S.  merchandise  trade 
surplus  from  1961  to  1966. 

3.  Foreign  trade  policies. — Trade  policy  of  foreign  governments  has  an  impor- 
tant impact  on  the  U.S.  trade  accounts.  The  Kennedy  Round,  just  completed, 
which  will  result  in  substantial  reduction  of  barriers  to  trade,  will  strengthen 
national  economies  through  expansion  of  both  exports  and  imports.  But,  as  far 
as  we  can  now  determine,  this  expansion  will  not  basically  alter  the  trade  balance 
of  any  major  country. 

Other  changes  in  trade  policy,  however,  are  not  neutral  in  their  impact  on  trade 
balances.  In  particular,  recent  changes  in  border  tax  adjustments — taxing  im- 
ports and  remitting  taxes  on  exports — of  some  European  countries,  while  con- 
sistent with  the  existing  international  rules  of  the  General  Agreement  on  Tariffs 
and  Trade,  will  have  an  adverse  effect  on  the  U.S.  trade  balance. 

The  above  discussion  shows  the  crucial  importance  to  the  U.S.  trade  balance 
of  maintaining  a  noninflationary  expansion  in  the  United  States.  As  in  1966, 
excessive  increases  in  income — especially  when  we  have  full  employment — will 
be  quickly  translated  into  higher  prices  and  capacity  bottlenecks  with  a  resulting 
surge  in  imports  and  a  slowdown  in  exports.  We  need  the  fiscal  action  proposed 
by  the  President  on  August  3,  1967 — expenditures  restraint  and  tax  measures, 
including  surcharges  on  corporate  and  personal  income  taxes.  The  performance 
of  our  trade  account  in  the  last  few  years  underscores  the  need  for  responsible 
financial  management  by  the  Executive  Branch,  the  Congress,  management,  and 
labor. 

With  the  economy  picking  up  momentum  in  1968,  and  with  cost  and  price  pres- 
sures increasing,  we  are  faced  not  with  the  assurance  of  a  continued  improvement 
in  our  trade  surplus  but  the  threat  of  another  downward  movement. 

All  other  efforts  to  improve  our  balance  of  payments  position  will  be  under- 
mined unless  we  avoid  the  kind  of  excessive  growth  that  floods  us  with  imports 
and  unless  we  return  to  relative  price  stability  and  cost  competitiveness  in  the 
United  States  economy. 

Business  and  labor  also  have  an  important  responsibility  to  protect  our  trade 
surplus  by : 

— keeping  wage  demands  and  price  decisions  consistent  with  national  produc- 
tivity performance ;  and 

— avoiding  work  stoppages  or  the  threat  of  work  stoppages  in  industries  vul- 
nerable to  import  or  export  competition  at  a  time  when  our  balance  of  payments 
position  is  under  pressure. 

Efforts  to  return  to  the  price  and  cost  stability  that  characterized  the  first  5 
years  of  the  decade  require  business  and  labor  to  exercise  the  utmost  responsi- 
bility in  their  wage-price  decisions.  These  decisions  directly  affect  our  competitive 
position  at  home  and  in  world  markets.  Accordingly,  the  President  has  directed 
the  Secretaries  of  Commerce  and  Labor  and  the  Chairman  of  the  Council  of 


370     19GS  REPORT  OF  TPIE  SECRETARY  OF  THE  TREASURY 

Economic  Advisers  to  work  with  the  leaders  of  business  and  labor  to  make  more 
effective  the  voluntary  program  of  wage-price  restraint. 

The  prompt  enactment  of  the  President's  tax  increase  program  is  the  single 
most  important  and  indispensable  step  this  nation  can  take  now  to  improve  our 
balance  of  trade  and  payments  and  protect  tlie  dollar  and  the  international 
monetary  system. 

The  committee  \vill  recall  that  in  my  appearance  before  you  on  November  29 
and  again  on  January  22,  after  noting  the  impact  of  devaluation  of  tJie  British 
pound  on  the  international  monetary  system  and  the  ensuing  disturbances  in  the 
gold  and  foreign  exchange  markets,  I  stressed  the  high  responsibility  we  bear  for 
the  maintenance  of  a  stable  international  economic  and  monetary  system  and 
the  need  to  take  steps  designed  to  assure  confidence  and  stability  in  markets 
here  and  abroad. 

I  stressed  then  and  I  emphasize  again  both  the  real  and  psychological  impor- 
tance of  achieving  a  meaningful  reduction  in  our  budget  deficit  by  reducing 
expenditures  and  a  tax  increase  as  essential  elements  of  responsible  financial 
policy.  Since  that  time  a  national  policy  of  exi>enditure  control  has  become 
manifest  in  the  enactment  by  Congress  of  the  Continuing  Appropriations  Act 
last  December.  The  President's  budget  is  responsive  in  terms  and  in  fact  to  this 
prevailing  attitude  in  the  Congress. 

But  there  has  been  no  tax  increase.  Once  again,  I  repeat  that  the  tax  increase 
is  the  single  most  important  symbol  of  this  nation's  determination  to  exercise 
fiscal  discipline. 

However,  this  is  by  no  means  the  whole  story  on  an  intensified  effort  to  achieve 
and  maintain  an  adequate  U.S.  trade  surplus.  In  addition  to  .soundly  managing 
the  U.S.  economy  to  keep  it  competitive  and  stable,  we  must  work  through  inter- 
national negotiating  machiuei'y,  multilateral  and  bilateral,  to  keep  world  markets 
open  by  implementing  the  tariff  reductions  negotiated  in  the  Kennedy  Round 
and  avoiding  the  unilateral  imposition  of  .statutory  import  quotas,  which  could 
lead  to  retaliatory  action  to  which  our  trade  surplus  is  uniquely  vulnerable. 

We  must  strive  at  liome  through  improved  export  financing  and  export  pro- 
motion measures  to  make  U.S.  industry  more  export  minded  and  facilitate  its 
export  operations. 

Finally,  we  must  strive  through  international  negotiations,  both  multilateral 
and  bilateral,  and,  where  necessary,  through  legislative  measures  to  keep  our 
exporters  and  importers  in  a  fair  competitive  position  in  world  markets.  Ambas- 
sador Roth,  the  President's  Special  Representative  on  Trade  Negotiations,  is 
with  me  this  morning  to  present  a  statement  for  the  information  of  the  Committee 
concerning  this  last  aspect  of  the  problems  surrounding  our  trade  surplus  which 
is  dealt  with  specifically  in  the  President's  January  1  message  under  the  heading 
"Nontariff  Barriers." 


Exhibit  38. — Statement  by  Secretary  Fowler  and  Chairman  Martin  of  the  Federal 
Reserve  Board,  March  14,  1968,  on  the  temporary  closing  of  the  London  gold 
market 

The  temporary  closing  of  the  London  market  does  not  affect  United  States 
undertaking  to  buy  and  sell  gold  in  transactions  with  monetary  authorities  at 
the  official  price  of  .$35  per  ounce. 

We  have  invited  the  central  bank  governors  of  the  active  gold  pool  countries 
to  consult  with  us  on  coordinated  measures  to  ensure  orderly  conditions  in  the 
exchange  markets  and  to  support  the  present  pattern  of  exchange  i*ates  based 
on  the  fixed  price  of  $35  per  ounce  of  gold. 

The  central  bank  governoi's  invited  are :  Hubert  Ansiaux,  Governor,  Banque 
National  de  Belgique,  Belgium ;  Dr.  Karl  Blessing,  President,  Deutsche  Bundes- 
bank, Germany ;  Guido  Carli,  Governor,  Banca  d'ltalia,  Italy ;  Prof.  J.  ZijLstra, 
I'resident,  De  Nederlandsche  Bank,  Netherlands ;  Dr.  E.  Stopper,  President, 
Banque  National  Swis.se,  Switzerland,  and  Sir  Leslie  Kenneth  O'Brien,  Governor, 
Bank  of  England,  United  Kingdom. 


Exhibit  39. — Washington  Communique  of  March  17,  1968 

The  Governors  of  the  Central  Banks  of  Belgium,  Germany,  Italy,  the  Nether- 
lands, Switzerland,  the  United  Kingdom,  and  the  United  States  met  in  Wash- 
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ington  on  March  16  and  17,  1968,  to  examine  operations  of  the  gold  pool,  to 
which  they  are  active  contributors.  The  Managing  Director  of  the  International 
Monetary  Fund  and  the  General  Manager  of  the  Bank  for  International  Settle- 
ments also  attended  the  meeting. 

The  Governors  noted  that  it  is  the  determined  policy  of  the  U.S.  Government 
to  defend  the  value  of  the  dollar  through  appropriate  fiscal  and  monetary 
measures  and  that  substantial  improvement  of  the  U.S.  balance  of  payments 
is  a  high-priority  objective. 

They  also  noted  that  legislation  approved  by  Congress  makes  the  whole  of  the 
gold  stock  of  the  nation  available  for  defending  the  value  of  the  dollar. 

They  noted  that  the  U.S.  Government  will  continue  to  buy  and  sell  gold  at  the 
existing  price  of  $35  an  ounce  in  transactions  with  monetary  authorities.  The 
Governors  support  this  policy,  and  believe  it  contributes  to  the  maintenance  of 
exchange  stability. 

The  Governors  noted  the  determination  of  the  U.K.  authorities  to  do  all 
that  is  necessary  to  eliminate  the  deficit  in  the  U.K.  balance  of  payments  as 
soon  as  possible  and  to  move  to  a  position  of  large  and  sustained  surplus. 

Finally,  they  noted  that  the  Governments  of  most  European  countries  intend 
to  pursue  monetary  and  fiscal  policies  that  encourage  domestic  expansion  con- 
sistent with  economic  stability,  avoid  as  far  as  possible  increases  in  interest 
rates  or  a  tightening  of  money  markets,  and  thus  contribute  to  conditions  that 
will  help  all  countries  move  towards  payments  equilibrium. 

The  Governors  agreed  to  cooperate  fully  to  maintain  the  existing  parities  as 
well  as  orderly  conditions  in  their  exchange  markets  in  accordance  with  their 
obligations  under  the  Articles  of  Agreement  of  the  International  Monetary  Fund. 
The  Governors  believe  that  henceforth  oflScially  held  gold  should  be  used  only 
to  effect  transfers  among  monetary  authorities  and,  therefore,  they  decided 
no  longer  to  supply  gold  to  the  London  gold  market  or  any  other  gold  market. 
Moreover,  as  the  existing  stock  of  monetary  gold  is  suflScient  in  view  of  the  pro- 
spective establishment  of  the  facility  for  Special  Drawing  Rights,  they  no 
longer  feel  it  necessary  to  buy  gold  from  the  market.  Finally,  they  agreed  that 
henceforth  they  will  not  sell  gold  to  monetary  authorities  to  replace  gold  sold 
in  private  markets. 

The  Governors  agreed  to  cooperate  even  more  closely  than  in  the  past  to 
minimize  flows  of  funds  contributing  to  instability  in  the  exchange  markets,  and 
to  offset  as  necessary  any  such  flows  that  may  arise. 

In  view  of  the  importance  of  the  pound  sterling  in  the  international  monetary 
system,  the  Governors  have  agreed  to  provide  further  facilities  which  will  bring 
the  total  of  credits  immediately  available  to  the  U.K.  authorities  (including  the 
IMF  standby)  to  $4  billion. 

The  Governors  invite  the  cooperation  of  other  central  banks  in  the  policies 
set  forth  above. 


Exhibit  40. — Statement  by  the  Managing  Director  of  the  International  Monetary 
Fund,  Mr.  Pierre-Paul  Schweitzer,  March  17,  1968 

During  their  meeting  in  Washington  over  the  past  two  days,  the  active  mem- 
bers of  the  Gold  Pool  have  decided  to  stop  supplying  gold  from  monetary  reserves 
to  the  London  gold  market  or  any  other  gold  market.  This  decision  is  readily 
understandable  as  a  means  of  conserving  the  stock  of  monetary  gold  which  has 
recently  been  subject  to  heavy  drains  through  such  operations  in  the  London 
market.  The  decision,  of  course,  involves  no  departure  from  the  obligation  of 
these  countries  to  maintain  the  par  values  of  their  currencies  established  with 
the  International  Monetary  Fund. 

Countries  adhering  to  the  Articles  of  Agreement  of  the  Fund  undertake  to 
collaborate  with  the  Fund  to  promote  exchange  stability  and  to  maintain 
orderly  exchange  arrangements  with  each  other.  It  is  most  important  that  the 
monetary  authorities  of  all  member  countries  should  continue  to  conduct  gold 
transactions  consistently  with  this  undertaking  and  that  they  should  cooperate 
fully  to  conserve  the  stock  of  monetary  gold.  Such  action  will  be  an  important 
contribution  to  the  functioning  of  the  international  monetary   system. 

In  the  longer  run  it  will  not  be  sufficient  simply  to  conserve  global  reserves. 
In  this  connection  it  is  to  be  noted  that  work  on  the  establishment  of  the  special 
drawing  rights  facility  in  the  Fund  is  proceeding  on  schedule.  It  is  to  be  hoped 
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that  this  facility  will  enter  into  force  with  the  least  possible  delay  in  order  to 
make  it  possible  to  supplement  existing  reserve  assets  as  and  when  needed. 


Exhibit  41.— Communique  of  the  Ministerial  Meeting  of  the  Group  of  Ten, 
March  29-30,  1968,  Stockholm,  Sweden 

1.  The  Ministers  and  central  bank  Governors  of  the  10  countries  participating 
In  the  General  Arrangements  to  Borrow  met  in  Stockholm  on  29-30  March  19C8, 
under  the  chairmanship  of  Mr.  Krister  Wickman,  Minister  for  Economic  Affairs 
of  Sweden.  Mr.  Pierre-Paul  Schweitzer,  Managing  Director  of  the  International 
Monetary  Fund,  took  part  in  the  meeting,  which  was  also  attended  by  the 
President  of  the  Swiss  National  Bank,  the  Secretary-General  of  the  OECD  and 
the  General  Manager  of  the  BIS. 

2.  Ministers  and  Governors  first  discussed  the  international  monetary  situa- 
tion and,  second,  they  considered  a  report  by  the  Chairman  of  their  Deputies 
on  a  Proposed  Amendment  to  the  Articles  of  Agreement  of  the  IMF  which  has 
been  drawn  up  in  accordance  with  the  Resolution  of  the  Board  of  Governors  of 
the  IMF  adopted  at  the  annual  meeting  of  the  Fund  in  Rio  de  Janeiro  last 
September.  This  Amendment  relates  to  the  scheme  for  special  drawing  rights 
in  the  Fund,  the  Outline  of  which  was  approved  at  that  meeting,  and  to  im- 
provements in  the  present  rules  and  practices  of  the  Fund. 

3.  The  Ministers  and  Governors  expressed  great  satisfaction  with  the  action 
taken  by  the  United  Kingdom  which  is  designed  to  achieve  a  substantial  overall 
surplus  in  the  United  Kingdom's  balance  of  payments  by  1989.  They  also  took 
note  with  equal  satisfaction  of  the  declaration  made  by  the  Secretary  of  the 
Treasury  of  the  United  States  stressing  how  much  the  United  States  is  con- 
scious that  early  action  is  necessary,  through  appropriate  fiscal  and  monetary 
measures,  to  improve  substantially  its  balance  of  payments  and  that  this 
objective  is  given  the  highest  priority  by  the  President  of  the  United  States 
in  the  interests  not  only  of  the  U.S.  economy  but  also  of  the  general  stability 
of  the  international  monetary  system. 

4.  The  Ministers  and  Governors  reaffirmed  their  determination  to  cooperate 
in  the  maintenance  of  exchange  stability  and  orderly  exchange  arrangements 
in  the  world,  based  on  the  present  official  price  of  gold. 

.'").  They  consider  that,  while  the  scheme  to  establish  special  drawing  rights 
in  the  IMF  referred  to  in  paragraph  7  on  which  they  have  now  agreed  will 
not  provide  a  solution  to  all  international  monetary  problems,  it  will  make 
a   very   substantial   contribution   to   strengthening  the   monetary  system. 

6.  Moreover,  they  intend  to  strengthen  the  close  cooperation  between  govern- 
ments as  well  as  between  central  banks  to  stabilize  world  monetary  conditions. 

7.  As  regards  the  Amendment  to  the  Articles  of  the  IMF,  the  Ministers 
and  Governors  noted  with  appreciation  the  performance  of  the  Executive  Direc- 
tors of  the  IMF  in  carrying  out  the  task  entrusted  to  them  and  agreed  to  give 
the  necessary  authority  to  the  Executive  Directors  of  their  countries,  so  that, 
in  cooperation  with  those  of  other  countries,  they  will  be  able  to  complete  the 
final  draft  of  the  proposed  Amendment. 

In  approving  the  changes  in  the  rules  and  practices  of  the  existing  structure 
of  the  IMF,  the  Ministers  and  Governors  agreed  to  cooperate  with  each  other 
and  the  other  members  of  the  Fund  to  avoid  their  application  in  any  unduly 
restrictive  manner. 

They  took  note  that  this  proposed  Amendment  will  be  attached  to  a  Resolu- 
tion which  will  be  transmitted  to  the  Board  of  Governors  of  the  IMF  with  an 
explanatory  Report  and  that  Governors  will  be  requested  to  vote  by  corres- 
pondence as  is  the  usual  practice  of  the  Fund. 

The  Ministers  and  Governors  noted  that  the  Managing  Director  of  the  Fund 
was  confident  that  the  P^xecutive  Directors  would  be  able  to  transmit  these  docu- 
ments to  the  Board  of  Governors  within  a  brief  period. 

8.  One  delegation  did  not  associate  itself  with  paragraphs  2, 4,  5,  and  7 

above,  in  view  of  the  differences  which  it  has  found  between  the  Outline  adopted 
at  the  meetings  in  London  and  Rio  de  Janeiro  and  the  draft  text  now  submitted 
by  the  Fund  and  because  the  problems  which  it  considers  fundamental  have 
not  been  examined. 

Consequently,  this  delegation  fully  reserves  its  position  and  will  wait  until 
it  is  in  possession  of  the  final  texts  before  reporting  to  its  government. 
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Exhibit  42. — Remarks  by  Secretary  Fowler  as  Governor  for  the  United  States 
and  Chairman  of  the  Board  of  Governors,  April  22,  1968,  at  the  inaugural 
session  of  the  9th  annual  meeting  of  the  Inter-American  Development  Bank, 
Bogota,  Colombia 

Today  we  move  another  step  forward  in  achieving  the  dreams  and  ideals 
of  the  outstanding  patriots  of  the  Hemisphere — from  Bolivar  and  San  Martin, 
Morazan,  and  Juarez,  Washington  and  Jefferson,  to  the  current  expressions  em- 
bodied in  the  declaration  of  the  Presidents  of  the  Americas  at  Punta  del  Este. 
The  world,  with  its  modern  science,  technology  and  communications,  requires 
ns  to  examine  the  tasks  we  have  before  us  in  the  broadest  context  of  democracy, 
tranquility,  self-determination,  social  justice  and  the  aspirations  of  the  people 
of  the  Hemisphere. 

It  was  a  great  honor  for  me,  in  my  capacity  as  the  Representative  of  the 
Government  and  people  of  the  United  States,  to  have  presided  over  the  Eighth 
Meeting  of  the  Board  of  Governors  of  the  Inter-American  Development  Bank. 
It  is  now  my  most  happy  task,  as  the  outgoing  Chairman  of  the  Board  of 
Governors,  to  welcome  the  delegates  to  the  Ninth  Meeting.  May  I  express  on 
their  behalf  our  gratification  for  the  hospitality  extended  by  the  Government 
of  Colombia  in  offering  for  our  deliberations  this  historic  site— one  that  is 
so  important  in  the  history  of  this  Hemisphere,  the  beautiful  and  cultured 
city  of  Bogota,  where  so  many  of  the  beginnings  of  our  contemporary  concepts 
of  hemispheric  solidarity  were  nurtured  by   the  liberator— Bolivar. 

In  the  tradition  of  Bolivar  and  the  Congress  of  Panama  of  1826,  the  Inter- 
American  System  formally  began  with  the  Washington  Conference  of  1889-90. 
The  spirit  of  hemispheric  solidarity  developed  constructively  during  the  1930's 
and  40's  under  President  Roosevelt's  "good  neighbor  policy."  The  Organiza- 
tion of  American  States  was  founded  here  in  Bogota  in  1948. 

The  movement  for  a  cooperative  hemispheric  program  for  the  development 
of  Latin  America  found  further  expression  in  the  1950's  in  the  Brazilian  initia- 
tive known  as  "Operation  Pan  America"  and  in  statements  by  a  number  of 
leading  Latin  Americans,  including  the  current  President  of  Chile,  Bduardo 
Frei,  and  the  President  of  this  Republic,  Carlos  Lleras  Restrepo.  In  this  period 
our  Bank  was  founded,  and  was  given  strength  by  the  Act  of  Bogota  of  1960, 
which  recognized  the  need  for  greater  social  progress  and  more  balanced  eco- 
nomic growth. 

In  March  of  1961,  President  Kennedy  called  for  an  Alliance  for  Progress. 
The  Alliance  was  given  specific  expression  that  same  year  in  the  Charter  of 
Punta  del  Este.  Contained  in  this  Charter  was  the  aim  of  a  "democratic  mod- 
ernization" of  the  continent,  including  a  decisive  econofnic  and  social  advance. 
With  the  creation  of  CIAP — the  Inter-American  Committee  for  the  Alliance 
for  Progress — in  1964  to  review  the  self-help  efforts  on  the  one  hand,  and,  on 
the  other,  the  adequacy  of  external  assistance,  the  machinery  of  the  Alliance  was 
viewed  in  a  new  focus.  It  was  just  a  year  ago  last  week  that  the  Presidents 
of  the  Americas  convened  in  an  historic  meeting  at  Punta  del  Este,  where 
a  new  action  program  was  given  to  our  Alliance.  This,  in  the  words  of  President 
Johnson,  was  "a  response  of  farsighted  Latin  American  leadership  to  the  needs 
of  present  and  future  generations." 

As  part  of  this  process  the  Bank's  role  in  the  social  and  economic  develop- 
ment of  the  Hemisphere  has  undergone  a  profound  change  in  the  first  period 
of  less  than  a  decade.  The  initial  emphasis  of  the  IDB  on  financing  specific 
economic  development  projects  has  been  substantially  expanded.  It  now  in- 
cludes increased  attention  to  social  investment,  cooperation  in  planning  for 
the  study  and  implementation  of  institutional  reforms,  and  the  promotion  of 
multinational  undertakings  aiding  the  process  of  regional  integration. 

The  Bank  and  Latin  American  integration 

Since  its  early  period,  the  Bank  has  sought  to  fulfill  the  hope  and  vision  of 
President  Herrera  that  it  serve  as  "the  Bank  of  Integration"  within  the  Alliance 
for  Progress.  Its  contributions  in  the  field  of  regional  integration  already  are  man- 
ifold and  include  the  preinvestment  fund  for  Latin  American  integration,  an  in- 
stitute for  the  study  of  problems  of  integration,  a  comprehensive  examination  of 
the  prospects  for  the  integrated  development  of  such  areas  as  the  River  Plate 
basin,  as  well  as  the  commitment  of  substantial  sums  for  integration  projects. 

The  Bank's  role  in  the  integration  process  is  one  of  broad  significance.  More 
is  involved  than  the  narrow  function  of  providing  technical  and  financial  support 
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to  projects  that  happen  to  involve  both  sides  of  some  international  boundary.  The 
main  impact  of  integration  on  intraregional  relationships  is  already  reasonably 
well  understood.  We  should  now  recognize  that  the  Bank's  activities  in  support  of 
integration  are  helping  to  propel  Latin  America  as  a  region  into  new  economic  and 
trade  relationships  with  the  rest  of  the  world. 

The  shape,  speed  and  effectiveness  of  this  integration  will  depend  primarily 
upon  the  follow-through  on  the  commitment  by  Latin  American  governments. 
But  the  Bank  can  and  should  stimulate  and  catalyze  governmental  and  private 
action  toward  an  outwardly  oriented  Latin  American  economy.  The  Bank  can 
make  difficult  steps  easier  for  governments  by  providing  expert  technical  and  capi- 
tal assistance.  The  Presidents  of  the  Americas  agreed  at  Punta  del  Este  to  mo- 
bilize resources  within  and  without  the  Hemisphere  in  support  of  integration. 
The  Bank  is  the  logical  channel  through  which  these  funds  can  be  applied.  By 
thus  performing  its  tasks  in  support  of  the  creation  of  a  unified  Latin  American 
economy,  the  Bank  will,  at  the  same  time,  be  preparing  the  way  for  new  and  pow- 
erful Latin  American  voices  to  be  heard  in  the  world's  trade  and  financial  circles. 

Physical  integration 

With  considerable  realism,  the  Presidents  at  Punta  del  Este  last  year  coupled 
their  plan  for  the  creation  of  a  Latin  American  Common  Market  with  a  plan  of 
equal  daring  for  the  creation  of  the  physical  underpinning  which  is  basic  to  the 
emergence  of  a  viable  Common  Market.  The  Bank  is  clearly  a  hemispheric  body  in 
a  special  position  and  especially  equipped  to  supply  both  the  required  expertise 
and  external  financial  resources  for  the  creation  of  the  facilities  of  physical 
integration. 

For  many  years  President  Johnson,  who  has  long  held  a  deep  personal  interest 
in  Latin  America  and  its  problems,  has  been  concerned  with  the  possibilities  for 
major  advances  in  tying  Latin  America  closer  together  through  physical  projects. 
He  wished  me  to  greet  you,  and  it  would  be  particularly  relevant  if  I  read  to  you 
at  this  point  the  following  letter,  which  I  received  from  him  just  before  my  de- 
parture from  Washington. : 
"Dear  Secretary  Fowler : 

"It  has  been  a  matter  of  pride  that  you,  as  United  States  Governor  of  the 
Inter-American  Development  Bank,  have  served  during  the  past  year  as  Chair- 
man of  the  Board  of  Governors  of  that  distinguished  organization.  Before  you 
relinquish  your  duties  as  Chairman,  I  would  appreciate  it  if  you  would  convey  the 
following  personal  message  from  me  to  the  Ninth  Annual  Meeting  in  Bogota  : 

"It  is  a  pleasure  for  me  again  to  be  able  to  salute  the  annual  gathering  of  the 
Inter-American  Development  Bank — the  financial  cornerstone  of  hemispheric 
cooperation  in  the  urgent  tasks  of  the  Alliance  for  Progress.  Last  year,  the 
Governors  took  a  far  reaching  action  to  expand  the  Bank's  resources.  The 
United  States  responded  promptly  with  its  $900  million  ^ha.ve  over  a  3-year 
period  in  the  $1.2  billion  increase  for  lending  by  the  Fund  for  Special  Operations. 
Our  Congress  is  now  well  along  in  its  consideration  of  a  $412  million  increase 
in  our  callable  subscription  to  the  Bank's  ordinary  capital.  These  expanded 
resources  and  the  loans  they  will  make  possible  hold  the  promi.se  of  record  levels 
of  achievements  by  a  Bank  that  is  already  making  a  major  contribution  to  Latin 
American  development.  Under  Felipe  Herrera's  skillful  and  inspiring  leadership, 
the  Executive  Directors  and  Staff  have  responded  to  the  challenges  before  it. 

"When  I  joined  with  my  fellow  Presidents  of  the  Americas  at  Punta 
del  Este  a  year  ago  this  month,  it  was  evident  to  all  of  us  that  the  master  key 
to  full  development  of  Latin  America's  rich  human  and  natural  resource 
potentials  was  the  achievement  of  integration  of  the  markets  and  economies 
of  the  Latin  American  community.  We  foresaw  the  vital  importance  of  estab- 
lishing a  Common  Market  through  the  convergence  of  the  Latin  American  Free 
Trade  area  and  the  Central  American  Common  Market. 

"It  was  equally  clear  that  a  necessary  prerequisite  was  a  solid  beginning 
in  achieving  the  physical  integration  of  Latin  America — building  the  visible 
and  tangible  interconnections  that  make  possible  the  free  interchange  of 
economic  factors — the  roads  and  river  systems,  power  grids  and  pipelines, 
transport  and  telecommunications. 

"My  thoughts  since  that  historic  gathering  at  Punta  del  Este  have  con- 
timied  to  dwell  on  the  vast  perspectives  that  lie  in  the  physical  integration 
process.  The  Inter-American  Development  Bank  is  in  a  position  to  play  a 
leadership  role  in  the  work  to  be  done  in  this  field,  as  is  the  Inter-American 
Committee  for  the  Alliance  for  Progress. 
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"We  must  oi'ganize  hemispherically  for  this  task  and  draw  on  the  best 
available  wisdom  and  expertise  to  plan  the  way  ahead.  I  hope  that  your 
meeting  and  related  ones  in  Washington  this  month  will  enable  us  to  spell 
out  in  greater  detail  a  mechanism  by  which  we  can,  together,  chart  our  way 
toward  the  bright  prospect  of  the  full  realization  of  this  fundamental  goal  of 
the  Alliance," 

This  is  the  text  of  President  Johnson's  message  to  our  meeting. 

Financial  resources  in  relation  to  operations 

The  special  responsibility  of  the  Bank  for  financing  physical  and  other 
approaches  to  integration,  as  well  as  its  continuing  fundamental  responsibility 
for  financing  economic  and  social  progress  within  national  frameworks,  re- 
quire financial  resources  adequate  to  the  tasks.  Our  meeting  last  year  set 
in  motion  major  efforts  to  ensure  that  such  resources  would  be  available  and 
more  effectively  used. 

We  must  follow  through  on  each  phase  of  these  efforts — replenishing  the 
Fund  for  Special  Operations,  increasing  the  callable  capital,  increasing  utili- 
zation of  a  part  of  the  FSO  contributions  of  rapidly  advancing  Lratin  Amer- 
ican countries  for  projects  in  other  member  countries,  expanding  the  ability 
of  FSO  to  finance  needed  imports  by  reducing  the  use  of  its  hard  currency 
resources  for  local  cash,  and  increasing  the  availability  of  resources  from 
non-member  countries. 

The  Bank,  Latin  America  and  the  world  economy 

I  have  tried  thus  far  to  place  the  Bank's  activities  as  described  in  its 
lucid  and  impressive  Annual  Report  in  their  broadest  regional  perspectives. 
But  there  is  an  even  broader  relationship.  That  is  the  place  of  the  Bank 
and  its  individual  member  countries,  singly  and  collectively,  as  elements  in 
an  active,  viable  and  effective  world  trade  and  payments  system.  In  such  an 
improved  system,  goods  and  services  can  move  more  freely  across  national 
boundaries  and  between  continents  and  hemispheres,  with  public  and  private 
capital  flowing  easily  in  the  directions  indicated  by  both  the  need  for  eco- 
nomic growth  and  development  and  economic  return. 

In  such  a  broad  context,  recent  developments  in  the  international  monetary 
system,  and  the  imminent  prospect  for  major  improvements  in  that  system, 
are  of  great  relevance. 

We  have  confronted  in  the  past  year — and  have  surmounted — the  most 
serious  threat  to  the  world  monetary  system  of  the  post-war  period.  We  are 
emerging  into  a  period  in  which  new  strengths  are  becoming  apparent.  They 
are  strengths  born  of  a  spirit  of  multilateral  financial  cooperation. 

The  March  17  action  taken  in  Washington  with  respect  to  gold  by  the 
central  banks  of  the  seven  members  of  the  former  gold  pool,  and  subsequently 
endorsed  by  most  other  monetary  authorities,  has  relieved  the  pressure  of 
speculative  private  activity  in  gold,  draining  away  official  stocks.  The  favor- 
able response  in  Latin  America  and  elsewhere  to  the  new  monetary  gold  ar- 
rangements is  another  example  of  the  same  spirit  of  financial  cooperation 
that  brought  this  Bank  into  being  and  that  will  motivate  all  of  us  here  today 
and  in  the  future  to  continue  our  mutually  beneficial  cooperation  as  new 
opportunities  emerge. 

This  year  is  one  of  great  opportunity  for  the  international  monetary  sys- 
tem. To  assume  adequate  reserve  growth  to  support  expansion  of  world  trade 
and  payments,  we  should  now  turn  our  full  energies  to  bringing  into  effect 
the  nevi^  Special  Drawing  Rights  facility  in  the  International  Monetary  Fund. 
Latin  America  was  the  scene  last  September  when,  at  the  Rio  conference 
of  the  Fund,  a  decision  was  taken  to  press  forward  with  the  proposal  for 
a  new  reserve  asset  in  the  form  of  Special  Drawings  Rights. 

The  International  Monetary  Fund  today  released  in  Washington  the  text 
of  the  proposed  amendment  to  the  Articles  of  Agreement  of  the  Fund  that 
will  permit  the  implementation  of  the  Special  Drawing  Rights  system.  The 
resolution  embodying  these  changes  is  being  submitted  to  the  Governors  of  the 
International  Monetary  Fund  to  be  approved  by  them  by  May  31  as  satis- 
factory for  submission  to  member  Governments  for  ratification. 

For  our  part,  I  will  promptly  cast  my  vote  as  U.S.  Governor  of  the  Fund 
for  the  resolution  approving  the  amendment  for  submission  to  Governments. 
After  my  return  to  Washington,  I  expect  that  early  in  the  month  of  May 
legislation   to   authorize   final   acceptance   of   the   SDR   arrangements   by    the 
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U.S.  Government  will  be  submitted  to  the  Congress,  where  I  can  assure  you 
it  will  be  vigorously  pressed  by  the  Administration  and,  I  hope,  accorded 
strong  support  by  our  lawmakers  in  both  major   political  parties. 

"We  can  all  view  Special  Drawing  Rights  as  contributing  to  a  better  world 
economic  structure,  within  which  both  expanding  trade  and  development  ef- 
forts can  move  ahead  more  effectively. 

For  a  penetrating  analysis  of  their  particular  meaning  for  developing  coun- 
tries, I  commend  for  your  reading  the  excellent  study  by  the  distinguished 
Managing  Director  of  the  International  Monetary  Fund,  Mr.  Pierre-Paul 
Schweitzer,  entitled  "The  New  Arrangements  To  Supplement  World  Reserves 
and  Their  Implications  for  Developing  Countries." 

I  do  not  wish  to  suggest  that  we  regard  SDK's  as  a  panacea  leading  to  an 
immediate  solution  of  all  world  monetary  problems.  Nor  should  we  have  any 
illusions  that  SDK's  will  provide  immediate  solution  for  national  balance  of 
payments  problems,  either  our  own  or  yours. 

The  urgent  business  that  requires  my  return  to  Washington  tomorrow  will 
have  a  direct  effect  on  the  ability  of  the  United  States  to  achieve  balance  of 
payments  equilibrium  and  thereby  strengthen  the  stability  of  the  international 
monetary  system.  In  that  light,  this  business  is  of  concern  to  each  of  you  and 
the  Bank  as  our  trading  and  financial  partners  in  the  world  economic  system. 
I  refer  to  our  tax  increase  and  expenditure  reduction  program,  which  will 
determine  to  an  important  degree  our  budgetary  and  aggregate  demand  levels 
in  the  crucial  i)eriod  ahead.  An  economy  like  ours,  simply  because  it  is  huge, 
does  not  acquire  immunity  to  the  need  for  belt-tightening  to  bring  disposi- 
tions of  resources  into  better  balance  with  availabilities  of  resources  so  as  to 
avoid  damaging  and  dangerous  inflation.  This  is  a  problem  which  I  know  you 
will  understand  from  your  own  experiences.  Except  for  the  question  of  scale, 
we  all  engage  in  the  same  diflBcult  struggle   to  order  our  priorities  wisely. 

I  deeply  regret  that  I  will  not  be  able  to  remain  with  you  all  week.  My  ex- 
perience in  Mexico  City  and  Washington  convinces  me  of  the  great  value  of 
these  deliberations.  I  shall  continue  to  follow  them  closely  through  the  U.S. 
Delegation.  You  may  be  assured  of  unflagging  U.S.  support  for  the  multi- 
lateral goals  and  objectives  of  the  Bank. 

I  wish  you  continued  success  in  these  important  deliberations  and  invite 
the  election  of  my  successor  to  the  Chair. 


Exhibit  43.— Remarks  by  Secretary  Fowler,  April  30,  1968,  before  the  Chamber 
of  Commerce  of  the  United  States,  on  the  hour  of  fiscal  responsibility 

It  is  always  an  honor  for  me  to  meet  with  this  distinguished  group  of  business 
leaders  who  convene  here  at  this  season  out  of  their  concern  with  our  national 
economic  and  financial  problems  and  policies. 

The  timing  of  our  meeting  together  is  particularly  propitious — for  you  be- 
cause you  escape  a  much  more  detailed  speech  since  I  must  participate  later 
today  in  a  meeting  with  conferees  of  the  House  and  Senate,  a  group  of  some  of 
the  most  distinguished  members  of  Congress,  designated  from  the  tax-writing 
Committees.  The  conference  will  seek  to  resolve  the  differences  between  the  Tax 
Adjustment  Act  as  passed  by  the  House  continuing  certain  excise  taxes  and  the 
Senate  act  called  "Balance  of  Payments  and  Domestic  Economy  Act  of  1968" 
which  does  that  and  a  great  many  more  things,  including  increasing  income 
taxes  and  reducing  Federal  expenditures. 

This  week  you  will  be  meeting  your  representatives  in  the  Congress,  and  this 
morning's  session  gives  me  an  opportunity  to  share  with  you  my  views  on  a 
topic  which  is  at  the  top  of  the  legislative  agenda — what  to  do  about  taxes  and 
appropriations.  Let  me  say  in  advance  that  my  remarks  on  this  topic  are 
meant  to  be  calm,  deliberate,  unexcited  and  unemotional — and  in  prepared  text — 
and  not  intended  to  give  offense.  In  the  spot  I  am  in  I  cannot  afford  to  be  mad 
at  anybody  and  I  need  help  from  all — particularly  you  and  the  Congress. 

For  in  the  month  ahead,  indeed  the  week  ahead,  in  fact  today,  and  in  this 
very  hour,  your  national  Government,  your  Nation,  and  each  one  of  us  faces  the 
hour  of  responsibility — the  hour  of  sober  fiscal  responsibility.  In  it  we  must  make 
a  momentous  decision. 

That  decision  is  whether  or  not  we  will  pay  our  bills  and  order  our  economic 
and  financial  affairs  in  such  a  manner  as  to  decisively  reduce  the  twin  deficits 
in  our  Federal  budget  and  in  our  international  balance  of  payments. 
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These  deficits  rose  to  such  proportions  in  1967  that,  unless  reversed  and 
sharply  reduced  in  1968,  they  threaten  to  halt  the  tremendous  economic  progress 
the  United  States  has  made  over  the  past  7^^  years  and  the  remarkable  accom- 
plishments achieved  by  the  free  vs^orld  economy  over  the  past  20  years. 

These  twin  deficits  menace  the  continued  strength  and  stability  of  the  Ameri- 
can economy,  the  future  of  the  economies  of  many  other  nations  whose  destinies 
are  closely  linked  to  ours,  and  the  viability  of  the  international  monetary  sysitem, 
which  depends  so  heavily  on  a  strong  U.S.  dollar  as  the  world's  principal  reserve 
and  business  transaction  currency. 

The  deficit  in  the  U.S.  balance  of  payments  has  been  i)ersistent  for  a  number 
of  years.  It  has  caused  a  heavy  loss  in  the  liquid  reserves  behind  the  dollar.  Al- 
though each  year  has  seen  an  increase  in  our  overall  net  asset  position,  including 
long-term  as  well  as  short-term  assets  and  liabilities,  our  liquidity  position  as 
the  world's  banker  has  steadily  weakened  because  of  this  increasing  imbalance 
in  our  short-term  position.  This  situation  has  been  tolerated  in  the  financial 
world  primarily  because  of  the  strength  and  competitive  capacity  of  the  U.S. 
economy  which  has  been  callable  in  each  of  the  last  7  years  of  producing  a 
substantial  trade  surplus. 

But,  in  the  last  6  months  a  sharp  increase  in  our  balance  of  payments  deficit 
has  been  accompanied  by  a  serious  deterioration  in  our  trade  surplus,  resulting 
from  an  economy  that  is  growing  at  too  fast  a  rate  of  speed,  growth  that  is  ac- 
companied by  an  unacceptable  rate  of  inflation,  a  wage-price  upward  spiral, 
and  work  stoppages,  real  or  threatened,  affecting  key  sectors  of  foreign  trade. 

A  major  contributing  factor  to  the  current  balance  of  payments  situation 
with  its  declining  trade  margin,  and  one  that  threatens  our  future  prosperity 
and  the  stability  of  our  domestic  economy,  is  the  coincidence  of  a  highly  stimula- 
tive deficit  in  our  internal  Federal  budget  this  fiscal  year  with  a  period  of 
expanding  economic  activity. 

And  what  is  more  frightening  is  the  massive  deficit — in  excess  of  $20  billion — 
projected  for  the  next  fiscal  year — unless  in  the  weeks  immediately  ahead  the 
U.S.  Congress — whose  members  you  will  be  meeting  this  week — adopts  a  legisla- 
tive package  of  fiscal  restraint  that  combines  a  substantial  income  tax  increase 
with  a  reduction  in  the  expenditures  and  appropriations  projected  in  the  Janu- 
ary budget. 

Given  our  high  employment  economy  with  heavy  defense  expenditures,  some 
inescapable  increases  in  the  civilian  costs  of  Government,  and  a  private  economic 
sector  that  is  advancing  sharply  on  a  wide  front,  the  acceptance  of  enlarged 
deficits  in  the  budget  and  the  balance  of  payments  is  contrary  to  sound  economic 
and  financial  policy — against  all  the  wisdom  either  of  conventional  or  the  so- 
called  new  economics.  Accordingly,  it  is  the  inescapable  responsibility  of  the 
Government  to  use  fiscal  and  monetary  policy  to  reduce  these  deficits  and  to 
brake  the  economy  to  a  safe  cruising  speed. 

"We  are  facing  nothing  less  than  a  test  of  representative  government  in 
economic  and  financial  affairs. 

The  ability  of  the  United  States  to  sustain  strong,  stable  and  noninfiationary 
growth  is  now  being  severely  challenged  and  tested.  The  manner  in  which  we 
respond  to  this  test  will  determine  our  national  capacity  to  avert  the  swings 
of  feverish  inflation,  as  well  as  the  despair  of  recession  or  stagnation,  by  the 
intelligent  use  of  a  flexible  fiscal  policy  conjoined  to  appropriate  monetary 
policy.  Make  no  mistake.  Our  economic  future  and  that  of  the  entire  free  world 
are  at  stake  in  this  hour  of  fiscal  responsibility. 

The  strength  of  the  world  economy  and  the  continuance  of  a  viable  inter- 
national monetary  system  depend  to  a  large  extent  on  a  sustained  level  of  stable 
economic  growth  in  the  United  States  and  the  maintenance  of  a  sound  dollar — 
sound  in  terms  of  prices  and  exchange  rates. 

This  is  true  at  all  times,  but  particularly  at  a  time  when  confidence  in  that 
system  has  been  shaken,  as  it  was  last  November  by  the  devaluation  of  the 
British  pound  and  a  number  of  other  lesser  currencies,  and  the  speculative  buy- 
ing of  gold  that  cost  the  United  States  more  than  $2  billion  of  its  gold  reserves 
in  these  last  6  months. 

We  simply  cannot — must  not — under  these  circumstances  continue  to  accept 
these  twin  deficits  in  our  balance  of  payments  and  internal  Federal  budget.  To 
do  so  is  to  forsake  prudence,  take  intolerable  risks,  and  refuse  to  exercise  the 
fiscal  discipline  required  for  the  preservation  of  a  balanced  prosperity.  And 
without  such  a  balanced  prosperity,  we  can  never  hope  to  achieve  our  national 
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goals  of  peace  and  progress  abroad  and  domestic  tranquility  at  home  born  of 
shared  opportunities  and  benefits  of  our  free  private  enterprise  system. 

That  is  not  just  the  view  of  the  Secretary  of  the  Treasury.  It  is  shared  by  the 
President,  Chairman  William  McChesney  Martin  and  the  entire  Federal  Reserve 
Board,  the  Council  of  Economic  Advi.sers,  and  the  vast  preponderance  of  eco- 
nomic and  financial  authorities,  private  and  public,  here  and  in  other  lands. 

It  is  a  view  shared  by  many  members  of  Congress  of  both  parties  including 
a  substantial  majority  of  the  Senate,  reflected  in  the  voting  in  late  March 
and    early    April    on    the    Act    referred    to    earlier. 

But  as  yet,  that  sentiment  has  not  been  translated  into  the  decisive  legislative 
action  that  is  necessary. 

What  are  the  principal  measures  the  Nation  is  asked  to  accept  temporarily 
so  that  we  can  assure  a  safe  passage  through  these  financial  shoals  to  continuing 
prosperity  and  security,  while  meeting  our  urgent  national  responsibilities  at 
home  and  abroad  ?  They  are  these : 

1.  A  temporary  increase  in  personal  income  taxes  amounting  to  an  average 
of  one  penny  on  every  dollar  of  income  we  earn  and  a  temporary  ten  percent 
surcharge  on  corporate  tax  liabilities. 

2.  A  cut  in  Government  expenditures  and  appropriations  usable  in  the  next 
fiscal  year  beginning  .July  1  for  Federal  programs  of  lesser  priority  and  urgency. 
Some  of  these  are  identified  on  pages  20  and  22  of  the  President's  January  budget 
message. 

3.  Appropriate  monetary  policy  which  in  this  period  calls  for  moderation  in 
the  provision  of  additional  credit  and  money  supply. 

4.  Avoidance  of  highly  inflationary  wage-price  decisions  and  crippling  work 
stoppages,  real  or  threatened,  that  induce  an  increase  in  imports  and  interfere 
with  export  expansion. 

5.  Reductions  in  our  expenditures  overseas,  both  governmental  and  private, 
except  where  they  are  absolutely  essential  to  our  national  commitments. 

Having  earlier  recommended  the  tax  increase  and  additional  measures  of 
expenditure  control  and  reduction  in  his  message  on  August  3,  1967,  President 
Johnson  incorporated  these  proposals,  together  with  a  broadened  and  more 
stringent  series  of  balance  of  payments  measures,  in  his  New  Year's  Day  Mes- 
sage to  the  Nation. 

This  program  includes  unwelcome  and  unpleasant  measures.  It  involves  tem- 
porary sacrifices  by  the  American  people,  our  businesses  and  our  banking  in- 
stitutions. We  do  not  like  to  ask  them — we  cannot  afford  to  ask  less  at  this  point 
of  our  history.  Too  much  is  at  stake  for  us  to  rely  on  halfway,  business-as- 
usual  measures,  hoping  that  they  will  suflice,  thinking  that  we  still  have  lots 
of  time  to  come  to  grips  with  our  financial  problems.  The  simple  fact  is  that — 
we  are  running  out  of  time — and  neither  the  United  States  nor  other  nations 
can  wait  much  longer  for  us  to  bring  our  financial  affairs  much  closer  to  balance. 

Fiscal  restraint  is  even  more  urgently  required  today  than  it  was  when  the 
President  recommended  it  to  the  Congress  nine  months  ago.  A  tax  increase  on 
the  scale  recommended  then,  coupled  with  reductions  in  Federal  expenditures, 
has  been  and  continues  to  be  the  single  most  decisive  and  important  action  we 
can  take  to  protect  our  economic  security  and  strengthen  the  dollar. 

At  the  direction  of  the  President,  my  colleagues  in  the  Administration  and 
T,  and  the  Chairman  of  the  Federal  Reserve  Board,  have  sought  this  tax  increase 
and  effective  measures  of  expenditure  control  diligently  and  persistently — last 
August,  again  in  late  November,  again  in  January.  We  pressed  hard  again  in 
mid-March  in  the  midst  of  the  gold  crisis. 

It  is  now  clear  that  the  case  presented  then,  and  challenged  by  some,  has 
been  abundantly  confirmed  by  developments. 

Last  August  and  on  the.se  later  occasions,  we  urged  that  a  tax  increase,  along 
with  expenditure  control,  was  necessary  if  the  1968  budget  deficit  then  projected 
in  excess  of  .$20  billion  was  to  be  substantially  reduced,  thereby 

(a)  avoiding  a  coincidence  of  a  highly  stimulative  deficit  with  a  rapidly 
expanding  private  economy  which  would  make  the  combination  increasingly 
inflationary. 

(b)  minimizing  the  Federal  credit  demands  which  would  otherwise  induce 
substantially  higher  interest  rates  and  tighter  credit. 

(c)  prot(>cting  our  trade  surplus  from  the  decline  that  invariably  accom- 
panies an  excessively  exuberant  economy. 

(d)  maintaining  confidence  in  the  ability  of  the  U.S.  Government  to  put  its 
financial  house  in  order. 
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But  there  were  those  who  insisted  that  a  tax  increase  was  not  necessary,  if 
only  expenditures  were  reduced.  In  the  field  of  expenditures,  there  was  much 
talk  and  some  action. 

From  August  through  November,  appropriation  bills  for  the  entire  range 
of  Federal  activities  were  enacted  by  the  Congress.  Upon  the  recommendation 
of  the  Administration,  Congress  enacted  a  law  providing  an  omnibus,  cross- 
the-board  cut  in  all  controllable  expenditures.  As  a  result  of  these  actions 
there  were  specific  reductions  in  expenditures  for  many  budgeted  items  totaling 
$4%  billion. 

But  there  was  no  tax  increase. 

What  was  the  result? 

Today  the  1968  budget  deficit  is  still  running  as  high  as  it  was  last  August. 

Why? 

Because  while  controllable  expenditures  were  being  reduced,  others  less  con- 
trollable such  as  Vietnam  war  costs,  interest  on  the  public  debt,  and  matching 
payments  to  States  required  by  law  were  increasing. 

Last  August  there  were  those  who  opposed  the  tax  increase  because  they 
doubted  the  economic  forecast  of  a  fast-rising  economy  after  the  slow  start  of 
early  1967.  What  happened  ? 

The  gross  national  product  increased  more  than  $16  billion  per  quarter  in 
the  second  half  of  1967  in  contrast  with  less  than  $6.5  billion  per  quarter  aver- 
age in  the  first  half.  And  the  increase  in  the  first  quarter  of  1968  was  an  extraor- 
dinary $20  billion,  exceeding  all  previous  records.  Inventory  accumulation  in 
the  first  quarter  of  1968  was  unusually  low,  so  that  final  sales  were  up  by  an 
enormous  $25  billion. 

Last  August  there  were  some  who  doubted  there  would  be  an  inflationary 
trend  in  the  absence  of  a  tax  increase. 

In  the  hot-house  atmosphere  of  excessive  demand,  prices  and  wages  were 
bound  to  rise  sharply.  The  evidence  that  this  is  already  happening  is  as  plain 
as  can  be.  In  the  first  quarter,  the  GNP  deflator  rose  at  more  than  4  percent 
at  an  annual  rate.  The  consumer  price  index  has  advanced  about  3%  percent 
in  the  past  year,  and  wholesale  prices  recently  have  shown  very  rapid  advances. 
Wage  settlements  have  become  more  inflationary.  All  of  these  developments,  of 
course,  create  serious  burdens  and  inequities  at  home  and  are  a  major  detri- 
ment to  our  international  competitive  position. 

The  view  is  sometimes  expressed  that  the  inflationary  pressures  that  we  are 
now  experiencing  should  largely  be  ascribed  to  "cost-push"  rather  than  "demand- 
pull."  The  fact  is  that  in  recent  quarters,  the  advance  in  overall  demand  has  ac- 
celerated sharply  and  that  over  the  same  period,  there  has  also  been  a  very 
substantial  step-up  in  prices. 

It  simply  is  not  reasonable  to  assume  that  these  developments  are  uncon- 
nected. It  is  true  that  part  of  the  present  push  for  higher  wages  is  based  on  a 
desire  to  catch  up  with  prior  increases  in  the  cost  of  living.  It  is  also  true  that 
if  fiscal  measures  taken  now  should  succeed  in  reducing  overall  demand  pres- 
sures, cost-push  elements  will  still  represent  a  substantial  problem  for  the 
economy  for  some  time  to  come.  But  this  in  no  sense  implies  that  there  is  no 
connection  between  overall  demand  developments  and  price  pressures.  Indeed, 
if  proper  fiscal  action  is  taken  now,  we  will  still  have  a  fighting  chance  to 
move  the  economy  gradually  back  toward  price  stability,  both  by  reducing 
demand  pressures  on  prices  and  by  creating  a  better  environment  for  coping 
with  cost-push.  If,  on  the  other  hand,  we  fail  to  take  steps  to  contain  excessive 
demand,  the  prospects  of  finding  any  effective  ways  of  coping  with  upward 
price  pressures  from  the  cost  side  are  virtually  nil. 

Last  August  we  spoke  about  a  continuance  of  the  Federal  deficit  at  a  $20 
billion  level  resulting  in  heavy  burdens  on  the  credit  markets.  I  don't  have  to 
tell  this  audience  what  has  happened  to  interest  rates  and  credit.  Rates  have 
increased  in  all  categories  and  credit  is  getting  tighter — and  the  end  may  not 
be  in  sight  unless  there  is  a  tax  increase. 

Last  August  we  said  our  balance  of  payments  position  would  be  serious 
without  a  tax  increase.  It  did  become  serious  largely  because  of  a  sharp 
deterioration  in  our  trade  surplus  that  accompanied  a  too-rapid  advance  of 
aggregates  of  economic  activity. 

Action  on  the  tax  proposals  has  become  the  symbol  all  over  the  world  of  our 
willingness  to  manage  our  financial  affairs  as  befits  the  country  which  provides 
the  world's  leading  reserve  and  transaction  currency.  It  has  been  the  matter 
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of  gravest  concern  to  my  fellow  Finance  Ministers  in  every  international 
gathering  I  have  attended  since  August  and  in  innumerable  bilateral  exchanges 
here  in  Washington.  America  is  on  trial  on  the  issue  of  fiscal  responsibility. 
More  is  expected  of  us — because  ours  is  a  reserve  currency  country.  We  are  the 
world  banker  and  the  foreign  holders  of  our  dollars  are,  in  effect,  owners  of 
demand  deposits  in  our  bank. 

Confidence  in  the  dollar  has  suffered  somewhat  because  of  the  failure,  up  to 
now,  of  the  United  States  to  increase  taxes  and  pay  its  bills  in  a  manner  con- 
ducive to  the  health  of  the  economy  and  stability  of  the  currency. 

But  happily  this  is  not  the  end  of  the  story. 

It  is  the  duty  of  the  Secretary  of  the  Treasury  to  speak  plainly  on  these 
matters.  And  I  have  done  so  in  the  past  as  I  do  now. 

But  it  is  also  his  duty  to  keep  trying,  to  retain  hope,  and  to  have  confidence 
in  the  ultimate  capacity  of  representative  government  to  do  what  is  plainly 
right  even  in  an  election  year. 

It  was  out  of  this  confidence  that  I  said  in  mid-March,  during  the  week  of  the 
last  climactic  run  on  the  London  gold  market,  to  the  Senate  Finance  Committee : 

"In  the  light  of  all  these  factors,  it  seems  to  me  that  all  reasonable  men  who 
want  to  preserve  their  country's  economic  and  political  viability  ought  to  come 
together  and  put  a  tax  bill  on  the  books  and  do  that  promptly,  and  I  hope  the 
Congress  will  manage  to  do  that  within  the  next  30  days." 

Let  us  review  what  has  happened  since  that  expression  of  hope. 

On  the  following  weekend,  the  Governors  of  the  central  banks  of  the  seven 
participating  gold  pool  countries  met  in  Washington  and  took  historic  decisions 
to  divorce  the  exchange  of  gold  reserves  among  monetary  authorities  from  the 
nonmonetary  markets,  giving  rise  to  a  two-price  system. 

Two  weekends  later  the  Finance  Ministers  and  Central  Bank  Governors  of  the 
Group  of  Ten,  the  major  financial  powers,  met  at  Stockholm.  Except  for  the 
representatives  of  France,  they  reached  agreements  that  enabled  the  Executive 
Board  of  the  International  Monetary  Fund  to  conclude  and  release  its  Report  on 
the  Amendment  of  the  Articles  of  Agreement  of  the  International  Monetary 
Fund  providing  for  the  deliberate  and  orderly  creation  of  Special  Drawing 
Bights,  as  new  reserve  assets  to  supplement  gold  and  dollars.  This  will  be  the 
subject  of  a  Presidential  message  to  Congress  later  today. 

These  significant  decisions,  however  important  to  preserve  and  improve  the 
workings  of  the  international  monetary  system,  are  no  final  answer  to  the  inade- 
quacies of  that  system  that  stem  from  the  deficits  in  our  balance  of  payments 
and  the  waning  confidence  in  the  holdings  of  reserve  currencies  such  as  the 
dollar. 

In  their  recent  communique  on  March  17  ^  the  Central  Bank  Governors  noted 
that  an  underlying  premise  for  the  measures  taken  was  their  belief  that  "it  was 
the  determined  policy  of  the  United  States  Government  to  defend  the  value  of 
the  dollar  through  appropriate  fiscal  and  monetary  measures  and  that  sub- 
stantial improvement  of  the  U.S.  balance  of  payments  is  a  high  priority 
objective." 

This  was  but  a  realistic  recognition  of  the  fact  that,  without  the  maintenance 
of  stability  of  the  dollar  as  a  reserve  currency,  all  efforts  to  preserve,  maintain 
and  improve  the  international  monetary  system  are  endangered. 

Because  of  intervening  developments  in  both  the  Senate  and  House,  I  was 
able  to  say  to  my  colleagues  at  Stockholm  on  March  30 : 

"Fortunately  I  am  able  to  report  to  you  that  there  is  a  rising  tide  of  feeling 
in  the  Congress  that  the  time  for  decisive  action  on  the  fiscal  front  is  approach- 
ing. There  is  a  growing  sense  of  urgency  that  our  financial  situation  must  be  cor- 
rected if  representative  government  is  to  perform  its  function  in  meeting  the 
necessities  of  the  people  rather  than  satisfying  wishful  thinking." 

I  did  not  give  these  assurances  lightly.  Before  leaving  for  Stockholm  I  had 
noted,  as  you  must  have,  that  a  bipartisan  coalition,  led  by  Senator  Smathers  of 
Florida  and  Senator  John  Williams  of  Delaware,  supported  by  both  Senate 
Majority  Leader  Mansfield  and  Minority  Leader  Dirksen,  had  registered  the 
clear  conviction  of  a  sizable  majority  of  that  body  favoring  a  legislative  package 
that  combined  in  a  single  bill  the  President's  tax  proposals  with  specific  and 
concrete  measures  for  reductions  in  budgeted  expenditures  for  fiscal  1969. 

Moreover,  as  a  result  of  extended  consultations  with  Members  of  Congress.  I 
had  concluded  and  had  publicly  stated  that  it  was  my  belief  that  a  responsible 


1  See  exhibit  39. 


EXHIBITS  381 

majority  in  tlie  Congress  is  coming  to  the  inescapable  conclusion  that  we  miist 
increase  taxes  temporarily,  and  that  if  taxes  are  to  go  up,  the  increase  must  be 
made  temporary  by  conjoining  it  in  a  procedural  form  yet  to  be  determined 
with  a  reduction  in  the  financial  outlays  and  obligations  projected  in  the  January 
budget. 

I  said  on  March  26,  while  ispeaking  in  Philadelphia,  "The  procedure  by  which 
a  formula  for  combining  spending  reductions  and  a  tax  increase  is  to  be  devised 
and  enacted  is  a  matter  for  decision  by  the  Congress,  its  tax  writing  committees, 
its  appropriations  committees,  and  its  leadership." 

May  I  add  only  that  everything  that  has  happened  since  that  time  has 
confirmed  these  views  and  this  confidence. 

On  March  31  the  President  of  the  United  States  set  country  above  self — and 
above  all  personal  partisan  causes — by  foregoing  any  plans  to  continue  in  the 
Presidency  beyond  next  January  20.  In  so  doing  he  said : 

"The  Congress  is  now  considering  our  proposals,  and  they  are  considering 
reductions  in  the  budget  that  we  submitted.  As  part  of  a  program  of  fiscal 
restraint  that  includes  the  tax  surcharge,  I  shall  approve  appropriate  reduc- 
tions in  the  January  budget  when  and  if  Congress  so  decides  that  that  should 
be  done. 

"One  thing  is  unmistakably  clear,  however.  Our  deficit  just  must  be  reduced. 
Failure  to  act  could  bring  on  conditions  that  would  strike  hardest  at  those  people 
that  all  of  us  are  trying  to  help." 

On  April  2  the  Senate  adopted  the  Williams-Smathers  amendment  providing 
for  the  tax  increase  and  a  cut  in  expenditures.  On  April  5  the  House  and  Senate 
conferees  began  their  deliberations ;  they  were  continued  on  April  10  and 
resumed  on  April  24  after  the  Easter  recess,  and  will  continue  today. 

Given  the  Government's  serious  financial  situation  now  recognized  on  all 
sides,  I  am  confident  that  the  men  of  wisdom,  experience  and  patriotism  who 
are  involved  will  not  permit  disagreements  over  details  or  procedures,  or  marginal 
differences  as  to  the  degree  of  expenditure  reduction  required,  to  prevent 
decisive  action  to  reduce  our  twin  deficits  to  manageable  proportions. 

And  that  decisive  action  should  be  early  and  soon.  Additional  delay  only 
increases  the  risks. 

It  continues  to  be  my  hope  and  expectation  that  appropriate  modifications  can 
be  developed  which  will  satisfy  the  conferees  on  the  substance  of  the  bill ;  and 
that  suitable  procedures  satisfying  the  rules  and  prerogatives  of  both  Houses  can 
be  devised  so  as  to  permit  early  and  favorable  consideration  of  the  agreed- 
upon  measure  by  both  Houses. 

In  this  process  the  individual  Congressman  or  Senator  will  not  get  just  what 
he  would  prefer  for  his  constituents  or  for  the  nation.  Nor  will  the  President, 
given  the  special  constitutional  power  of  the  Congress  over  the  purse.  Neither 
will  you  or  I.  But  acting  together  we  can  do  what  needs  to  be  done — take  care 
of  our  essential  needs  at  home  and  abroad  in  a  manner  that  will  keep  our 
economy  stable  and  the  dollar  strong. 

In  this  hour  of  national  fiscal  responsibility  I  ask  for  your  help  and  I  am 
confident  of  the  result. 


Exhibit  44. — Statement  by  Secretary  Fowler,  May  1,  1968,  before  the  House 
Committee  on  Banking  and  Currency,  on  H.R.  16911,  a  bill  to  provide  for  U.S. 
participation  in  the  facility  based  on  Special  Drawing  Rights  in  the  Inter- 
national Monetary  Fund 

I 

I  appear  before  this  committee  today  to  recommend  action  on  H.R.  16911 
which  would  authorize  the  President  to  accept  the  amendment  proposed  by  the 
Executive  Directors  of  the  International  Monetary  Fund  to  the  Governors  of 
that  institution.  The  legislation  would  also  give  congressional  approval  for 
U.S.  participation  in  the  Special  Drawing  Account  that  would  be  established 
by  the  amendment  in  order  to  Implement  the  Special  Drawing  Rights  facility. 

The  amendment  is  the  first  that  has  ever  been  negotiated  since  the  adoption 
of  the  Articles  of  Agreement  of  the  Fund,  approved  by  the  Congress  in  the 
Bretton  Woods  Agreements  Act  of  1945.  There  have  been  several  increases  in  the 
resources  of  the  Fund,  the  last  being  approved  in  196.'5.  In  1962,  the  Congress 
approved  legislation  providing  for  U.S.  participation  in  the  General  Arrange- 
ments to  Borrow,  under  which  a  group  of  10  advanced  countries  undertook  to 
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provide  credit  lines  to  the  International  Monetary  Fund  that  could  be  used 
to  meet  a  threatened  impairment  of  the  monetary  system. 

Through  these  various  actions,  the  Congress  has  kept  in  touch  with  the  growth 
of  the  International  Monetary  Fund  from  an  institution  with  global  quotas  of 
around  $7  billion  in  1945  to  an  institution  having  global  resources  in  all  currencies 
of  over  $21  billion  today. 

The  amendment  does  effect  some  changes  in  the  rules  and  practices  of  the 
Fund  governing  its  traditional  credit  operations,  but  the  primary  purpose  of  the 
Amendment  is  to  establish  in  the  Fund  a  new  function  different  from  that 
originally  contemplated.  This  function  is  to  provide  a  supplementary  reserve 
alongside  the  traditional  components  of  the  world's  monetary  reserves — gold 
and  foreign  exchange. 

The  amendment  is  consistent  with  the  recent  important  decision  taken  in  the 
"Washington  Communique  of  March  17,  1968,^  with  respect  to  gold.  It  was  the 
prospective  establishment  of  the  Special  Drawing  Rights  facility  which  enabled 
the  members  of  the  gold  pool  central  banks  to  Indicate  on  March  17  that  "as 
the  existing  stock  of  monetary  gold  is  sufl3cient  in  view  of  the  establishment  of 
the  facility  for  Special  Drawing  Rights,  they  no  longer  feel  It  necessary  to  buy 
gold  from  the  market." 

These  two  decisions — the  amendment  and  the  communique — represent  a 
giant  stride  forward  in  the  long  process  of  supplementing  gold  and  of  developing 
forms  of  money,  both  domestic  and  international,  that  are  essentially  entries 
on  the  books  of  domestic  or  international  banking  or  monetary  institutions,  the 
outstanding  volume  of  which  is  deliberately  controlled. 

Domestically,  advanced  nations  have  almost  completely  eliminated  metallic 
money,  except  for  subsidiary  coinage.  The  money  of  commerce,  internally,  is 
paper  currency  and  bank  deposits. 

In  the  international  field,  the  evolution  of  the  monetary  system  has  proceeded 
somewhat  more  slowly.  Metallic  money  in  the  form  of  gold  has  retained  a  much 
more  important  role  in  the  international  monetary  system. 

Nevertheless,  even  in  this  sphere  the  march  of  progress  has  led  to  supple- 
menting limited  supplies  of  monetary  gold  through  the  gold  exchange  standard. 
Under  this  system,  the  domestic  money  of  certain  countries — primarily  the 
United  States  and  the  United  Kingdom — has  been  used  by  other  countries  as  a 
form  of  international  reserves. 

In  1950,  gold  comprised  70  percent  of  the  world's  reserves.  By  1967  this  propor- 
tion had  fallen  to  54  percent  largely  because  of  substantial  additions  to  foreign 
holdings  of  dollars  (see  Chart  I) . 

While  the  world  has  seen  an  unprecedented  period  of  sustained  prosperity 
under  this  gold  exchange  standard,  the  associated  deficits  of  the  reserve  centers 
have  given  rise  to  well-known  difficulties  and  problems.  In  order  to  develop  a 
supplement  to  gold  and  foreign  exchange  that  would  avoid  these  difficulties, 
there  have  been  2  years  of  studies  and  3  years  of  negotiations.  These  have 
resulted  in  devising  an  international  reserve  asset  that  can  be  used  to  assure  the 
future  growth  in  reserves,  without  depending  on  gold  or  continuing  deficits  of 
the  reserve  centers.  The  Special  Drawing  Rights  are  not  a  temporary  feature, 
but  are  intended  as  a  permanent  addition  to  international  reserves. 

The  related  decision  in  the  Washington  Communique  resulted  from  the  drain 
of  monetary  gold  into  the  private  market,  occasioned  by  speculation  in  gold. 
It  introduced  the  two-tiered  gold  system,  which  logically  calls  for  the  isolation 
of  the  monetary  stock  of  gold  from  the  private  commodity  market  in  gold.  This, 
coupled  with  the  advent  of  the  Special  Drawing  Right,  points  to  a  decline  in 
the  relative  importance  of  gold  in  the  total  of  global  reserves.  The  SDR  Amend- 
ment signalizes  in  a  formal  international  way  that  Special  Drawing  Rights  should 
have  a  place  of  rising  importance  as  a  component  of  world  reserves. 

Federal  Reserve  Chairman  Martin  and  I  have  been  privileged  to  represent 
the  United  States  in  the  discussions  and  negotiations  of  the  Finance  Ministers 
and  Central  Bank  Governors  of  the  Group  of  Ten.  Chairnian  Martin  represented 
the  Federal  Reserve  System  in  the  meeting  of  the  gold  pool  countries  held  in 
Washington  on  March  17,  1968.  Under  Secretary  Frederick  L.  Deming  and 
Governor  J.  Dewey  Daane  of  the  Federal  Reserve  conducted  negotiations  as 
members  of  the  Deputies  of  the  Group  of  Ten.  Under  Secretary  Deming  also 
chaired  an  interdepartmental  group,  which  has  met  frequently  to  develop  the 
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U.S.  substantive  positions  and  negotiating  posture.  Particularly  during  the 
past  few  months,  William  B.  Dale,  U.S.  Executive  Director  on  the  Executive 
Board  of  the  Fund,  has  carried  the  responsibility  of  representing  the  United 
States  in  the  almost  continuous  daily  sessions  of  the  Executive  Board,  which 
hammered  out  the  final  text. 

The  National  Advisory  Council  on  International  Monetary  and  Financial 
Policies  has  prepared  a  Special  Report  to  the  President  and  to  the  Congress 
oil  the  proposed  Amendment  to  the  Article  of  Agreement  of  the  International 
Monetary  Fund.  The  Departments  and  agencies  that  are  members  of  the  Council 
include  the  Treasury,  State,  and  Commerce  Departments,  the  Board  of  Gover- 
nors of  the  Federal  Reserve  System,  and  the  Export-Import  Bank.  The  Council 
examines  the  role  of  the  Special  Drawing  Rights  in  the  international  monetary 
system,  indicates  the  main  characteristics  of  the  Special  Drawing  Rights, 
reviews  the  negotiations,  comments  on  the  proposed  changes  in  present  rules  and 
practices  of  the  Fund,  and  gives  a  brief  explanation  of  the  proposed  legislation. 
The  Council  strongly  recommends  the  enactment  at  this  session  of  Congress 
of  legislation  which  would  permit  the  United  States  to  accept  the  Amendment 
and  thus  encourage  early  acceptance  of  the  proposed  Amendujent  by  other 
countries. 

The  Special  Drawing  Rights  Amendment  is  not  just  an  American  success. 
It  is  a  joint  creation  of  many  countries  actively  participating  in  the  negotia- 
tions. It  is  a  victory  for  international  monetary  cooperation.  It  is  a  clear  rec- 
ognition of  the  community  of  interest  which  binds  us  all.  It  is  a  demonstration 
of  the  willingness  and  the  determination  to  make  the  international  monetary 
system  work  on  the  basis  of  the  multilateral  framework  on  which  it  was  built 
almo.st  a  cpiarter  of  a  century  ago  at  Bretton  Woods. 

For  this  foresight  and  dedication  to  the  common  good  we  are  indebted  to 
many  in  the  Group  of  Ten  and  the  International  Monetary  Fund.  It  was  Robert 
Roosa  who,  as  first  Chairman  of  the  Group  of  Ten  Deputies,  began  the  studies 
that  recognized  the  need  for  a  new  reserve  asset.  It  was  Rinaldo  Ossola  of  Italy 
who  in  1964-65  conducted  the  pioneering  technical  studies  that  brought  us  to 
the  point  where  practical  negotiations  could  begin  and,  3  years  later,  as  the 
third  Chairman  of  the  Group  of  Ten  Deputies,  helped  pave  the  way  for  agreement 
at  Stockholm.  The  technical  skill  and  imaginative,  patient  diplomacy  of  Otmar 
Emminger  of  Germany,  as  second  Chairman  of  the  Group  of  Ten  Deputies,  took 
us  over  two  difficult  years  of  negotiations  culminating  in  the  Outline  Plan  which 
was  formally  endorsed  by  the  Fund  in  Rio  de  Janeiro  in  September  1967. 

The  Plan  is  also  an  achievement  for  the  International  Monetary  Fund,  which 
will  equip  that  institution  and  its  member  countries  to  adapt  operations  to 
changing  conditions. 

Special  Drawing  Rights  participation  is  open  to  all  members  of  the  Fund  and 
all  members  can  participate  in  the  benefits  and  obligations  of  the  Facility  on  an 
equitable  basis,  determined  by  existing  quotas.  We  strongly  supported  this  objec- 
tive. It  was  achieved  in  no  small  measure  because  of  the  wisdom,  perserverance 
and  responsibility  of  the  Executive  Directors  of  the  Fund,  who  joined  with  the 
Deputies  of  the  Group  of  Ten  in  writing  the  Outline  Plan,  and  in  6  months  of 
intensive  effort  prepared  the  proposed  Amendment.  But  most  of  all,  the  entire 
effort  owes  much  of  its  success  to  the  Managing  Director  of  the  Fund,  Pierre-Paul 
Schweitzer,  and  to  his  staff.  More  than  any  other  man  he  has  represented  the 
world's  interests,  and  with  impartiality,  unusual  foresight  and  diplomatic  skill 
guided  the  negotiations  to  a  successful  conclusion. 

II 

I  want  to  acknowledge  the  very  great  assistance  and  support  which  the  U.S. 
negotiators  have  received  from  members  of  the  Congress  of  both  parties.  The 
assurance  that  there  was  not  only  such  support,  but  also  a  keen  interest  in  the 
subject  on  the  part  of  congressional  committees  and  individual  members  of  the 
Congress  has  encouraged  us  at  all  stages  of  the  negotiations. 

I  cannot  here  acknowledge  specifically  all  those  members  of  Congress.  But  I 
will  mention  briefly  some  instances  to  indicate  how  closely  our  efforts  have  been 
stimulated  and  our  progress  reviewed  in  the  Congress. 

The  Subcommittee  on  International  Exchange  and  Payments  of  the  Joint 
Economic  Committee,  under  the  Chairmanship  of  Congressman  Reuss,  has  taken 
a  specific  interest  in  the  improvement  of  the  international  monetary  system.  In 
August  1965  that  committee  issued  a  report  that  cited  the  pressing  need  for 
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action  to  assure  the  orderly  and  adequate  expansion  of  international  liquidity. 
Tlie  committee  set  fortti  a  series  of  Guidelines  which  became  basic  points  of 
reference  in  the  development  of  the  U.S.  posture  in  these  negotiations.  Eight  of 
these  Guidelines  related  to  the  creation  of  a  new  reserve  asset  and  its  relationship 
to  gold  and  to  reserves  in  the  form  of  dollars  and  other  reserve  currencies.  Other 
Guidelines  dealt  with  international  credit  facilities,  IMF  quotas  and  the  process 
of  adjusting  international  imbalances  of  payments. 

Valuable  contributions  to  our  thinking,  and  to  development  of  the  U.S.  position 
were  made  by  former  members  of  the  Joint  Economic  Committee,  Robert  F. 
Ellsworth  of  Kansas  and  Senator  Paul  Douglas  of  Illinois.  Congressmen  Reuss 
and  Ellsworth  surveyed  the  European  situation  in  a  fact-finding  trip  in  November 
1965  and  set  forth  their  findings  in  a  special  report,  covering  international 
monetary  reform  as  well  as  the  balance  of  payments  adjustment  problem  and 
other  asjjects  of  free  world  economic  cooperation. 

Early  in  1967,  the  .Joint  Economic  Committee  itself,  under  the  Chairmanship 
of  Senator  Proxmire,  reporting  on  the  January  Economic  Report  of  the  President, 
issued  a  "Statement  of  Agreement  by  majority  and  minority  members  of  the 
Joint  Economic  Committee."  Paragraph  6  of  that  statement  reads  in  part  as 
follows : 

"6.  In  the  field  of  international  trade  and  finance,  there  is  also  general  accord 
on  the  following  conclusions : 

"Agreement  on  international  monetary  reform  is  a  matter  of  increasing 
urgency. 

"We  cannot  rely  on  supplies  of  new  monetary  gold  being  sufficient  to  assure 
the  growth  of  international  resei-ves,  in  keeping  with  the  rising  liquidity  require- 
ments of  trade." 

This  is  one  of  many  instances  of  the  strong  bipartisan  support  from  the  Con- 
gress for  action  in  the  field  of  international  financial  and  monetary  institutions. 
It  continues  the  experience  dating  from  the  orginal  Bretton  Woods  Agreements 
Act,  under  which  legislative  action  involving  the  International  Monetary  Fund 
and  the  International  Bank  have  generally  had  support  from  members  of  Con- 
gress without  distinction  as  to  party  affiliation.  At  the  very  outset  of  negotiations. 
Congressman  Gerald  Ford  and  other  Republican  leaders  lent  their  influence  to 
our  taking  the  initiative  in  seeking  monetary  improvements. 

I  cannot  recall  here  all  the  many  important  statements  on  this  and  related 
problems  made  by  leading  Senators  and  Congressmen.  Among  this  group  there 
are  such  names  as  Senators  Clark,  Proxmire,  Hartke,  and  Javits  and  Repre- 
sentatives Reuss,  Widnall,  and  Halpem. 

Just  prior  to  the  Annual  Meeting  of  the  International  Monetary  Fund  in  Rio 
de  Janeiro  last  September,  I  appeared  before  the  Subcommittee  on  International 
Exchange  and  Payments  of  the  Joint  Economic  Committee  and  reviewed  the 
Outline  Plan  for  the  Special  Drawing  Rights  which  had  been  approved  at  a 
meeting  of  Ministers  and  Governors  of  10  major  countries  held  in  London  at  the 
end  of  August.  This  Outline  Plan  was  subsequently  approved  by  the  Governors 
of  the  International  Monetary  Fund  at  Rio  de  Janeiro  and  formed  the  basis  of 
the  Amendment  which  has  now  been  finalized  in  the  Executive  Board  of  the  Fund. 

The  subcommittee  issued  a  further  report  on  this  subject  in  December  1967 
urging  that  the  Amendment  to  the  Fund's  Articles  be  promptly  ratified  and 
pointing  out  the  risks  inherent  in  undue  delay  "not  only  for  the  effectiveness 
of  the  new  Special  Drawing  Rights,  but  also  for  the  stability  of  the  monetary 
system  itself." 

I  could  not  improve  on  the  succinct  statement  contained  in  the  Report  of  the 
Joint  Economic  Committee  on  the  January  1968  Economic  Report  of  the  Presi- 
dent, which  deals  with  international  liquidity  in  the  following  terms : 

"The  free  world's  liquidity  needs  require  prompt  ratification  and  activation 
of  the  IMF's  amendments  providing  the  new  Special  Drawing  Rights." 
This  report  continues  as  follows  : 

"The  free  world's  liquidity  needs  cannot  be  .satisfied  by  continued  reliance  on 
gold,  accumulations  of  dollars  in  foreign  hands,  and  increased  sterling  liabilities. 
Nor  can  we  depend  on  increases  in  the  presently  provided  drawing  rights  under 
the  IMF  agreements.  A  sizable  part  of  the  apparent  growth  of  foreign  exchange 
reserves  in  the  past  2i/^  years  has  been  dependent  on  fortuitous  deficits  which 
the  countries  of  the  world  wish  to  see  terminated  at  once.  Nor  is  there  any  pros- 
spect  that  increased  availability  of  gold  will  do  the  job.  It  is,  therefore,  impera- 
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tive  that  the  new  IMF  agreements,  providing  for  special  drawing  rights,  should 
be  ratified  at  once  and  activated  at  the  earliest  practicable  moment." 

A  minority  opinion,  while  questioning  some  aspects  of  the  Administration's 
balance  of  payments  program,  supports  the  majority  with  respect  to  the  Special 
Drawing  Rights  as  follows : 

"It  therefore  becomes  essential  in  our  view  that : 

"1.  The  new  special  drawing  rights  under  the  IMF  be  activated  as  soon  as 
possible  after  ratification  of  the  agreement. 

"With  gold  in  ofiicial  monetary  reserves  declining  and  with  confidence  in  the 
key  reserve  currencies  beginning  to  wane,  an  additional  source  of  world  liquidity 
will  be  needed  to  accommodate  expanding  economic  growth  and,  equally  impor- 
tant, to  head  off  protectionist  and  restrictionist  measures  that  could  result  if 
countries  find  themselves  short  of  ofiicial  reserves." 

I  want  also  to  indicate  how  much  we  in  the  Administration  are  indebted  to 
the  Advisory  Committee  on  International  Monetary  Arrangements  which  has 
worked  closely  with  us  on  these  matters,  under  the  Chairmanship  of  former 
Secretary  of  the  Treasury  Douglas  Dillon.  Secretary  Dillon  shared  the  view  of 
the  Joint  Economic  Committee  as  to  the  urgent  need  to  strengthen  the  interna- 
tional monetary  system,  and  so  expressed  himself  as  early  as  June  1965.  The 
Advisory  Committee  was  established  on  July  16,  1965,  and  consists  of  Chairman 
Dillon  and  eight  distinguished  economists  and  financial  leaders.^ 

Ill 

As  I  have  stated  on  several  occasions,  the  Special  Drawing  Rights  Plan  is 
not  designed  to  help  the  United  States  or  any  other  individual  country  deal  with 
its  balance  of  payments  problem.  It  does  not  change  in  any  way  the  urgency 
of  achieving  the  correction  of  the  disequilibrium  in  our  balance  of  payments. 

If  it  were  assumed,  for  example,  that  Special  Drawing  Rights  were  to  be 
created  in  the  amount  of  $10  billion  in  a  5-year  period,  or  at  the  rate  of  $2  billion 
a  year,  the  United  States  would  receive  about  $500  million  a  year  in  Special 
Drawing  Rights.  This  amounts  to  only  one-sixth  of  the  approximately  $3  billion 
improvement  sought  in  the  balance  of  payments  under  the  January  1  program. 

Furthermore,  if  the  United  States  continued  to  have  a  large  deficit  and  if 
world  reserves  continued  to  rise  as  a  result,  this  would  certainly  affect  the 
collective  judgment  as  to  the  global  need  for  reserves  in  the  form  of  Special 
Drawing  Rights.  The  provisions  of  the  Amendment  leave  flexibility  for  the  exer- 
cise of  collective  judgment  as  to  the  initial  decision  to  create  SDR,  by  an  85 
percent  weighted  majority.  But  the  Report  of  the  Executive  Directors  of  the 
Fund  makes  clear  that  the  situation  of  the  U.S.  balance  of  payments  will  have 
an  important  bearing  on  that  decision.  The  relevant  passage  reads  as  follows : 

"Article  XXIV,  Section  1(b),  provides  that  the  first  decision  to  allocate  spe- 
cial drawing  rights  shall  be  based  on  the  principles  that  guide  all  decisions 
to  allocate  special  drawing  rights,  and  in  addition,  that  it  shall  take  into  account 
certain  special  considerations.  The  first  of  these  special  considerations  is  a 
collective  judgment  that  there  is  a  global  need  to  supplement  reserves.  The  term 
'collective  judgment'  refiects  the  requirement  of  an  85  per  cent  majority  of  the 
total  voting  power  for  the  adoption  by  the  Board  of  Governors  of  decisions  to 
allocate  special  drawing  rights.  The  other  special  considerations  are  the  attain- 
ment of  a  better  balance  of  payments  equilibrium  and  the  likelihood  of  a  better 
working  of  the  adjustment  process  in  the  future.  While  the  situation  of  all  mem- 
bers is  relevant  to  a  judgment  with  respect  to  the  attainment  of  a  better  balance 
of  payments  equilibrium,  the  judgment  to  be  made  at  the  time  will  necessarily 
be  influenced  predominantly  by  the  situation  of  members  that  have  a  large 
share  in  world  trade  and  payments." 

In  short,  the  Special  Drawing  Rights  Plan  does  not  in  any  way  relieve  the 
United  States  of  the  necessity  to  bring  its  international  payments  into  far 
better  balance  than  is  the  case  at  the  present  time  or  has  been  for  the  last 
several  years. 

As  we  are  all  well  aware,  the  United  States  has  experienced  a  protracted 
decline  in  its  gold  reserves,  from  more  than  $24  billion  to  less  than  $11  billion. 
The  introduction  of  the  Special  Drawing  Rights  should  give  us  a  welcome  oppor- 
tunity to  begin  rebuilding  the  level  of  our  reserves  without  taking  reserves 
away  from  other  countries.  We  should  endeavor  to  use  our  allocations  of  Special 
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Drawiug  Rights  for  the  purpose  of  building  up  our  reserves  rather  than  using 
them  to  finance  a  continuing  deficit. 

A  Ivey  to  the  proi)er  functioning  of  the  international  monetary  system  is  to 
maintain  confidence  in  the  dollar.  The  dollar  plays  a  role,  both  as  a  means  of 
holding  reserves  and  as  a  privately  used  international  medium  of  exchange,  which 
the  world  has  found  extremely  useful  and  efficient,  and  which  would  be  diffi- 
cult to  replace. 

IV 

One  cannot  now  anticipate  the  amount  of  Si)ecial  Drawing  Rights  that  will  be 
created  under  the  Si)ecial  Drawing  Rights  procedure  by  the  exercise  of  a  collec- 
tive judgment  as  to  global  needs  for  reserves.  It  is  quite  clear,  however,  that 
Special  Drawing  Riglits  will  be  needed  to  maintain  sufficient  growth  in  global 
reserves.  Over  the  longer  run,  if  the  secular  trend  of  reserves  becomes  too  gradual, 
or  levels  off,  this  can  have  a  pervasive  effect  in  dampening  the  advance  of  inter- 
national trade  and  investment.  Newly  created  reserves  provide  a  margin  by 
which  the  countries  gaining  reserves  can  do  so  without  simultaneously  reducing 
the  reserve  position  of  other  countries.  Tlie  narrower  this  margin  becomes,  the 
fiercer  is  the  competition  for  reserves  among  the  trading  nations.  Under  such 
conditions,  the  countries  losing  reserves  have  a  stronger  tendency  to  take  defen- 
sive measures  by  raising  interest  rates  and  applying  restraints  of  various  kinds 
on  capital  movements  or  even  upon  current  transactions.  Other  countries  may  re- 
spond with  similar  defensive  measures,  leading  to  a  cumulative  escalation  of 
interest  rates  and  restraints  and  restrictions  on  international  tran.sactions. 

Conversely,  a  wider  margin  of  new  reserves  entering  the  monetary  system  will 
provide  a  greater  leeway  for  the  countries  desiring  to  expand  their  reserves — and 
this  includes  most  countries — and  to  do  so  with  less  impact  in  the  form  of  cor- 
responding reductions  in  the  reserves  of  those  countries  which  are  the  weakest 
and  can  least  afford  it,  in  the  international  competitive  sen.se. 

It  has,  of  course,  been  important  to  establish  a  careful  and  cautious  procedure 
for  taking  decisions  to  create  reserves  that  would  not  arouse  concern  regarding 
any  misuse  of  the  ability  to  create  reserves.  The  procedures  set  forth  in  the 
Amendment,  requiring  an  85  percent  weighted  vote  of  the  members  of  the  IMF, 
after  a  period  of  extensive  consultation,  should  be  fully  adequate  to  provide  the 
necessary  assurance. 

V 

Attached  to  this  statement  as  attachment  A  ^  is  an  analysis  of  the  main  sub- 
stantive features  of  the  Special  Drawing  Rights,  as  set  forth  in  the  Amendment. 

The  Executive  Directors  of  the  Fund  have  proposed  a  single  integrated  Amend- 
ment to  the  Articles  of  Agreement,  that  is  to  be  accepted  or  rejected  by  coun- 
tries in  its  entirety. 

The  Amendment  covers  modifications  in  the  existing  Articles  of  Agreement, 
plus  additional  Articles  XXI  through  XXXII,  covering  the  new  Special  Draw- 
ing Account,  together  with  four  new  schedules  to  implement  the  Special  Draw- 
ing Rights  facility. 

There  is  now  in  pi-ocess  a  vote  by  mail  of  the  Fund  Governors,  which  is  to  be 
completed  by  May  31.  This  vote  signifies  that  the  Governors  of  the  Fund  are 
prepared  to  recommend  acceptance  or  ratification  of  the  Amendment  by  their 
governments;  an  affirmative  vote  has  been  cast  by  the  United  States  Governor. 
The  Amendment  becomes  effective  only  when  60  percent  of  the  members  having 
80  percent  of  the  total  voting  power  have  accepted  it  by  formally  notifying  the 
Fund  to  that  effect.  For  the  United  States  this  requires  authorization  by  the 
Congress. 

The  next  step  is  to  form  a  body  of  participants  in  the  Special  Drawing  Account 
by  dt'iiositing  with  the  Fund  a  document  setting  forth  that  the  member  has  taken 
all  steps  necessary  to  enable  it  to  carry  oiit  all  of  its  undertakings  as  a  partici- 
pant. The  body  of  i»articipants  is  not  in  a  i)Osition  to  take  action  until  members 
having  at  least  75  percent  of  Fund  quotas  have  deposited  such  instruments.  This 
provision  avoids  any  possibility  of  precipitate  decisions  by  a  small  group  of  early 
participants. 

Once  the  body  of  participants  has  been  formed,  the  Managing  Director  of  the 
Fund  may  then  recommend  that  a  given  volume  of  Special  Drawing  Rights  be 
created  for  the  ensuing  5-year  i>eriod.  Three  special  considerations  must  be  taken 
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into  account  in  this  first  decision  to  create  SDR.  They  are :  (1)  A  collective  judg- 
ment (by  the  required  85  percent  vote)  that  there  is  a  global  need  to  supplement 
reserves;  (2)  the  attainment  of  a  better  balance  of  imyments  equilibrium;  and 
(3)  the  likelihood  of  a  better  working  of  the  adjustment  process  in  the  future.  All 
of  these  considerations  are  matters  of  judgment  and  consultation  rather  than 
statistical  formulation. 

Allocation  of  SDR  will  be  made  to  participants  in  proportion  to  their  quotas 
in  the  Fund.  Any  participant  that  does  not  vote  in  favor  of  an  activation  proposal 
may  "opt  out"  of  receiving  allocations  under  a  particular  decision  to  create 
reserves. 

The  Amendment  sets  up  rules  governing  the  use  of  Special  Drawing  Rights  in 
transfers  among  monetary  authorities.  The  general  effect  of  these  rules  is  to 
cause  Special  Drawing  Rights  to  flow  from  countries  that  need  to  spend  reserves 
to  countries  that  are  in  a  strong  reserve  or  balance  of  payments  position,  and  that 
are  expected  to  hold  the  SDR.  In  fact  they  are  required  tO'  receive  and  hold  the 
SDR  up  to  an  amount  which,  together  with  their  own  allocated  SDR,  would 
equal  three  times  their  cumulative  allocations. 

One  procedure  for  spending  the  Special  Drawing  Rights  would  lead  to  a  flow 
of  SDR  to  several  designated  countries  in  a  strong  financial  position.  By  mutual 
agreement,  however,  a  country  needing  to  use  Special  Drawing  Rights  may 
transfer  them  to  a  single  recipient  country  for  the  purpose  of  acquiring  troiii 
that  country  balances  in  its  own  currency.  For  example,  if  the  other  country  is 
agreeable,  the  United  States  can  pay  Special  Drawing  Rights  to  that  country  for 
the  purpose  of  reducing  the  dollar  holdings  of  such  a  country.  This  is  a  useful 
feature,  since  the  way  in  which  a  reserve  center  uses  reserves  is,  in  most  cases,  to 
purchase  and  thus  reduce  some  of  its  own  foreign-held  liquid  liabilities. 

There  are  provisions  regarding  reconstitution  which  required  extensive  negotia- 
tion to  reach  a  meeting  of  minds.  The  basic  requirement  is  that  the  average  net 
holdings  of  Special  Drawing  Rights  should  not,  for  the  5-year  period  as  a  whole, 
fall  below  30  percent  of  the  average  cumulative  amount  allocated  to  the  par- 
ticipant :  this  provision  is  automatically  complied  with  if  a  participant  has  not 
used  more  than  70  percent  of  his  allocation.  It  is  not  an  onerous  obligation. 

It  is  also  worth  noting  that  the  Special  Drawing  Rights  can  be  used  in  various 
transactions  with  the  General  Account  of  the  Fund,  through  which  the  Fund  will 
hence  forth  conduct  its  traditional  functions.  For  example,  a  participant  can  repay 
previous  drawings  from  the  Fund  partly  or  wholly  with  Special  Drawing  Rights — 
in  some  cases  by  right,  and  in  others  by  decision  of  the  Fund. 

There  is  a  provision  permitting  the  holding  of  Special  Drawing  Rights  by 
nonmember  countries  or  by  institutions  such  as  the  Bank  for  International  Settle- 
ments or  a  regional  monetary  agency  in  Latin  America.  This  provision  does  not 
permit  allocations  to  nonmembers,  but  allows  the  holding  of  SDR  by  institutions 
that  perform  one  or  more  functions  of  a  central  bank.  Other  international  in- 
stitutions, such  as  those  engaged  in  development  financing,  cannot  be  authorized 
to  be  holders  of  SDR  or  to  engage  in  SDR  transactions. 

VI 

The  proposed  amendment  also  will  change  certain  features  of  the  existing  pro- 
visions in  the  Articles  of  Agreement  of  the  Fund.  There  are  six  main  proposals 
for  change,  along  with  subsidiary  and  consequential  alterations.  More  detailed 
discussion  of  these  changes  is  provided  in  Attachment  B.^ 

First,  general  changes  in  quotas  of  the  Fund  are  to  require  approval  by  85 
percent  of  the  total  voting  power,  instead  of  the  80  perc'ent  now  needed.  Depart- 
ures from  the  standard  arrangement  for  paying  one-quarter  of  any  quota  in- 
crease in  gold  are  also  to  be  decided  by  85  percent.  This  higher  majority  was 
considered  desirable  by  some  countries  to  place  the  same  decisionmaking  re- 
quirement on  increases  in  liquidity  resulting  from  quota  increases  as  on  increases 
in  i^eserves  through  creating  and  allocating  SDR. 

Second,  the  voting  majority  to  decide  on  a  uniform  proportionate  change  in 
par  values — that  is,  on  a  change  in  the  oflScial  price  of  gold — will  be  raised  to 
85  percent  under  the  proposed  Amendment.  Previously,  the  majority  specified 
for  this  decision  was  a  simple  majority,  provided  that  each  member  with  10 
percent  of  the  quotas  concurred.  Also,  the  voting  majority  for  a  decision  not  to 
maintain  the  gold  value  of  the  Fund's  assets  in  the  event  of  a  decision  to  change 
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the  price  of  gold  will  in  the  future  be  85  i>erceiit,  compared  to  a  simple  majority  in 
the  past.  Since  these  changes  make  a  change  in  the  monetary  price  of  gold  even 
more  difficult,  we  were  able  to  agree  to  them. 

Third,  the  procedures  for  making  legal  interpretations  of  the  provisions  of  the 
Articles  of  Agreement  of  the  Fund  are  to  be  altered.  As  before,  the  Fund's  Execu- 
tive Directors  will  have  authority  to  interpret  the  Articles  by  a  simple  majority 
of  the  voting  power.  And,  as  before,  such  an  interpretation  can  be  appealed  to  the 
Board  of  Governors,  whose  decision  will  be  final.  But  in  future,  there  will  be  a 
Governors'  Committee  which  will  conduct  the  initial  review  of  an  appeal  to 
the  Governors.  The  decision  of  this  Committee  will  be  final,  unless  it  is  changed  by 
85  percent  of  the  total  voting  power  in  the  full  Board  of  Governors. 

The  other  three  changes  are  largely  technical  and,  to  a  large  degree,  represent 
codifying  changes  rather  than  major  new  departures. 

The  fourth  change  involves  making  the  so-called  gold  tranche  positions  in  the 
Fund  more  fully  acceptable  as  reserves  by  giving  them  legally  automatic  status, 
to  succeed  the  de  facto  automaticity  they  have  had  for  many  years.  At  the  same 
time,  so-called  super  gold  tranche  positions  are  to  be  paid  a  remuneration,  in 
practice  an  interest  return,  initially  set  at  l^^  percent. 

The  fifth  change  concerns  drawings  in  the  credit  tranches.  In  a  change  that 
will  codify  the  existing  approach  of  many  years'  standing,  credit  tranche 
drawings  will  in  future  legally  have  to  be  subject  to  appropriate  policy  conditions. 
This  legal  change  will  not,  however,  require  any  stiffening  of  the  existing  policies 
of  the  Fund  governing  credit  tranche  drawings. 

Sixth  and  finally,  some  technical  changes  are  being  proposed  in  the  so-called 
mandatory  repurchase  obligations  in  the  Fund.  These  changes  will  bring  these 
provisions  more  up  to  date  and  enable  them  to  operate  more  effectively  and 
smoothly. 

VII 

There  are,  it  seems  to  me,  several  reasons  why  it  is  important  that  the  Amend- 
ment be  ratified  at  this  session  of  the  Congress. 

First,  delay  in  ratifying  the  SDR  Amendment  would  encourage  gold  specula- 
tion. To  a  very  considerable  extent,  the  Special  Drawing  Right  has  now  become 
recognized  as  the  preferred  alternative  to  the  increase  in  the  gold  price. 

Second,  the  United  States  has  always  taken  the  lead  in  legislative  action  on 
quota  increases  and  other  legislation  affecting  the  International  Monetary  Fund. 
If  the  United  States  were  to  delay  action,  many  other  countries  might  also  post- 
pone ratification  until  the  United  States  has  acted.  This  could  mean  a  delay  of 
many  months  in  setting  up  the  facility  for  creating  Special  Drawing  Rights. 
With  affirmative  action  by  the  Congress  at  this  session,  it  would  be  passible  for 
65  member  countries  to  ratify  the  Amendment  early  in  1969.  Delayed  action  on 
our  part  could  add  another  12  months  to  the  interim  period  before  the  facility 
is  in  effect.  During  the  interim  the  growth  of  world  reserves  could  be  meager, 
assuming  improvement  in  the  balance  of  payments  of  the  United  Kingdom  and 
the  United  States.  Consequently,  delay  might  bring  signs  of  an  uncomfortable 
international  liquidity  squeeze,  due  to  the  failure  of  reserves  to  rise  at  an  ade- 
quate rate  for  several  years. 

As  the  Report  of  the  National  Advisory  Council  points  out,  despite  the  financial 
strain  of  the  year  1967  the  world's  reserves  did  rise  in  that  year  by  about  $1.7 
billion.  This  occurred  despite  a  net  loss  of  $1.6  billion  in  gold  from  monetary  re- 
serves, but  it  did  mean  for  the  world  exclusive  of  the  United  States,  reserve 
growth  at  the  rate  of  only  3  percent,  as  compared  with  more  than  5  percent  per 
annum  during  the  past  17  years. 

We  cannot  now  anticipate  what  the  decision  might  be  as  to  the  amount  of 
Special  Drawing  Rights  that  would  be  created  in  the  first  5  years,  but  over  the 
longer  run,  the  needs  of  a  rapidly  growing  international  trading  and  investing 
world  economy  should  be  reflected  in  decisions  to  make  use  of  the  new  facility. 
It  is  strongly  in  the  interest  of  the  United  States  to  take  prompt  action  to  be- 
come a  participant  in  the  Special  Drawing  Account. 

VIII 

The  amendment  once  approved  must  be  accepted  by  the  United  States  before 
it  can  enter  into  effect.  Under  Section  5  of  the  Bretton  Woods  Agreements  Act, 
the  President,  on  behalf  of  the  United  States,  cannot  accept  the  amendment  until 
he  is  authorized  to  do  so  by  Congress.  The  principal  provision  of  the  bill  before 
you  is  an  authorization  to  the  President  to  accept  the  Proposed  Amendment  to 
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the  Fund  Articles.  The  bill  also  authorizes  the  President  to  participate  in  the 
Special  Drawing  Account  which  will  implement  the  provisions  of  the  Special 
Drawing  Rights  portion  of  the  Proposed  Amendment. 

In  order  to  participate  in  the  Special  Drawing  Account,  the  United  States 
must  deposit  an  instrument  with  the  Fund  stating  that  it  undertakes  all  of  the 
commitments  of  a  participant  in  the  Special  Drawing  Account  in  accordance 
with  its  law  and  that  it  has  taken  all  steps  necessary  to  enable  it  to  carry  out 
all  of  these  undertakings. 

The  second  major  area  covered  by  the  proposed  legislation  comprises  the  steps 
that  must  be  taken  under  our  domestic  law  to  fulfill  the  commitments  that  flow 
from  participation  in  the  Special  Drawing  Account. 

The  primary  commitment  of  the  SDR  facility  is  to  have  authority  to  accept 
transfers  of  SDR  from  other  participants.  This  undertaking  by  all  participants 
to  provide  convertible  currency  in  return  for  SDR  is  the  primary  element  which 
makes  Special  Drawing  Rights  a  high  quality  reserve  asset.  The  United  States 
must  also  be  prepared  to  pay  charges  on  its  use  of  its  allocations  of  SDR  and  pay 
the  United  States  share  of  assessments  the  Fund  may  make  to  meet  the  adminis- 
trative expenses  of  running  the  Special  Drawing  Account. 

Because  it  is  so  essential  to  the  operation  of  the  Facility  we  must  make  domes- 
tic arrangements  that  will  assure  beyond  question  the  ability  of  the  United  States 
to  meet  its  acceptance  commitment.  In  searching  for  the  method  to  accomplish 
best  this  objective,  we  naturally  turned  to  the  techniques  used  for  handling 
existing  reserve  assets.  Purchases  of  gold  are  similar  in  nature  to  purchases  of 
Special  Drawing  Rights.  When  the  United  States  buys  gold  it  pays  dollars  in 
return.  Thus,  in  a  sense,  our  acceptance  commitment  for  gold  is  the  same  as  for 
Special  Drawing  Rights — the  payment  of  dollars  against  the  receipt  of  an  asset. 
For  gold  the  domestic  arrangement  that  assures  that  the  United  States  can 
always  supply  dollars  is  the  authority  of  the  Secretary  of  the  Treasury  to  issue 
gold  certificates,  against  an  equal  amoimt  of  gold  holdings,  to  the  Federal 
Reserve  banks  in  return  for  dollars.  When  gold  is  sold,  the  resulting  dollars  are 
used  to  redeem  the  gold  certificates  which  had  previously  been  issued  against 
the  gold  that  was  sold. 

A  similar  procedure  is  proposed  for  Special  Drawing  Rights.  The  Secretary 
of  the  Treasury  would  be  authorized  to  issue  Special  Drawing  Rights  Certifi- 
cates against  an  equal  amount  of  SDR  holdings  to  the  Federal  Reserve  banks 
in  return  for  dollars.  Just  as  in  the  case  when  gold  is  sold,  the  dollars  resulting 
from  the  sale  of  Special  Drawing  Rights  Certificates  would  be  used  to  redeem  the 
Special  Drawing  Rights  which  had  previously  been  issued  against  the  SDR 
that  were  sold.  Use  of  a  similar  technique  for  Special  Drawing  Rights  as  is  used 
for  purchases  and  sales  of  gold  not  only  provides  an  assured  method  of  meeting 
our  acceptance  commitments  but  also  demonstrates  to  the  world  our  confidence 
in  Special  Drawing  Rights  as  a  valuable  reserve  asset. 

Although  acceptance  commitments  must  be  honored  in  order  to  make  the 
SDR  Facility  work,  they  are  not  a  burden  on  the  United  States.  Acceptance  of 
SDR  against  dollars  involves  only  an  exchange  of  assets.  In  return  for  one 
asset — dollars — we  will  obtain  a  highly  valuable  international  reserve  asset — 
Special  Drawing  Rights — that  the  United  States  can  use  to  meet  problems  aris- 
ing from  a  balance  of  payments  deficit  or  a  decline  in  reserves.  Because  these 
transactions  are  exchanges  of  assets  they  will  have  no  effect  on  budget  receipts 
or  expenditures.  Similarly,  our  participation  will  involve  no  increase  in  new 
obligational  authority. 

The  proposed  legislation  provides  that  Special  Drawing  Rights  will  be  held 
in  the  Exchange  Stabilization  Fund.  The  ESF  would  be  responsible  for  providing 
dollars  against  Special  Drawing  Rights  presented  to  the  United  States,  utilizing 
as  needed  the  Special  Drawing  Right  Certificate  procedure  I  have  already  de- 
scribed. It  would  also  pay  charges  and  assessments,  and  receive  interest  payments 
on  SDR.  The  technical  details  of  the  operation  of  this  method  of  financing 
United  States  participation  in  the  Special  Drawing  Account  are  contained  in 
the  section-by-section  analysis  of  the  proiwsed  legislation,  annexed  as  Attach- 
ment C  to  this  statement. 

Finally,  it  is  understood  that  members  of  the  Fund  wishing  to  become  partici- 
pants will  have  authority  to  accept  the  rights  and  responsibilities  that  go  with 
SDR  allocations  up  to  a  minimum  amount  of  50  percent  of  their  quotas.  A 
number  of  countries  are  likely  to  operate  with  no  ceiling  on  their  ability  to 
participate,  by  treating  Special  Drawing  Rights  in  the  same  way  as  official 
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holdings  of  gold  and  foreign  exchange,  which  are  usually  subject  to  no  legal 
ceiling.  In  our  case,  the  recommendation  is  that  Congress  give  authorization 
to  participate  up  to  an  amount  equal  to  the  United  States  quota  of  slightly  more 
than  $5  billion.  By  placing  a  ceiling  on  the  amount  of  Special  Drawing  Rights 
that  may  be  allocated  to  the  United  States,  provision  is  made  for  a  Congressional 
review  of  the  experience  with  the  Special  Drawing  Rights.  But  by  giving  an  au- 
thorization that  is  larger  than  the  minimum  suggested  by  the  Fund,  the  United 
States  would  be  indicating  a  more  positive  attitude  towards  Special  Drawing 
Rights  as  a  reserve  asset  than  would  be  the  case  if  we  were  to  adopt  the  minimum 
acceptable  participation  authority. 

Note. — Attachments  A  and  B,  omitted  from  this  exhibit,  are  contained  in 
hearings  before  the  Committee  on  Banking  and  Currency,  House  of  Repre.senta- 
tives,  90th  Congress,  2d  session  on  H.R.  16911,  May  1, 1968. 
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ATTACHMENT  C 

Explanation  of  the  Legislation  Providing  for  U.S.  Participation  in  the  Special 

Drawing  Rights  Facility 

Section  1 

This  section  provides  that  the  Act  may  be  cited  as  the  Special  Drawing  Rights 
Act. 

Section  2 

Section  2  authorizes  the  President  to  accept  the  Amendment  to  the  Articles  of 
Agreement  of  the  International  Monetary  Fund  which  establishes  the  Special 
Drawing  Right  Facility.  The  Amendment  also  covers  a  number  of  changes  in  the 
existing  operations  of  the  Fund. 

The  Amendment  is  attached  to  a  resolution  of  the  Board  of  Governors  of  the 
Fund.  Article  XVII (a)  of  the  Fund  Articles  requires  that  this  Resolution  approv- 
ing the  Amendment  be  approved  by  a  weighted  majority  vote  of  the  Fund  Gov- 
ernors. Once  approved,  the  Amendment  is  then  submitted  to  Member  Govern- 
ments for  acceptance.  Article  XVII  (a)  requires  that  the  Amendment  be  accepted 
by  three-tifths  of  the  members  exercising  80  percent  of  the  total  voting  power. 

Section  5  of  the  Bretton  Woods  Agreements  Act,  as  amended  (22  U.S.C.  286c), 
requires  that  approval  of  Congress  must  be  given  before  the  President  may  accept 
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an  amendment  to  the  Articles  of  the  Fund.  Section  2  of  the  draft  hill  would  give 
the  necessary  congressional  authorization  to  the  President  and  it  would  also  give 
approval  to  United  States  participation  in  the  Special  Drawing  Account  which 
would  be  established  by  the  Amendment  to  implement  the  Special  Drawing 
Rights  Facility. 

Section  3 

In  order  to  participate  in  the  Special  Drawing  Account,  under  Article  XXIII, 
Section  1,  the  United  States  must  deposit  an  instrument  with  the  Fund  stating 
that  it  undertakes  all  of  the  commitments  of  a  participant  in  the  Special  Drawing 
Account  in  accordance  with  its  law  and  that  it  has  taken  all  steps  necessary  to 
enable  it  to  carry  out  all  of  these  undertakings.  (To  make  the  Facility  opera- 
tional, such  instruments  must  be  deposited  by  members  with  75  percent  of  the 
total  Fund  quotas.) 

The  primary  commitment  is  the  ability  to  accept  Special  Drawing  Rights  from 
other  participants  and  pay  a  convertible  currency  in  return.  Participants  must 
have  authority  to  accept  Special  Drawing  Rights  in  amounts  equal  to  three  times 
their  net  cumulative  allocations  (Article  XXV,  Section  4).  The  United  States 
must  also  be  prepared  to  pay  charges  on  its  use  of  its  allocations  of  Special  Draw- 
ing Rights  (Articles  XXVI,  XXX  and  XXXI),  and  pay  such  assessments  as  the 
Fund  may  make  as  the  United  States  pro  rata  share  of  the  administrative  ex- 
penses of  running  the  Special  Drawing  Account  (Article  XXVI,  Section  4). 

Section  3  authorizes  the  assumption  of  these  responsibilities.  It  provides  that 
Special  Drawing  Rights  allocated  to,  or  acquired  by,  the  United  States  will  be 
deposited  in  and  administered  as  part  of  the  resources  of  the  Exchange  Stabiliza- 
tion Fund  established  by  Section  10  of  the  Gold  Reserve  Act  of  1934,  as  amended 
(31  U.S.O.  822a). 

Section  3(b)  also  allocates  the  proceeds  of  the  use  of  Special  Drawing  Rights 
to  the  Exchange  Stabilization  Fund.  Accordingly,  this  section  imposes  a  corre- 
sponding responsibility  on  the  Exchange  Stabilization  Fund  to  provide  dollars 
against  Special  Drawing  Rights  when  they  are  presented  to  the  United  States  for 
acceptance.  The  commitment  to  provide  currency  against  Special  Drawing  Rights 
is  the  touchstone  of  what  makes  Special  Drawing  Rights  a  valuable  reserve  asset. 
The  United  States  must  have  domestic  procedures  that  will  give  unquestioned 
assurance  of  our  ability  to  meet  this  commitment.  These  procedures  are  provided 
for  in  Section  4  of  the  draft  bill  and  are  described  below. 

In  addition,  subsection  (b)  of  Section  3  gives  the  Exchange  Stabilization  Fund 
the  responsibility  for  paying  charges  on  use  of  United  States  net  cumulative  allo- 
cations, and  assessments  pursuant  to  Article  XXVI,  Section  4.  Article  XXVI, 
Section  3,  provides  that  the  rate  of  charges  on  Special  Drawing  Rights  will  be 
1%  percent,  although  this  rate  may  be  changed  within  the  limits  of  1  to  2  per- 
cent, by  simple  majority,  and  can  be  moved  outside  these  limits  if  a  wider  range 
is  decided  on  for  remuneration  on  super  gold  tranche  positions  under  Article  V, 
Section  9,  as  amended  by  the  proposed  Amendment.  Assessments  may  be  made 
pro  rata  in  proportion  to  net  cumulative  allocations  to  pay  the  administrative 
expenses  of  the  Special  Drawing  Account.  In  most  cases,  charges  and  assessments 
are  payable  in  Special  Drawing  Rights,  although  in  certain  circumstances  charges 
in  connection  with  liquidation  might  have  to  be  paid  in  currency.  Normally,  it 
would  be  expected  that  the  Exchange  Stabilization  Fund  would  reserve  some  of 
its  holdings  of  Special  Drawing  Rights  to  pay  charges  and  assessments. 

Subsection  3(b)  provides  that  payments  of  interest  to  the  United  States  on 
holdings  of  Special  Drawing  Rights  in  excess  of  United  States  net  cumulative 
allocations  would  be  deposited  in  and  administered  as  part  of  the  Exchange 
Stabilization  Fund.  The  interest  rate  will  be  the  same  as  the  rate  of  charges 
described  above.  Interest  earnings  while  the  United  States  is  holding  Special 
Drawing  Rights  in  excess  of  net  cumulative  allocations  (which  are  paid  in  Special 
Drawing  Rights)  will  provide  a  source  of  funds  for  paying  charges  when  the 
United  States  is  using  its  net  cumulative  allocations. 

Section  ^ 

Section  4  gives  the  Secretary  of  the  Treasury  authority  to  issue  Special  Drawing 
Right  certificates  to  the  Federal  Reserve  Banks  in  amounts  equal  to  any  Special 
Drawing  Rights  held  by  the  United  States.  The  Federal  Reserve  Banks  would 
credit  the  account  of  the  Exchange  Stabilization  Fund  with  a  dollar  deposit  in 
an  amount  equal  to  the  value  of  the  Special  Drawing  Right  certificate.  Special 
Drawing  Right  certificates  would  be  issued  and  remain  outstanding  only  for  the 
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purposes  of  financing  the  acquisition  of  Special  Drawing  Rights  or  financing 
exchange  stabilization  operations.  Under  this  provision,  dollar  balances  obtained 
by  the  Exchange  Stabilization  Fund  through  the  issuance  of  Special  Drawing 
Right  certificates  to  the  Federal  Reserve  Banks  could  not  be  used  for  domestic 
purposes  such  as  deposits  in  commercial  banks  or  acquisition  in  the  open  market 
of  United  States  Government  obligations. 

Section  4(a)  provides  that  the  amount  of  Special  Drawing  Right  certificates 
issued  and  outstanding  shall  at  no  time  exceed  the  value  of  the  Special  Drawing 
Rights  held  against  the  Special  Drawing  Right  certificates.  Thus,  dollars  result- 
ing from  the  sale  of  Special  Drawing  Rights  against  which  a  certificate  had  been 
issued  would  be  used  under  Section  4(b)  to  redeem  an  equivalent  amount  of 
Special  Drawing  Right  certificates. 

The  above  financing  method  pro\ides  absolute  assurance  that  the  United  States 
can  meet  its  acceptance  commitment. 

Purchases  of  gold  are  similar  in  nature  to  purchases  of  Special  Drawing  Rights. 
When  the  United  States  buys  gold  it  pays  dollars  in  return.  Thus,  in  a  sense, 
our  acceptance  procedures  for  gold  are  the  same  as  those  for  Special  Drawing 
Rights — the  payment  of  dollars  against  the  receipt  of  an  asset.  For  gold  the 
domestic  arrangements  that  assure  that  the  United  States  can  always  supply 
dollars  is  the  authority  of  the  Secretary  of  the  Treasury  to  issue  gold  certificates, 
against  an  equal  amount  of  gold  holdings,  to  the  Federal  Reserve  Banks  in 
return  for  dollars  (Section  14,  Gold  Reserve  Act,  as  amended,  31  U.S.C.  405b). 
When  gold  is  sold,  the  resulting  dollars  are  used  to  redeem  the  gold  certificates 
which  had  previously  been  issued  against  the  gold  that  was  sold. 

Although  acceptance  commitments  must  be  honored  in  order  to  make  the  Special 
Drawing  Right  Facility  work,  they  are  not  a  burden  on  the  United  States.  Ac- 
ceptance of  Special  Drawing  Rights  against  dollars  involves  an  exchange  of 
assets.  In  return  for  one  asset — dollars — the  United  States  will  obtain  a  highly 
valuable  international  reserve  asset — Special  Drawing  Rights — that  it  can  use 
to  meet  problems  arising  from  a  balance  of  payments  deficit  or  a  decline  in 
reserves.  Because  these  transactions  are  exchanges  of  assets,  they  will  have  no 
effect  on  budget  receipts  or  expenditures.  Similarly,  Ignited  States  participation 
in  the  Special  Drawing  Account  will  involve  no  increase  in  new  obligational 
authority. 

There  follows  a  series  of  examples  making  assumptions  about  the  flow  of 
Special  Drawing  Rights.  The  consequences  of  such  flows  for  the  domestic  financ- 
ing procedures  provided  for  in  Sections  3  and  4  are  then  explained. 

A.  An  allocation  of  500  million  Special  Drawing  Rights  is  made  to  the  United 
States :  The  500  million  Special  Drawing  Rights  would  be  entered  upon  the 
books  of  the  Exchange  Stabilization  Fund. 

B.  The  United  States  has  a  deficit  in  its  balance  of  iiayments  and  it  sells 
500  million  Special  Drawing  Rights  to  another  country :  The  Exchange  Stabiliza- 
tion Fund  would  receive  $500  million  or  $500  million  equivalent  in  foreign  con- 
vertible currency.  These  funds  would  be  held  in  the  Exchange  Stabilization  Fund 
against  the  liability  to  repurchase  an  equal  amount  of  Special  Drawing  Rights  and 
could  be  used  in  exchange  stabilization  operations.  Interest  earnings  from  such 
oix^rations  or  from  investments  would  be  held  for  the  exclusive  purpose  of  meeting 
commitments  under  the  Special  Drawing  Rights  Facility,  including  payments 
of  charges  and  assessments. 

C.  The  United  States  having  sold  all  of  its  holdings  of  Special  Drawing  Rights 
eliminates  its  deficit  and  is  presented  with  Special  Drawing  Rights  by  other 
participants:  The  Exchange  Stabilization  Fund  would  usually  use  the  dollars 
it  acquired  at  the  time  it  originally  sold  its  Special  Drawing  Rights  allocations 
to  purchase  the  Special  Drawing  Rights  presented.  Under  this  example,  and 
others  set  forth  herein.  Special  Drawing  Right  certificates  could  be  issued 
against  Special  Drawing  Rights  on  hand  at  any  given  time  equivalent  to  tho.se 
received  through  allocations  only  in  circumstances  where  there  was  a  need  for 
resources  to  purchase  Special  Drawing  Rights  or  to  engage  in  exchange  market 
operations. 

D.  Having  repurchased  an  amount  equal  to  our  allocations,  the  United  States 
is  now.  presented  with  Special  Drawing  Rights  from  other  participants  in 
amounts  in  excess  of  net  cumulative  allocations :  The  Exchange  Stabilization 
Fund  would  accept  the  Special  Drawing  Rights  and  simultaneously  issue  a 
Special  Drawing  Right  certificate  to  a  Federal  Reserve  Bank  for  a  dollar  deposit 
in  order  to  provide  dollars  to  the  presenting  participants. 
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E.  The  United  States  sells  its  Special  Drawing  Rights  that  are  held  in  excess 
of  our  allocations :  The  Exchange  Stabilization  Fund  would  receive  dollars  from 
the  foreign  country  and  use  these  dollars  to  redeem  an  equal  amount  of  Special 
Drawing  Right  certificates  held  by  a  Federal  Reserve  Bank. 

Section  5 

Section  5  makes  a  number  of  amendments  in  the  Federal  Reserve  Act  to  allow 
the  Federal  Reserve  Banks  to  hold  Special  Drawing  Right  certificates. 

Subsection  5(a)  amends  the  third  sentence  of  the  second  paragraph  of  section 
16  of  the  Federal  Reserve  Act,  as  amended  (12  U.S.C.  412),  to  allow  the  deposit 
of  Special  Drawing  Right  certificates  as  collateral  security  for  Federal  Reserve 
notes. 

The  first  sentence  of  the  fifth  paragraph  of  section  16  of  the  Federal  Reserve 
Act,  as  amended  (12  U.S.C.  415),  is  further  amended  by  subsection  5(b)  to 
allow  Federal  Reserve  Banks  to  reduce  their  liability  for  outstanding  Federal 
Reserve  notes  by  depositing  Special  Drawing  Right  certificates  with  the 
Federal  Reserve  Agent. 

Subsection  (c)  amends  the  seventh  paragraph  of  section  16  of  the  Federal 
Reserve  Act,  as  amended  (12  U.S.C.  417),  by  providing  that  Special  Drawing 
Right  certificates,  like  gold  certificates,  shall  be  held  in  the  joint  custody 
of  the  Federal  Reserve  Agent  and  the  Federal  Reserve  Banks. 

Subsection  (d)  amends  the  fifteenth  paragraph  of  section  16  of  the  Federal 
Reserve  Act,  as  amended  (12  U.S.C.  467),  by  allowing  Special  Drawing  Right 
certificates,   like  gold  certificates,   to  be  deposited  with  the  Treasury. 

Section  6 

Paragraph  3  of  Part  I  of  the  Executive  Directors'  Report  to  the  Board 
of  Governors  of  April  1968,  notes  (p.  6)  two  ways  in  which  participants  can 
meet  their  acceptance  obligations:  (1)  by  obtaining  authority  to  accept 
the  rights  and  responsibilities  that  go  with  Special  Drawing  Rights  allocations 
up  to  a  minimum  amount  of  50  percent  of  their  quotas,  and  (2)  by  treating 
Special  Drawing  Rights  in  the  same  way  as  official  holdings  of  gold  and  foreign 
exchange,  which  are  usually  subject  to  no  legal  ceiling,  thus  obviating  any 
need  for  further  legislative  action.  Section  6  would  authorize  United  States 
participation  in  allocations  up  to  an  amount  equal  to  the  United  States  Fund 
quota  of  $5,160  million  and  the  U.S.  Governor  could  not  vote  for  allocations 
to  the  United  States  exceeding  this  amount.  By  placing  a  ceiling  on  the  amount 
of  Special  Drawing  Rights  that  may  be  allocated  to  the  United  States,  provision 
is  made  for  a  Congressional  review  of  the  experience  with  the  Special  Drawing 
Rights.  But.  by  giving  an  authorization  that  is  larger  than  the  minimum  sug- 
gested by  the  Fund,  the  United  States  would  be  indicating  a  more  positive 
attitude  towards  Special  Drawing  Rights  as  a  reserve  asset  than  would  be  the 
case  if  the  minimum  acceptable  participation  authority  were  adopted. 

Section  7 

Article  XXVII (b)  provides  that  no  tax  of  any  kind  shall  be  levied  on  Special 
Drawing  Rights  or  on  operations  or  transactions  in  Special  Drawing  Rights. 
The  privileges  and  immunities  of  the  Fund  were  given  force  and  effect  in  the 
United  States  under  Section  11  of  the  Bretton  Woods  Agreements  Act,  as 
amended  (22  U.S.C.  286h).  Section  7  would  follow  this  precedent  by  giving 
Article  XXVII  (b)  full  force  and  effect  in  the  United  States,  its  Territories  and 
possessions  upon  United  States  participation  in  the  Special  Drawing  Account. 


Exhibit  45.— An  act  to  provide  for  U.S.  participation  in  the  facility  based  on 
Special  Drawing  Rights  in  the  IMF 

[Public  Law  90-349.  90th  Congress,  H.R.  16911,  June  19,  1968] 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the  Special  Draw- 
United  States  of  America  in  Congress  assembled,  That  this  Act  1°&  Rights  Act. 
may  be  cited  as  the  "Special  Drawing  Rights  Act." 

Sec.  2.  The  President  is  hereby  authorized  (a)  to  accept  the 
amendment  to  the  articles  of  agreement  of  the  International 
Monetary  Fund  (hereinafter  referred  to  as  the  "Fund"),  attached 
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to  the  April  1908  report  by  the  Executive  Directors  to  the  Board 
of  Governors  of  the  Fund,  for  the  purpose  of  (i)  establishing  a 
facility  based  on  Special  Drawing  Rights  in  the  Fund  and  (ii) 
giving  effect  to  certain  modifications  in  the  present  rules  and 
practices  of  the  Fund,  and  (b)  to  participate  in  the  special  draw- 
ing account  established  by  the  amendment. 

Sec.  3.  (a)  Special  Drawing  Rights  allocated  to  the  United 
States  pursuant  to  article  XXIV  of  the  Articles  of  Agreement  of 
the  Fund,  and  Special  Drawing  Rights  otherwise  acquired  by  the 
United  States,  shall  be  credited  to  the  account  of,  and  administered 
as  part  of,  the  Exchange  Stabilization  Fund  established  by  section 
10  of  the  Gold  Reserve  Act  of  1934,  as  amended  (31  U.S.C.  822a). 

(b)  The  proceeds  resulting  from  the  use  of  Special  Drawing 
Rights  by  the  United  States,  and  payments  of  interest  to  tlie 
United  States  pursuant  to  article  XXVI,  article  XXX,  and  article 
XXXI  of  the  Articles  of  Agreement  of  the  Fund,  shall  be  deposited 
in  the  Exchange  Stabilization  Fund.  Currency  payments  by  the 
United  States  in  return  for  Special  Drawing  Rights,  and  payments 
of  charges  or  assessments  pursuant  to  article  XXVI,  article  XXX 
and  article  XXXI  of  the  Articles  of  Agreement  of  the  Fund,  shall 
be  made  from  the  resources  of  the  Exchange  Stabilization  Fund. 

Sec.  4.  (a)  The  Secretary  of  the  Treasury  is  authorized  to  is- 
sue to  the  Federal  Reserve  banks,  and  such  banks  shall  purchase, 
Special  Drawing  Right  certificates  in  such  form  and  in  such  de- 
nominations as  he  may  determine,  against  any  Special  Drawing 
Rights  held  to  the  credit  of  the  Exchange  Stabilization  Fund.  Such 
certificates  shall  be  issued  and  remain  outstanding  only  for  the 
purpose  of  financing  the  acquisition  of  Special  Drawing  Rights 
or  for  financing  exchange  stabilization  operations.  The  amount  of 
Special  Drawing  Right  certificates  issued  and  outstanding  shall 
at  no  time  exceed  the  value  of  the  Special  Drawing  Rights  held 
against  the  Special  Drawing  Rights  certificates.  The  proceeds 
resulting  from  the  issuance  of  Special  Drawing  Right  certificates 
shall  be  covered  into  the  Exchange  Stabilization  Fund. 

(b)  Special  Drawing  Right  certificates  owned  by  the  Federal 
Reserve  banks  shall  be  redeemed  from  the  resources  of  the  Ex- 
change Stabilization  Fund  at  such  times  and  in  such  amounts 
as  the  Secretary  of  the  Treasury  may  determine. 

Sec.  5.  (a)  The  third  sentence  of  the  second  paragraph  of  sec- 
tion 16  of  the  Federal  Reserve  Act,  as  amended  (12  U.S.C.  412), 
is  amended  by  inserting  "or  Special  Drawing  Right  certificates," 
after  "gold  certificates,". 

(b)  The  first  sentence  of  the  fifth  paragraph  of  section  16  of 
the  Federal  Reserve  Act,  as  amended  (12  U.S.C.  415),  is  amended 
by  inserting  "Special  Drawing  Right  certificates,"  after  "gold 
certificates,". 

(c)  The  seventh  paragraph  of  section  16  of  the  Federal  Reserve 
Act,  as  amended  (12  U.S.C.  417),  is  amended  by  (i)  inserting 
",  Special  Drawing  Right  certificates,"  after  "gold  certificates"  in 
the  first  sentence;  (ii)  inserting  "Special  Drawing  Right  certifi- 
cates," after  "gold  certificates,"  in  the  second  sentence;  and  (iii) 
inserting  "and  Special  Drawing  Right  certificates"  after  "gold 
certificates"  in  the  third  sentence. 

(d)  The  fifteenth  paragraph  of  section  16  of  the  Federal  Re- 
serve Act,  as  amended  (12  U.S.C.  407),  is  amended  by  inserting  (i) 
"or  of  Special  Drawing  Right  certificates"  after  "gold  certificates" 
in  the  first  sentence,  and  (ii)  by  striking  the  third  sentence  and 
inserting  in  lieu  thereof  "Deposits  so  made  shall  be  held  subject 
to  the  orders  of  the  Board  of  Governors  of  the  Federal  Reserve 
System  and  deposits  of  gold  or  gold  certificates  shall  be  payable 
in  gold  certificates,  and  deposits  of  Special  Drawing  Right  certifi- 
cates shall  be  payable  in  Special  Drawing  Right  certificates,  on  the 
order  of  the  Board  of  Governors  of  the  Federal  Reserve  System 
to  any  Federal  Reserve  bank  or  Federal  Reserve  agent  at  the 
Treasury  or  at  the  subtreasury  of  the  United  States  nearest  the 
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place  of  business  of  such  Federal  Reserve  bank  or  such  Federal 
Reserve  agent." 

Sec.  6.  Unless  Congress  by  law  authorizes  such  action,  neither 
the  President  nor  any  person  or  agency  shall  on  behalf  of  the 
United  States  vote  to  allocate  Special  Drawing  Rights  under 
article  XXIV,  sections  2  and  3,  of  the  Articles  of  Agreement  of 
the  Fund  so  that  net  cumulative  allocations  to  the  United  States 
exceed  an  amount  equal  to  the  United  States  quota  in  the  Fund  as 
heretofore  authorized  tinder  the  Bretton  Woods  Agreements  Act 
of  1945,  as  amended  (31  U.S.C.  822a (c),  22  U.S.C.  286e,  286e-l 
(a),286e-lb). 

Sec.  7.  The  provisions  of  article  XXVII  (b)  of  the  Articles  of     59  Stat.  514 ; 
Agreement  of  the  Fund  shall  have  full  force  and  effect  in  the     ||  |^|^- 1^^ 
United  States  and  its  territories  and  possessions  when  the  United 
States  becomes  a  participant  in  the  special  drawing  account. 

Approved  June  19,  1968. 


Exhibit  46. — Statement  by  Secretary  Fowler,  May  8,  1968,  before  the  House 
Banking  and  Currency  Committee,  on  replenishment  of  the  resources  of  the 
International  Development  Association 

I  appear  before  you  this  morning  in  support  of  H.R.  16775,  which  provides  for 
U.S.  participation  in  the  second  replenishment  of  the  International  Development 
Association  (IDA).  This  replenishment  is  of  far-reaching  importance  to  the 
developing  countries  of  the  world,  and  will  serve  to  advance  basic  U.S.  objec- 
tives in  international  economic  development  in  a  framework  of  further 
multilateral  financial  cooperation. 

This  committee  has  just  acted  promptly  and  wisely  on  a  proposal  of  tran- 
scendent importance  in  shaping  the  future  of  the  international  monetary  sys- 
tem— the  creation  of  Special  Drawing  Rights  in  the  International  Monetary 
Fund.  In  taking  up  the  bill  now  before  us,  the  committee  addresses  itself  to  a 
second  great  world  economic  problem  of  this  decade  and  the  next :  economic 
development  for  the  poor  or  less  developed  countries  of  the  world. 

These  are  not  unrelated  problems.  Adequate  reserve  growth  is  a  prerequisite 
to  a  satisfactory  expansion  of  world  trade  and  investment.  The  economically 
advanced  countries  cannot  reach  their  full  economic  potential  if  the  developing 
countries  are  stagnating.  IDA's  role  is  vital  in  avoiding  such  stagnation  and  in 
creating  conditions  favorable  to  economic  advancement. 

The  requirements  for  development  assistance  among  the  poor  nations  of  the 
world  remain  immense.  In  an  interdependent  world  economy,  these  needs  cannot 
go  unmet  indefinitely.  Ofiicial  flows  of  development  finance  from  the  economically 
advanced  countries,  as  measured  by  the  Development  Assistance  Committee  of 
the  Organization  for  Economic  Cooperation  and  Development  amount  to  roughly 
$6^  billion  a  year.  Responsible  estimates  made  in  recent  years  indicate  that 
additional  flows  of  development  resources  of  several  billion  dollars  a  year  could 
be  promptly  and  effectively  put  to  work  in  stimulating  development  and  creat- 
ing the  necessary  infrastructure  for  further  growth  in  the  developing  countries. 
At  the  same  time,  the  capacity  of  many  developing  countries  to  service  additional 
debt  is  severely  limited.  It  is  because  of  that  severe  limitation  that  the  Special 
Report  of  the  National  Advisory  Council  on  the  replenishment  of  IDA  observes, 

"It  is  also  clear  that  economic  development  of  the  developing  countries  can- 
not be  carried  out  entirely  on  the  basis  of  loans  on  conventional  terms  without 
potentially  endangering  seriously  the  soundness  of  the  international  financial 
structure.  A  replenishment  of  IDA  at  the  level  proposed  would  contribute  to  meet- 
ing the  greater  demands  for  funds  by  eliciting  larger  contributions  from  the  other 
donors  on  terms  that  fully  take  into  account  the  debt  servicing  burden  of  the 
developing  countries." 

We  can  be  certain  that,  measured  against  either  the  readily  apparent  needs  of 
the  developing  countries  or  their  capacity  to  use  external  resources  in  conjunc- 
tion with  their  own  siibstantial  self-help  efforts,  the  proposed  IDA  replenishment 
will  fill  only  part  of  the  gap.  The  proposed  amount  of  the  replenishment — -$4.00 
million  a  year  for  the  next  3  years,  of  which  the  U.S.  share  would  be  $160  million 
a  year — represents  what  it  has  been  possible  to  achieve  international  accord  on 
among  the  economically  advanced  countries. 
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I  have  given  my  closest  attention  to  each  stage  of  the  discussions  and  nego- 
tiations leading  to  the  proposed  multilateral  accord  before  you  today.  As  you 
well  know,  much  of  my  time  and  energy  as  Secretary  of  the  Treasury  has  been 
devoted  to  finding  ways  of  achieving  important  U.S.  international  objectives 
within  the  constraints  imposed  by  our  balance  of  payments  problem.  In  my  judg- 
ment, this  proposal  reconciles  the  imperative  need  for  continued  U.S.  support  of 
IDA  with  our  own  need  to  avoid  adverse  balance  of  payments  consequences  from 
our  contributions. 

In  its  original  conception  and  in  its  subsequent  development,  IDA  has  merited 
and  received  bipartisan  support.  Proposed  under  President  Eisenhower  and 
expanded  under  Presidents  Kennedy  and  Johnson,  IDA  meets  needs  that  are 
recognized  on  both  sides  of  the  congressional  aisle.  I  could  hardly  document  the 
character  of  this  bipartisan  support  better  than  by  quoting  from  the  Congres- 
sional Record  of  May  13,  1964,  when  the  first  replenishment  of  IDA  was  being 
debated.  The  distinguished  Congresswoman  from  New  Jersey,  a  member  of  this 
committee,  Mrs.  Florence  Dwyer,  said  on  that  occasion  : 

"In  1960,  as  it  is  today  and  as  it  was  when  the  idea  was  first  suggested  in  1951, 
the  concept  of  an  agency  to  supplement  the  World  Bank  by  lending  development 
funds  on  the  easier  credit  terms  which  underdeveloped  countries  find  essential 
was  completely  bipartisan.  The  idea  was  first  proposed  13  years  ago  by  the 
Republican  Chairman  of  an  Advisory  Board  under  a  Democratic  President.  It 
was  given  new  life  7  years  later  by  a  Democratic  member  of  the  other  body 
during  the  Administration  of  a  Republican  President.  A  year  later,  1959,  the 
Republican  Secretaries  of  State,  Commerce  and  the  Treasury,  the  Chairman  of 
the  Federal  Reserve  Board  and  the  President  of  the  Export-Import  Bank  for- 
mally approved  the  project.  Tbe  World  Bank  itself  then  drew  up  the  Articles  of 
Agreement  which  were  submitted  by  the  President  to  the  Congress  which,  in  turn, 
approved  U.S.  participation.  Congressional  approval  was  urged  by  a  broad  range 
of  private  American  organizations,  including  the  U.S.  Chamber  of  Commerce, 
the  American  Farm  Bureau  Federation,  and  the  AFL-CIO." 

President  Johnson  has  given  renewed  emphasis  to  this  multilateral  endeavor, 
as  exemplified  in  his  1966  message  on  Foreign  Aid  : 

"I  propose  that  the  United  States — in  ways  consistent  with  its  balance-of- 
payments  policy — increase  its  contributions  to  multilateral  lending  institutions, 
particularly  tbe  International  Development  Association.  These  increases  will  be 
conditional  upon  appropriate  rises  in  contributions  from  other  members.  We  are 
prepared  immediately  to  support  negotiations  leading  to  agreements  of  this 
nature  for  submission  to  the  Congress.  We  urge  other  advanced  nations  to  join 
us  in  supporting  this  work. 

"The  United  States  is  a  charter  member  and  the  largest  single  contributer  to 
such  institutions  as  the  World  Bank,  the  International  Development  Association, 
and  the  Inter-American  Development  Bank.  This  record  reflects  our  confidence 
in  the  multilateral  method  of  development  finance  and  in  the  soundness  of  these 
institutions  themselves.  They  are  expert  financiers,  and  healthy  influences  on  the 
volume  and  terms  of  aid  from  other  donors." 

I  have  attached  to  my  statement  several  additional  expressions  of  Presidential 
support,  present  and  past,  for  IDA.^ 

I  do  not  intend  today  to  dwell  on  the  early  operations  of  IDA  or  the  details  of 
its  current  operations.  No  committee  of  the  Congress  has  had  a  more  intimate 
association  with  IDA  since  its  inception  than  this  one.  You  already  know  that 
IDA  embodies  the  concepts  of : 

— Multilaterally-shared  resources  with  other  countries  putting  up  $3  for  every 
$2  the  U.S.  contributes; 

— Sound  development  financing  with  credits  repayable  in  hard  currencies ; 

— Repayment  on  liberal  amortization  terms  and  low  service  charge  adapted  to 
the  debt  servicing  capabilities  of  borrowing  countries  ; 

— Effective  and  efiicient  administration  by  the  skilled  management  and  staff 
of  the  World  Bank. 

You  know  also  that  the  resources  provided  by  IDA  represent  a  modest  but  very 
important  part  of  the  total  flow  of  funds  to  the  developing  countries.  The  Special 


1  Omitted  from  this  exhibit.  Published  as  part  of  hearinps  before  the  Committee  on 
Banliing  and  Currency,  House  of  Representatives,  90th  Congress,  2d  session  on  H.R.  16775, 
May  8,  1968. 
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Report  of  the  National  Advisory  Council  which  is  before  you  brings  up  to  date 
the  record  of  IDA'S  lending  operations. 

IDA'S  resources 

When  IDA  was  established  in  1960,  its  authorized  capital  was  $1  billion,  of 
which  the  economically  advanced  member  countries  provided  approximately 
three-quarters.  These  contributions  were  payable  to  IDA  on  a  5-year  schedule 
running  from  fiscal  year  1961  through  fiscal  year  1965. 

By  1963,  it  was  clear  that  IDA'S  resources  would  have  to  be  replenished  because 
of  the  rapid  pace  at  which  it  proved  possible  to  commit  the  initially  available 
resources.  Accordingly,  in  1964,  the  first  replenishment  of  IDA  became  effective, 
providing  for  additional  resources  of  $750  million,  all  provided  by  the  economically 
advanced  member  countries  (the  so-called  "Part  I"  countries  of  IDA).  The  re- 
sources of  the  first  replenishment  were  scheduled  for  payment  to  IDA  over  the 
three  fistal  years  1966,  1967,  and  1968.  The  last  of  these  three  payments  was 
completed  recently. 

Unlike  the  situation  in  1963-64,  when  action  to  replenish  IDA  was  taken  well 
ahead  of  completion  of  the  current  contribution  schedule  and  ahead  of  full 
commitment  of  IDA'S  available  funds  for  loans,  the  present  situation  finds  IDA 
with  its  available  funds  almost  completely  committed  and  the  last  payment  on 
contributions  already  made.  Because  the  first  replenishment  was  timely,  there 
was  almost  no  interruption  in  the  pace  of  IDA  commitments.  Now,  however, 
such  interruption  has  already  taken  place.  The  NAC  Report  makes  this  state  of 
affairs  abundantly  clear — this  valuable  affiliate  of  the  World  Bank  has  virtually 
ceased  lending  operations  because  of  lack  of  funds.  Without  the  proposed  re- 
plenishment, IDA  cannot  resume  its  important  role.  This  committee  and  this 
Congress  now  have  the  opportunity  to  determine  if  an  international  institution 
created  largely  on  American  initiative  is  to  continue,  with  American  participation, 
as  an  effective  entity. 

Amount  of  the  request 

In  brief,  our  request  this  morning  is  for  new  authority  to  contribute  $160  mil- 
lion to  IDA  in  each  of  the  3  fiscal  years,  1969,  1970,  and  1971.  This  authority, 
totaling  $480  million  over  the  3-year  period,  would  represent  a  40  i)ercent  U.S. 
share  in  contributions  to  IDA  by  the  economically  advanced  countries  totaling 
$1.2  billion  during  that  period. 

Eighteen  other  countries  would  put  up  the  balance  of  $720  million,  at  the  rate 
of  $240  million  per  year.  Under  arrangements  agreed  to  by  the  other  countries 
which  I  shall  describe  shortly,  U.S.  funds  would  be  provided  on  a  basis  guarantee- 
ing that,  if  our  balance  of  payments  situation  should  continue  to  be  a  serious 
problem,  our  IDA  contribution  would  involve  a  zero  balance  of  payments  cost 
at  least  until  the  beginning  of  fiscal  year  1972  and  possibly  longer. 

Other  countries  provide  a  larger  share 

The  figures  I  have  just  mentioned  on  relative  contributions  by  the  United 
States  and  the  other  developed  countries  clearly  reveal  one  of  the  main  argu- 
ments for  continued  U.S.  participation  in  IDA.  For  every  $2  the  United  States 
puts  up  through  this  multilateral  channel,  the  other  advanced  countries  put  up 
$3.  It  is  clearly  to  our  advantage  to  have  others  bear  the  major  burden  of 
development  financing,  while  we  assume  an  appropriate  but  minority  share. 

I  would  also  like  to  emphasize  that  our  present  40  percent  share  reflects  the 
fact  that  we  have  been  able  to  reduce  our  share  of  IDA  contribution  since  IDA 
was  established.  This  has  resulted  in  seemingly  modest  but,  to  me,  clearly  signifi- 
cant dollar  savings  in  relation  to  the  new  overall  IDA  replenishment  figure. 
Under  the  present  request,  the  United  States  would  contribute  $37  million  less 
than  would  be  the  case  if  our  1960  share  of  IDA  contributions  were  maintained. 
Together  with  a  similar  calculation  of  savings  in  connection  with  the  first  re- 
plenishment of  IDA,  our  total  contributions  will  be  nearly  $50  million  less  than 
they  would  have  been  had  we  not  negotiated  vigorously  to  achieve  a  reduced 
share.  These  efforts  were  carried  out,  I  might  add,  with  considerable  encourage- 
ment from  members  of  this  committee  expressed  during  earlier  hearings  on  IDA 
legislative  requests. 

Consistency  with  expenditure  restraints 

In  this  period  of  rigorous  scrutiny  of  all  of  our  future  si)ending  plans,  I  know 
you  will  want  to  assure  yourselves  on  the  size  of  the  request.  I  have  already 
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touched  on  the  pressing  need  for  development  finance  and  on  the  fact  that  IDA, 
even  at  the  level  of  this  request,  can  provide  but  a  part  of  what  is  needed — 
although  a  vital  part.  If  the  United  States  were  to  fail  to  contribute  its  40  per- 
cent share  of  the  i)roposed  increase  in  IDA  resources,  the  entire  proposal,  involv- 
ing contributions  by  18  other  developed  countries  who  are  putting  up  more  than 
we  are,  would  collapse,  and  the  vital  work  of  this  institution  would  come  to  a 
complete  halt.  It  is  not  in  our  interest  to  let  this  happen. 

Several  further  points  should  be  noted  in  this  regard.  The  budget,  as  presented 
in  January  provides  for  $240  million  for  the  first  year  of  the  U.S.  contribution 
to  this  replenishment.  This  figure  was  entered  in  the  budget  at  a  time  when 
negotiations  with  the  other  countries  involved  had  not  yet  been  completed  and 
it  was  not  possible  to  determine  the  final  level  of  the  package  that  might  be 
agreed  upon.  When  the  final  $1.2  billion,  3-year  package  was  agreed  upon,  ad 
referendum,  among  the  representatives  of  the  Part  I  countries,  we  were  able 
to  determine  that  our  40  percent  share  would  require  contributions  of  only  $160 
million  each  year.  We  therefore  will  need  only  two-thirds  of  the  amount  shown 
in  the  January  budget. 

Furthermore,  the  balance  of  payments  safeguards  which  I  have  referred  to 
briefly  and  will  discuss  in  greater  detail  shortly,  are  of  such  nature  that  the 
budgetary  effect  of  our  contributions  to  this  replenishment  will  be  sharply  re- 
duced below  their  nominal  amount  in  the  next  3  fiscal  years  should  our  balance 
of  payments  situation  require.  Our  contribution  installments  of  $160  million  each 
will  be  made  in  the  form  of  letters  of  credit.  These  will  be  drawn  upon  only  as 
needed  for  disbursements.  Even  if  we  did  not  take  advantage  of  the  balance  of 
payments  safeguards,  we  would  not  expect  the  actual  cash  drawing  under  our 
first  installment  to  exceed  $100  million  in  fiscal  year  1969.  But  if  we  do  take 
advantage  of  the  balance  of  payments  safeguard  arrangements,  we  could  expect 
the  actual  cash  drawing  to  be  less  than  half  of  this  amount.  Such  a  develop- 
ment would  mean  a  very  substantial  reduction,  not  only  below  the  level  we 
might  have  anticipated  with  the  new  funds,  but  also  substantially  below  the 
level  of  usage  of  the  funds  we  have  been  providing  to  IDA. 

Our  balance  of  payments  is  fully  protected 

iLet  me  turn  now  to  another  aspect  of  the  IDA  replenishment  which  I  believe 
is  of  great  concern  to  members  of  this  committee  and  indeed  to  the  Congress  at 
large — the  effect  on  the  U.S.  balance  of  payments.  From  the  very  earliest  discus- 
sions of  IDA  replenishment,  I  made  clear,  both  publicly  and  privately,  that  an 
arrangement  taking  into  account  the  situation  of  donor  countries  with  balance 
of  payments  deficits  was  a  prerequisite  to  final  agreement  on  the  part  of  the 
United  States.  The  proposal  now  before  you  reflects  the  substantial  acceptance 
of  this  viewpoint  by  the  other  contributing  countries. 

In  its  operations  to  date,  IDA  has  had  only  minor  effect  on  the  U.S.  balance 
of  payments  deficit.  Procurement  in  the  United  States  financed  by  IDA  has 
offset  a  significant  part  of  the  cash  flow  of  U.S.  resources  to  IDA.  Although  in 
each  of  the  past  3  fiscal  years  the  United  States  provided  $104  million  to  IDA, 
this  contribution  was  in  the  form  of  noninterest  bearing  letters  of  credit  rather 
than  cash.  These  letters  of  credit  are  not  drawn  on  until  much  later  than  the 
time  they  are  delivered,  and  then  are  drawn  only  at  the  rate  required  for  dis- 
bursement. Only  these  cash  drawings  affect  the  balance  of  payments.  The  average 
cash  effect  of  IDA  operations  so  far  has  been  about  $30  million  per  year. 
Nevertheless,  I  have  felt  it  desirable  to  eliminate  even  this  much  balance  of 
payments  drain  from  IDA  operations  with  its  new  money. 

Accordingly,  we  have  obtained  the  agreement  of  all  other  participating  coun- 
tries that  they  will  permit  IDA  to  operate  in  a  fashion  that  will  give  us — if  we 
require  it  because  of  a  serious  balance  of  payments  problem — complete  balance 
of  payments  protection  during  the  fiscal  years  in  which  contribution  payments 
are  being  made,  i.e.,  at  least  through  the  end  of  fiscal  1971.  This  agreement  is 
formally  embodied  in  the  Resolutions  which  appear  as  an  Annex  to  the  NAG 
Report. 

Our  contributions  to  IDA  have  an  adverse  effect  on  our  balance  of  payments 
only  when  they  exceed  the  amount  of  procurement  obtained  in  the  United  States 
under  IDA  financing.  The  essence  of  the  new  arrangements  is  that  the  U.S. 
contribution  would  be  drawn  on  only  in  the  amount  of  procurement  identified 
as  taking  place  in  the  United  States.  The  balance  between  this  amount  and  what 
we  would  have  put  up  as  our  normal  share  would  be  deferred  for  a  fixed  i)eriod 
of  3  years.  Thus  as  long  as  we  so  elect,  no  drawings  of  free  foreign  exchange 
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from  the  United  States  would  take  place  prior  to  July  1,  1971,  and  some  of  the 
U.S.  contribution  could  be  deferred  until  a  period  well  beyond  that  date. 

To  make  up  for  the  temporary  deferment  of  availability  of  some  U.S.  re- 
sources in  the  early  years,  other  developing  countries  have  agreed  to  accelerate 
the  availability  of  their  contributions  for  use  by  IDA.  No  change  would  take  place 
in  IDA'S  present  method  of  operations  with  respect  to  borrowing  countries  (in 
particular,  international  competitive  bidding  would  continue  to  be  the  rule). 

The  Management  of  IDA  has  given  assurances  that  the  entire  arrangement 
is  compatible  with  continued  effective  operations  by  the  institution.  The  United 
States  would  have  recourse  to  the  arrangement  only  as  long  as  its  balance 
of  payments  situation  required.  A  later  acceleration  in  the  rate  of  use  of  the 
U.S.  contribution  would  have  to  be  anticipated,  as  a  corollary  of  the  deferment 
we  had  received.  The  technical  description  of  the  workings  of  these  arrange- 
ments is  detailed  in  the  NAC  Report.  The  point  I  wish  to  emphasize  is  that 
the  balance  of  payments  cost  of  the  second  replenishment  of  IDA  will  be  zero 
while  we  are  in  serious  overall  balance  of  payments  difficulties. 

The  replenishment  cannot  proceed  without  the  United  States 

Under  the  Resolutions  governing  the  replenishment,  which  are  reproduced  in 
Annex  A  of  the  NAC  Report,  the  second  replenishment  cannot  become  effective 
until  at  least  12  contributing  members  whose  contributions  aggregate  not  less 
than  $950  million  shall  have  notified  IDA  that  they  will  make  their  contribu- 
tions. Because  of  the  size  of  the  U.S.  contribution,  the  $950  million  "trigger" 
amount  cannot  be  reached  without  our  participation.  Our  own  action  undoubted- 
ly will  stimulate  early  action  on  the  part  of  a  number  of  other  governments. 
The  Executive  Directors  of  IDA  have  recommended  that  all  governments  act 
in  time  to  permit  the  Resolutions  to  come  into  effect  on  or  before  June  30, 
1968.  By  acting  promptly  to  meet  that  schedule,  we  can  reassert  the  construc- 
tive leadership  regarding  IDA  that  has  characterized  our  earlier  participation 
in  the  institution. 

Nature  of  legislation  required 

H.R.  16775,  the  Bill  submitted  by  the  Chairman  of  the  Banking  and  Currency 
Committee  and  the  Chairman  of  this  Subcommittee,  would  provide  the  neces- 
sary authority  for  moving  forward  with  our  participation  in  the  second  re- 
plenishment. It  would,  first,  authorize  me,  as  U.S.  Governor  of  IDA,  to  vote 
in  favor  of  the  Resolutions  now  pending  before  the  Board  of  Governors  on  the 
replenishment,  and  to  notify  IDA  formally,  in  accordance  with  paragraph  (h) 
of  the  principal  Resolution,  that  the  United  States  will  make  the  contribution 
authorized  for  it  in  accordance  with  the  terms  of  that  Resolution.  To  imple- 
ment the  agreement  we  would  thus  be  entering  into  with  the  Association,  H.R. 
16775  authorizes  the  appropriation,  without  fiscal  year  limitation,  of  our  full 
$480  million  contribution,  that  amount  to  remain  available  until  expended.  These 
funds  would  in  fact  be  made  available  to  IDA  in  three  installments,  payable 
on  November  8  of  1968,  1969,  and  1970.  Upon  formal  notification  to  IDA  of  our 
acceptance  of  the  second  replenishment  pursuant  to  this  legislation  and  the 
requisite  action  by  other  countries,  the  United  States  would  have  a  binding 
international  obligation  with  IDA. 

To  be  in  a  position  to  meet  this  obligation,  as  soon  as  authorizing  legislation  is 
completed  we  would  seek  an  appropriation  of  $160  million  for  the  first  install- 
ment payment  that  would  fall  due  on  November  8,  1968.  We  would  seek  appro- 
priations in  the  same  amount  in  each  of  the  fiscal  years  1970  and  1971. 

Installment  payments  would  be  made  in  the  form  of  noninterest  bearing 
letters  of  credit,  which  would  be  drawn  on  by  IDA  at  a  later  date  as  its  cash 
needs  for  disbursements  arise.  No  budgetary  expenditure  is  recorded  until  such 
drawings  are  made  under  the  letters  of  credit.  This  is  the  procedure  generally 
used  in   our  participation  in  international  financial  institutions. 

Conclusion 

New  lending  activity  of  the  International  Development  Association  is  at 
a  virtual  standstill.  Practically  all  of  its  funds  have  been  committed.  We  are 
asking  authority  today  to  participate  in  a  replenishment  of  its  resources.  As 
was  intended  when  IDA  was  first  set  up,  participation  by  the  United  States 
will  be  a  minority  participation — the  other  advanced  countries  put  up  60  percent 
while  we  put  up  40  percent.  Although  we  have  the  smaller  share,  the  arrange- 
ment cannot  go  forward  at  all  without  us.  And  it  clearly  should  go  forward. 
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IDA  is  an  eflfective  and  efficient  multilateral  instrument  for  sound  develop- 
ment financing.  It  has  been  the  major  worldwide  source  of  multilaterally 
supplied  development  funds  on  terms  that  take  into  account  the  debt  service 
problem  of  the  developing  countries.  The  needs  of  these  countries  for  external 
finance  are  massive  and  are  not  being  adequately  met. 

The  fact  that  the  United  States  was  the  leader  in  establishing  IDA  and 
arranging  the  last  replenishment  of  its  resources  should  alone  be  reason  for 
our  continued  support.  I  recognize,  however,  that  two  problems  may  induce 
some  hesitancy  in  the  Congress  about  giving  that  support.  In  my  judgment, 
these  problems  have  been  fully  taken  into  account : 

— The  balance  of  payments  impact  of  IDA  in  the  past  has  been  moderate. 
Nevertheless  under  the  new  proposal,  we  have  achieved  an  agreement  with 
other  donors  that  if  the  U.S.  balance  of  payments  requires  such  protection, 
there  will  be  absolutely  no  balance  of  payments  impact  from  IDA  operations 
with  the  new  funds  until  at  least  the  beginning  of  fi.scal  year  1972. 

— The  proposal  is  consistent  with  our  financial  capabilities.  It  is  one-third  less 
than  the  amount  originally  budgeted  for;  it  represents  a  smaller  U.S.  share 
of  total  IDA  contributions  by  the  developed  countries  than  in  the  past;  and 
it  is  likely  in  the  near  term  to  involve  a  lower  annual  level  of  cash  expenditures 
than  the  level  of  previously  authorized  funds,  due  to  the  operation  of  the 
balance  of  payments  safeguards. 

During  the  entire  postwar  period,  the  United  States  has  followed  the  path 
of  international  financial  cooperation.  IDA  was  born  of  this  policy  and  the 
propo.sed  replenishment  both  refiects  and  extends  this  policy.  Through  IDA 
multilateral    responsibilities    are    met    in    responsible    multilateral    ways. 

The  Congress  can  give  a  new  impetus  to  further  international  cooperation 
for  development  by  adopting  this  legislation.  I  urge  you  to  act  favorably  on 
H.R.  16775  and  report  it  promptly  to  the  full  House. 


Exhibit  47.— Remarks  by  Secretary  Fowler,  May  24,  1968,  at  the  15th  Annual 
Monetary  Conference  of  the  American  Bankers  Association,  Puerto  Rico 

Once  again  I  am  grateful  for  the  opportunity  of  addressing  this  international 
monetary  conference  of  distinguished  financial  leaders,  public  and  private,  from 
many  important  nations.  This  annual  meeting  offers  an  unparalled  opportunity 
to  forward  the  common  objective  of  the  countries  represented — a  viable  inter- 
national financial  system,  nourishing  economic  growth,  expanding  trade  and 
investment,  and  promoting  security  and  development — an  objective  that  cannot 
be  achieved  by  these  same  nations  working  in  isolation. 

This  is  the  fourth  of  these  conferences  I  have  been  privileged  to  attend  and 
it  will  be  my  last  as  Secretary  of  the  Treasury.  May  I  thank  you  for  your  warm 
initial  reception  at  Princeton  in  1965,  the  day  following  my  appointment,  and 
the  opportunities  at  Granada,  Spain,  Pebble  Beach,  California,  and  now  Puerto 
Rico,  to  talk  with  you  about  our  common  problems. 

I.  MULTILATERAL  RESPONSIBILITY,  THE  NEW  ESSENTIAL  OF 
FOREIGN  AND  FINANCIAL  POLICY 

Each  of  the  discussions  I  have  had  with  you  has  had  a  basic  underlying  theme. 
It  is  a  theme  born  of  a  conviction  I  held  upon  assuming  my  responsibilities  in 
1965.  It  has  been  reinforced  by  the  increasing  emphasis  of  events  in  the  inter- 
vening three  years. 

That  conviction  is  that  American  foreign  policy  must  increasingly  embody 
and  express  the  principle  that  the  advanced  countries  must  share  the  responsi- 
bility on  a  multilateral  free  world  scale  for  an  improved  trade  and  payments 
system,  mutual  security  arrangements  that  are  soundly  and  fairly  financed, 
and  an  expanding  system  of  development  aid  and  finance. 

In  short,  my  message,  as  I  saw  it  coming  into  this  assignment  and  as  I  leave 
it,  is  the  same— we  must  practice  multilateralism,  we  must  insist  on  it,  and 
we  must  make  it  work. 

The  reason  is  clear  and  inescapable — we  live  in  an  interdependent  world.  Its 
future  will  depend  upon  the  ability  of  likeminded  leaders  of  both  governments 
and  private  institutions  to  forego  narrow  nationalism  and  seek  diligently  an 
improved  framework  of  international  economic  and  financial  cooperation. 
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In  Spain  2  years  ago  we  took  a  tour  of  the  horizon.  We  assessed  the  oppor- 
tunities for  multilateralism  in  the  field  of  world  trade,  world  liquidity,  the 
strengthening  of  the  adjustment  process  in  our  balance  of  payments,  the  improve- 
ment of  capital  markets,  development  assistance,  and  assuring  fair  treatment 
for  the  multinational  corporation. 

Last  year  at  Pebble  Beach  we  singled  out  a  particular  topic  for  detailed 
examination — the  need  for  multilateral  national  political  decisions  to  bring 
about  a  shared  responsibility  for  a  more  effective  world  monetary  system  which 
could  assure  continued  progress,  security  and  growth  for  a  greater  society  of 
nations. 

This  sharing  of  responsibility  in  international  financial  affairs  cannot  con- 
tinue to  be  the  exclusive  or  especial  concern  of  finance  ministers,  central  bankers 
and  private  citizens  involved  in  finance.  It  now  requires  the  intensive  involve- 
ment of  chiefs  of  state,  legislative  assemblies,  foreign  ministers,  defense  minis- 
ters, trade  ministers,  business  leaders,  labor  leaders  and,  indeed,  citizens  who, 
whether  they  know  it  or  not,  are  now  involved  in  a  process  of  financial  adjust- 
ment— a  process  which  must  be  worked  out  among  countries  if  the  relative 
achievements  of  the  next  20  years  in  the  field  of  security,  growth  and  develop- 
ment are  to  match  those  since  World  War  II. 

This  is  a  necessary  consequence  of  the  changed  situation  of  the  United  States 
and  the  dollar.  Certain  facts  must  be  understood  and  it  is  my  business  and  your 
business  to  make  them  understood  in  a  wider  circle  rather  than  just  consider 
them  in  talk  among  international  bankers. 

In  the  17  years  from  1941  through  1957,  the  United  States  had  a  cumulative 
balance  of  payments  deficit  of  less  than  $10  billion,  or  an  annual  average  of 
just  about  $600  million.  We  ran  a  cumulative  surplus  on  trade  and  services  of 
$85  billion,  or  about  $5  billion  per  year,  a  cumulative  surplus  on  capital  account 
of  $17  billion,  or  $1  billion  per  year,  and  a  cumulative  deficit  on  military  and 
Government  account  of  $112  billion,  or  $6.0  billion  per  year.  From  1946  to  1957 
alone,  we  extended  economic  assistance  in  grants  and  loans  of  $42  billion  net. 

During  that  period,  we  gained  gold  reserves  of  $800  million  and  financed  our 
deficit  completely — and  more — by  increasing  our  dollar  liabilities  to  official  and 
private  holders. 

The  basic  point  is  that  the  United  States,  throughout  this  period,  was  in 
fundamental  surplus  but,  through  its  deliberate  policy  of  massive  untied  grant 
and  loan  assistance,  incurred  more  or  less  consistent  liquidity  deficits.  With 
high  reserves,  immense  productive  power,  a  great  and  growing  capital  market 
system,  and  a  desire  to  help  rebuild  a  war-shattered  world,  the  United  States 
engaged  in  a  unilateral  adjustment  process  that  benefited  the  world  and,  in  so 
doing,  helped  both  the  world  and  itself. 

It  is  no  exaggeration  to  say  that  we  picked  up  most  of  the  checks — balance  of 
payments  checks — for  insuring  free  world  security ;  we  permitted  disadvantage 
to  our  trade,  we  encouraged  our  tourists  to  go  abroad  and  make  substantial 
purchases  and  we  strove  mightily  to  increase  our  export  of  capital  through  foreign 
public  and  private  investment.  All  of  these  policies  were  rational  and  in  the 
interest  of  world  trade,  security  and  economic  growth. 

But  in  the  10  years  1958-67,  the  United  States  ran  a  cumulative  deficit  of  $27 
billion— an  annual  average  of  $2.7  billion — more  than  four  times  the  average  of 
the  earlier  period.  Our  Government  and  military  account  deficit  was  reduced 
but  remained  large — $55  billion  in  10  years.  It  was,  of  course,  strongly  affected 
by  Vietnam  after  mid-1965. 

Our  capital  account  in  the  1958-67  period  showed  no  real  improvement  as  com- 
pared with  the  earlier  period.  The  annual  average,  in  fact,  showed  a  smaller 
surplus  than  in  1941-57.  Capital  outflows  on  direct  investment,  in  the  form  of 
bank  loans  and  in  portfolio,  rose  sharply — enough  so  that  the  steadily  rising 
income  just  about  kept  it  in  balance,  but  only  after  the  outflow  had  been  some- 
what controlled  and  only  after  special  transactions,  including  some  debt  prepay- 
ments to  the  United  States  on  Government  account. 

But  the  big  change  came  in  the  trade  and  service  account.  Here  our  cumu- 
lative surplus  was  less  than  $19  billion,  or  under  $2  billion  a  year.  Our  exports 
grew  but,  particularly  in  later  years,  imports  grew  faster,  and  we  incurred  a 
rapidly  increasing  deflcit  on  tourist  account. 

This  cumulative  U.S.  balance  of  payments  deficit  of  the  last  10  years— $27 
billion — had  its  counterpart  in  the  continued  enjoyment  of  a  rather  consistent 
pattern  of  surpluses  in  most  of  the  other  developed  countries.  This  resulted 
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both  in  a  further  decline  in  U.S.  reserves  and  a  continuing  buildup  of  reserves 
of  the  surplus  countries  and  dollars  in  private  hands  abroad. 

The  President's  New  Year's  Day  Message  to  the  nation  on  balance  of  payments 
marked  the  end  of  that  era  of  deficits.  He  proclaimed  to  the  nation  and  the 
world  that  the  time  for  decisive  action  had  come  and  that  the  need  to  bring 
our  payments  into  equilibrium  was  a  national  and  international  responsibility 
of  the  highest  priority.  In  so  doing,  the  President  set  a  standard  and  a  policy 
from  which  no  future  President  in  the  decades  ahead  will  find  it  practical  to 
depart  without  abandoning  the  entire  fabric  of  international  economic  and 
financial  cooperation  which  we  have  so  painfully  sought  to  construct  since  World 
War  II.  There  was  no  acceptable  alternative  to  strong  action  then,  which  must 
be  followed  through  now,  and  which  must  be  maintained  zealously  in  the  years 
to  come. 

Here  is  the  setting  in  which  the  moment  of  truth  arrived  : 

— the  U.S.  dollar  is  the  principal  reserve  currency  and  the  most-used  trans- 
action currency  in  the  international  monetary  system 

— the  last  10  years  of  chronic,  sizable  deficits  in  the  U.S.  balance  of  pay- 
ments had  diminished  the  ratio  of  our  liquid  assets  to  short  tenn  claims 
against  them 

— the  primary  surplus  countries  had  failed  to  play  their  proper  role  in  the 
balance  of  payments  adjustment  process 

— it  was  clear  that  there  were  limits  to  the  willingness  of  private  and  ofiicial 
holders  abroad  to  accumulate  the  currency  of  a  country  in  chronic  deficit 

— the  United  States  has  a  far-flung  involvement  in  security  and  development 
finance  and  is  a  natural  and  proper  source  of  export  capital. 

In  this  setting,  the  devaluation  of  the  British  pound  with  resulting  heavy  pres- 
sures on  the  gold  and  foreign  exchange  markets,  coincided  with  the  substantial 
increase  in  1967  in  the  U.S.  balance  of  payments  deficit  from  the  .$1.3  billion  levels 
of  1965  and  1966.  These  events  impelled  and  required  the  United  States  to 
initiate  a  strong,  determined  program  to  restore  balance  of  payments  equilibrium 
and  to  maintain  it — preferably  through  a  multilateral  adjustment  process. 

All  that  remained  open  for  debate  was  the  choice  of  means  to  be  employed  to 
achieve  this  objective.  The  President's  New  Year's  Day  Program  sought  to 
satisfy  four  essential  conditions  : 

— Sustaining  the  growth,  strength  and  prosperity  of  our  own  economy ; 

— Allowing  us  to  continue  to  meet  our  international  responsibilities  in  the 
defense  of  freedom,  in  promoting  trade  and  encouraging  economic  growth  in 
the  developing  countries ; 

— Engaging  the  cooperation  of  other  free  nations  whose  stake  in  a  sound 
international  monetary  system  is  no  less  compelling  than  our  own,  and 

— Recognizing  the  special  obligation  of  those  nations  with  balance  of  payments 
surpluses  to  bring  their  payments  into  equilibrium. 

The  January  1  program  was  designed  to  be  a  balanced  program — balanced  in 
three  important  aspects.  In  it,  there  is  balance  between  measures  to  restrain  the 
domestic  economy  and  reverse  the  tide  of  increasing  inflation  and  direct  meas- 
ures to  improve  particular  segments  of  our  international  payments.  There  is 
balance  between  selective  measures  on  capital  and  current  account.  And,  finally, 
there  is  balance  in  the  impact  of  the  selective  measures  on  the  rest  of  the  world. 

In  essence,  having  undertaken  with  unprecedented  generosity  a  unilateral 
readjustment  process  in  the  years  in  which  the  United  States  was  in  funda- 
mental surplus,  the  United  States  has  now  xmdertaken  the  initiative  for  a  multi- 
lateral adjustment  process  to  reverse  its  position  as  a  deficit  country. 

The  stakes  involved  in  making  this  necessary  adjustment  a  multilateral  exer- 
cise rather  than  a  unilateral  one  are  well  understood  by  those  in  the  financial 
world,  public  or  private.  I  am  not  so  sure  that  this  understanding  reaches  to 
those  in  positions  of  responsibility  in  the  other  sectors  of  government —  in  the 
foreign  oflices,  the  defense  ministries,  the  trade  ministries,  the  tourism  ofl5ces, 
and  other  areas  where  decision  and  action  will  ultimately  determine  the  success 
or  failure  of  the  adjustment  process. 

Therefore,  I  will  repeat  what  I  said  at  Pebble  Beach  a  year  ago — a  statement 
which  intervening  events  should  make  better  understood  now  than  it  was  at 
the  time : 

"I  find  it  also  necessary  to  emphasize  that  this  cooperation  is  not  a  matter  of 
helping  the  United  States  deal  with  its  problem,  but  a  matter  of  enabling  the 
United  States  to  deal  with  its  problem  without:  undermining  the  international 
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monetary  system,  subjecting  that  system,  by  unilateral  action,  to  radical  and 
undesirable  change,  or  withdrawing  from  commitments  involving  the  security 
and  development  of  others." 

There  is  much  progress  to  report  in  this  area  of  multi-national  responsibility : 

The  creation  of  a  means  for  providing  an  adequate  and  reliable  supplement 
to  gold  and  reserve  currencies  to  meet  the  global  need  for  increasing  monetary 
reserves  in  the  form  of  a  Special  Drawing  Rights  facility,  administered  by  the 
International  Monetary  Fund,  seems  a  likely  reality  rather  than  a  far  off  dream. 
These  Special  Drawing  Rights,  deliberately  created  by  multilateral  decision, 
backed  by  the  currencies  of  the  participating  countries,  and  shared  by  all  who 
participate  according  to  Fund  quotas,  will  be  an  important  symbol  of  multilateral 
sharing  of  responsibility  for  this  key  aspect  of  a  viable  international  monetary 
system. 

Giant  steps  toward  this  long  sought  objective  were  taken  in  the  meetings  of 
the  Group  of  Ten  at  London  last  July,  at  Stockholm  last  March,  and  at  the 
International  Monetary  Fund  Annual  Meeting  last  September  in  Rio  de  Janeiro, 
scene  of  the  passage  of  the  Resolution  of  the  Board  of  Governors  and  the  submis- 
sion of  a  formal  Report  by  the  Executive  Directors  of  the  Fund  to  its  Governors 
of  a  proposed  amendment  to  the  Articles  of  Agreement  creating  the  Special 
Drawing  Rights  facility. 

There  have  been  outstanding  performances  by  the  major  financial  countries 
in  containing  the  devaluation  of  the  British  pound  and  coping  with  the  disruption 
of  financial  and  foreign  exchange  markets  that  followed. 

The  Washington  communique  of  March  17  of  the  Central  Bank  Governors  of 
the  active  gold  pool  countries,  announcing  their  decision  to  separate  the  private 
gold  markets  from  what  might  be  termed  the  monetary  gold  market,  was  a  his- 
toric statement  and  reflects  a  major  decision.  The  coojjeration  of  most  of  the 
other  free  world  countries,  expressed  in  their  willingness  to  subscribe  to  the  poli- 
cies stated  in  the  "Washington  communique,  is  also  most  reassuring. 

At  Stockholm,  the  Group  of  Ten  Ministers  and  Governors  reafiirmed  their  deter- 
mination to  cooperate  in  the  maintenance  of  exchange  stability  and  orderly 
exchange  arrangements  in  the  world  based  on  the  present  oflicial  price  of  gold. 
Their  communique  also  said :  "They  intend  to  strengthen  the  close  cooperation 
between  governments  as  well  as  central  banks  to  stabilize  world  monetary  condi- 
tions." This  latter  statement  was  agreed  unanimously  and  there  was  only  one 
reservation  to  the  former  statement. 

II.  MULTILATERALISM  IN  DEVELOPMENT  FINANCE 

Today,  I  should  like  to  single  out  another  specific  area  of  challenge  for  making 
multilateralism  work — economic  development  for  the  poor  or  less  develoi)ed 
nations  of  the  world. 

As  the  United  States  Governor  of  the  World  Bank,  the  International  Develop- 
ment Association,  the  Inter-American  Development  Bank  and  the  Asian  Develop- 
ment Bank,  I  have  come  to  believe  that  the  care,  supervision  and  development 
of  these  key  instruments  of  multilateralism  are  vital  responsibilities  for  all  of  us. 

I  am  fortified  in  that  belief  by  the  fact  that  a  world  religious  leader.  Pope  Paul, 
has  spoken  out  strongly  on  our  responsibilities  in  this  area,  and  that  men  like 
John  McCloy,  Eugene  Black,  George  Woods,  Felipe  Herrera,  and  Takeshi  Wata- 
nabe  have  become  true  believers  along  with  Presidents  Eisenhower,  Kennedy, 
and  Johnson ;  that  a  distinguished  Secretary  of  Defense,  whose  prime  concern 
for  7  years  has  been  our  national  security,  believes  that  the  leadership  of  this 
type  of  institution  is  a  most  important  outlet  for  his  energies  and  talents. 

But  three  recent  events  clinched  my  choice  of  subject. 

The  first  is  the  fact  that  the  new  and  relatively  young  Prime  Minister  of  our 
neighbor,  Canada,  chose  last  week  in  the  western  province  of  Alberta  to  state  a 
conviction.  It  was  that  the  overwhelming  threat  to  Canada  will  not  come  from 
foreign  investment,  ideologies,  or  weapons,  but  "from  the  two-thirds  of  the 
peoples  of  the  world  who  are  steadily  falling  farther  and  farther  behind  in  their 
search  for  a  decent  standard  of  living." 

The  second  reason  was  that  George  Champion  chose  the  annual  meeting  of  the 
Texas  bankers  10  days  ago  as  the  occasion  for  delivering  a  truly  out.standing 
address  on  this  subject.  In  his  remarks  Mr.  Champion  made  this  assessment  in 
these  terms : 
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"But,  in  my  judgment,  cooperation  in  promoting  free  societies  and  rising 
standards  of  living  in  the  developing  nations  is  essential.  Frankly,  I  see  no 
alternative. 

"As  our  newly  appointed  Ambassador  to  the  United  Nations,  George  Ball,  has 
stressed,  the  achievement  of  a  stable  world  order  depends  primarily  on  a  hand- 
ful of  industrialized  Western  nations  which  'command  the  lion's  share  of  world 
power,  possess  the  most  advanced  technology,  and  enjoy  in  common  a  humane 
tradition.' 

"Twenty  years  ago,  these  nations,  acting  in  unison,  halted  the  westward  sweep 
of  Communist  aggression. 

"Today,  acting  in  unison,  they  could  mount  a  coordinated  attack  on  world 
poverty  that  could  ultimately  lift  a  hundred  nations  to  economic  respectability." 

My  third  reason  for  choosing  this  special  subject  is  that  during  this  year  the 
Congress  of  the  United  States  and  the  governing  bodies  of  the  17  other  industrial- 
ized nations  who  are  members  of  the  International  Development  Association,  the 
soft  loan  affiliate  of  the  World  Bank,  will  determine  whether  this  promising  ap- 
proach to  multilateral  development  finance  will  be  replenished  on  an  erpanded 
scale  or  leave  this  vital  field  to  relatively  uncoordinated  national  approaches. 

A  generation  has  now  passed  since  the  world  first  turned  its  attention  to  the 
problems  of  development  finance,  to  meet  the  challenge  of  promoting  economic 
growth  in  the  less  developed  lands.  During  that  time  we  have  witnessed  some  nota- 
ble successes  and  some  saddening  failures.  We  have  also  learned  a  great  deal 
about  the  complex  and  difficult  problems  of  financing  economic  development,  and 
how  to  attack  those  problems. 

We  have  learned  that  multilateral  approach  to  development  finance,  making 
full  use  of  the  global  network  of  international  financial  institutions  and  of  the 
regional  banks,  is  clearly  advantageous,  not  only  to  the  developing  countries, 
but  also  to  the  United  States  and  the  other  contributing  countries.  Let  me  review 
some  of  these  advantages. 

Advantages  of  the  multilateral  approach 

Attracting  large-scale  resources. — The  multilateral  institutions,  which  repre- 
sent the  combined  efforts  of  many  countries,  can  attract  and  command  a  wider 
range  of  financial  resources  than  individual  countries  working  by  themselves. 
The  global  international  financial  institutions  and  the  regional  banks  can  not 
only  call  upon  contributions  from  member  countries,  but,  in  most  cases,  are  in 
a  position  to  tap  private  resources  through  the  sale  of  securities  in  world  capital 
markets. 

Burden-sharing. — The  global  international  financial  institutions  and  regional 
banks  provide  the  best  vehicles  available  for  bringing  about  a  more  equitable 
sharing  of  the  burden  of  providing  development  assistance. 

Moreover,  these  institutions  have  provided  a  way  to  shift  burden-sharing  ar- 
rangements over  time  to  accord  with  the  changes  in  the  international  financial 
situation.  This  is  of  particular  importance  if  we  are  to  find  the  ways  and  means 
of  meeting  the  requirements  for  development  finance  among  the  poor  nations  of 
the  world — requirements  which  remain  immense.  The  United  States,  which  has 
for  so  long  carried  so  large  a  share  of  the  total  burden,  cannot  by  itself,  or  to 
the  extent  to  which  it  has  in  past  years,  meet  the  growing  need.  Other  nations 
must  join  in  meeting  these  expanded  requirements  in  volume  and  in  profwrtions 
of  aid  that  more  closely  reflect  the  realities  of  their  growing  economic  and 
financial  strength. 

The  U.S.  share  of  bilateral  free  world  aid  is  about  56  percent  of  the  total.  But 
the  United  States,  2  years  ago,  subscribed  to  only  20  percent  of  the  share  capital 
of  the  Asian  Development  Bank,  and  we  are  now  seeking  legislative  approval 
for  only  a  40  percent  share  of  an  expanded  capitalization  for  the  next  round  of 
contributions  to  the  International  Development  A.ssociation,  the  World  Bank's 
concessionary  finance  affiliate.  Our  initial  contribution  to  IDA  in  1960  repre- 
sented a  43  percent  share  of  the  capitalization  provided  by  the  develoijed  coun- 
tries. In  the  World  Bank,  which  relies  heavily  on  capital  borrowed  in  private 
markets,  we  have  been  able  to  encourage  a  marked  shift  from  extreme  reliance 
on  U.S.  private  markets  to  much  greater  reliance  on  the  capital  markets  of 
Europe.  Tliis  is  in  keeping  with  the  growth  in  European  financial  strength. 

In  addition  to  questions  about  amounts  of  financing,  the  international  financial 
institutions  have  proved  useful  in  improving  the  quality  of  financing,  as  it  relates 
to  the  need  for  concessionary  repayment  terms,  by  getting  other  nations  to  bear 
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a  more  equitable  share  of  the  burden  of  this  type  of  lending.  IDA — ^to  take  a  most 
important  example — provides  hard  currency  repayable  loans  at  very  long  maturi- 
ties, with  a  small  service  charge  in  lieu  of  interest.  Thus,  all  contributions  to 
IDA  from  the  many  capital  exporting  countries  are  pooled,  and  relent  on  iden- 
tical terms  adapted  to  the  debt-servicing  capabilities  of  borrowing  countries.  This 
situation  contrasts  sharply  with  bilateral  financing  arrangements,  in  which  there 
are  wide  differences  in  the  terms  of  financing  provided  by  the  various  capital 
exporting  nations,  with  certain  nations  insisting  on  excessively  strict  repayment 
terms. 

Comparison  of  effort. — The  multilateral  financial  institutions  can  provide  a 
useful  non-political  mechanism  for  comparison  of  effort — for  comparing  the  de- 
velopment progress  of  the  different  developing  nations  and  the  soundness  of  their 
development  programs  and  also  for  comparing  the  development  financing  policies 
and  programs  of  the  various  capital  exporting  countries.  In  the  light  of  such 
comparison,  those  developing  nations  in  which  planning  efforts  and  development 
efforts  are  inadequate  can  be  encouraged  to  improve  their  performance,  and 
those  creditor  countries  in  which  policies  for  providing  development  finance 
show  up  badly  in  terms  of  magnitude,  quality,  or  terms,  can  be  encouraged  to 
raise  their  standards.  This,  of  course,  complements  the  valuable  work  of  the 
Development  Assistance  Committee  of  the  Organization  for  Economic  Coopera- 
tion and  Development. 

PoUtioal  objectivity. — Loans  provided  by  the  international  financial  institu- 
tions and  regional  banks  are  made  on  the  basis  of  economic  criteria.  Basically 
they  are  not  politically  oriented — and  are  not  so  considered  by  the  recipients. 
Loans  by  the  international  and  regional  banks  tend  to  be  allocated  on  the  basis 
of  the  borrowing  nation's  need  and  capacity  to  employ  funds  usefully,  rather 
than  on  the  basis  of  political  ties,  or  on  an  attempt  to  influence  particular  gov- 
ernments or  persons,  or,  to  use  the  vernacular,  the  principle  of  "who  likes 
whom?" 

This  political  objectivity  is  a  great  advantage.  It  permits  the  multilateral 
banks  to  advise  capital  recipient  nations  on  matters  of  political  sensitivity,  in 
a  manner  which  would  be  difficult,  if  not  impossible,  for  a  country  providing 
bilateral  development  finance.  It  is  easier  for  developing  nations  to  accept  advice 
and  conditions  of  reform  and  self-help  if  that  advice  and  those  conditions  come 
from  an  international  institution  or  regional  bank  in  which  the  developing  nation 
is  a  member  and  has  a  voice  and  a  vote. 

The  World  Bank  and  related  institutions,  as  well  as  the  regional  banks,  have 
been  effective  in  requiring  self-help  measures  on  the  part  of  the  borrowing 
nations  and  have  not  only  brought  about  financial  and  economic  reforms  within 
them,  but  have  moved  to  help  bring  reform  in  such  fields  as  education  and 
health. 

Moreover,  the  international  and  regional  financial  institutions,  with  this  ad- 
vantage of  being  nonpolitical,  can  sometimes  act  as  arbitrator  in  difficult  situa- 
tions. Perhaps  a  case  in  point  is  the  Indus  Water  settlement,  where  the  World 
Bank  was  in  a  unique  position  to  obtain  agreement  of  both  India  and  Pakistan 
to  terms  for  a  mutually  beneficial  solution  to  a  problem  which  had  defied  settle- 
ment for  a  long  time. 

Efficiency  of  operations. — The  multilateral  institutions,  which  devote  full  time 
to  the  tasks  of  development  finance,  bring  to  these  problems  a  greater  concentra- 
tion of  professional  expertise  than  is  generally  available  from  single  nations — 
donors  or  recipients.  In  effect,  they  can  take  advantage  of  economies  of  scale 
in  the  development  financing  business.  They  can  provide  development  capital 
efficiently,  and  economically.  Just  as  an  international  or  regional  group  with 
broad  geographic  membership  can  call  on  a  wide  range  of  contributors  for 
financing,  so  can  it  call  on,  and  provide,  technicians  with  a  wide  range  of  skills 
and  specialties  which  no  single  country  is  likely  to  have  available. 

A  forum  for  discussion. — Still  another  advantage  is  that  a  multilateral  insti- 
tution dan  provide  a  framework  within  which  donor  countries  and  recipient 
countries,  each  with  a  share  in  financial  participation,  can  work  together  in  a 
cooperative  attack  on  the  problems  of  poverty  and  need.  There  is  much  gained 
from  sharing  experience.  Developing  nations,  by  participating  in  these  arrange- 
ments, can  learn  from  one  another.  All  can  improve  their  own  knowledge  of 
development  problems  and  their  own  performance. 

Providing  leadership. — Perhaps  the  most  important  contribution  of  the  inter- 
national financial  institutions  and  regional  banks  is  that  these  institutions  can 
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provide  a  critically  needed  leadership.  This  means  leadership  in  marshaling 
capital  for  development  finance,  in  determining  needs  and  priorities,  in  selecting 
the  best  approaches  to  the  development  task,  and  in  encouraging  both  developing 
nations  and  capital  exporting  nations  to  pursue  sound  and  helpful  policies.  This 
kind  of  objective  leadership,  which  cannot  and  should  not  be  undertaken  by  any 
single  nation,  either  donor  or  recipient,  is  essential.  In  my  view,  it  is  the  funda- 
mental advantage  of  the  multilateral  approach — making  full  use  of  the  interna- 
tional financial  institutions  in  attacking  the  problems  of  development  finance. 

During  the  1960's  many  important  steps  have  been  taken  to  shift  the  emphasis 
in  development  finance  away  from  bilateral  channels  toward  increased  reliance 
on  the  international  financial  institutions  and  regional  banks.  IDA,  the  conces- 
sional financing  arm  of  the  World  Bank,  was  started  in  1960,  was  given  a  sub- 
stantial increase  in  its  resources  in  1964,  and,  under  the  proposal  now  being 
considered,  would  be  given  a  further  increase,  to  allow  it  a  substantially  higher 
level  of  loan  activity. 

The  Inter-American  Development  Bank,  with  membership  comprising  the 
United  States  and  20  other  nations  in  the  Western  Hemisphere,  was  inaugurated 
in  1960  and  has  received  increased  resources  since  that  time,  with  growing 
financial  participation  by  non-member  countries. 

The  African  Development  Bank  was  opened  for  business  in  1966,  limiting  its 
equity  membership  to  African  states,  but  with  the  expectation  that  the  exporting 
nations  might  participate,  through  special  funds  and  other  arrangements. 

The  Asian  Development  Bank  opened  its  doors  in  1966,  with  19  regional  and  12 
nonregional  members,  including  most  of  the  European  countries.  Last  December, 
Switzerland  became  the  12th  nonregional  member.  This  marked  the  first  time 
that  Switzerland  had  joined  any  such  financial  institution. 

In  addition  to  the  establishment  and  expansion  of  international  and  regional 
banks,  reliance  on  the  leadership  of  the  multilateral  financial  institutions  in- 
creased in  recent  years  with  the  establishment  of  consortia  and  consultative 
groups.  In  these,  a  number  of  capital  exporting  countries,  each  of  which  is 
participating  in  financing  development  in  a  particular  country — say  India  or 
Colombia — meet  periodically  to  discuss  past  results  and  future  prosi>ects  for 
development  finance  for  that  country.  This  reliance  on  the  international  and 
regional  banks  will,  and  should  continue  to  grow. 

This  is  a  desirable  trend.  We  must,  I  repeat,  build  on  the  present  system, 
correct  any  faults,  and  fashion  the  system  in  a  way  best  designed  to  meet  present 
and  future  needs.  The  word  "build"  is  not  used  in  the  sense  of  creating  new 
institutions.  It  would  be  pointless  and  self-defeating  to  set  up  new  institutions 
with  functions  which  would  overlap  those  of  existing  bodies,  and  which  would 
serve  more  to  bewilder  than  to  contribute.  I  agree  with  a  leader  in  this  field  who 
said  that  there  should  be  an  antiproliferation  pledge  of  new  international  orga- 
nizations ;  that  we  should  reserve  the  creation  of  new  entities  for  functions  that 
clearly  have  no  home  among  the  many  rooms  already  oflfered  by  the  international 
family. 

But  we  can  build  in  the  sense  of  adapting  present  policies  of  our  existing 
institutions.  Our  past  experience  has  shown  that  multilateralism  works;  we 
must  now  make  it  work  more  effectively.  How  can  we  do  that? 

First,   wc  should  strcngtlien  the  position  of  leadership   by   the  international 
financial  institutions  and  the  regional  hanks. 

We  must  do  all  we  can  to  strengthen  these  organizations  in  their  position  of 
leadership.  To  have  a  multilateral  organization  dominated  by  one  or  two  nations 
is  to  make  a  sham  of  multilateralism.  The  United  States,  and  every  country, 
must  restrain  any  impulse  to  try  to  take  the  lead  and  play  too  prominent  a  role. 
A  success  in  a  multilateral  financing  operation  is  a  success  for  the  whole  group ; 
a  failure  is  a  failure  of  the  whole  group. 

The  implications  of  this  are  very  important  for  the  United  States. 

On  the  one  hand  it  means  that  the  United  States  must  recognize  that  it  cannot 
and  should  not  exercise  more  than  its  fair  share  of  control  of  the  policies  of 
these  institutions,  determine  in  each  and  every  case  to  whom  each  loan  will  or 
will  not  go,  and  so  on. 

Of  course,  we  have  an  important  voice  in  these  decisions.  As  the  largest  single 
contributing  country  in  most  of  the  international  financial  institutions,  we  can 
exert  considerable  infiuence.  I  think  the  record  thus  far  will  indicate  clearly 
that  the  activities  of  these  institutions  have  been  compatible  with  U.S.  policies 
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and  interest.  Their  operations  and  policies  have  in  the  main  broadly  coincided 
with  our  own  views.  I  am  confident  that  in  practice  this  will  continue,  but  we 
should  not  forget  that  we  cannot  control  these  organizations,  and  we  should  not 
expect  that  each  turn  and  twist  of  a  multilaterally-financed  institution  can  or 
should  be  dictated  solely  by  the  United  States. 

There  is  another  side  to  this  coin.  As  a  strong  but  minority  partner,  we  should 
not  try  to  assume  unlimited  responsibilities  in  the  supply  of  development  finance 
which  so  seriously  falls  short  of  the  expanding  need.  These  increased  responsibili- 
ties should  be  increasingly  shared  by  our  partners  in  Western  Europe  and  Japan 
whose  capacity  to  participate  in  meeting  the  enlarged  demand  has  grown  so 
remarkably  over  the  past  two  decades.  With  growing  responsibilities  more 
equitably  shared  by  them  through  the  channels  and  under  the  leadership  of  the 
international  institutions,  an  important  attack  can  be  launched  on  the  great 
world  economic  problem  of  this  decade  and  the  next — economic  development  of 
the  poor,  the  less  developed,  countries  of  the  world,  for  the  benefit  of  all  nations. 

It  is  not  a  question  of  whether  the  United  States  is  in  a  position  in  which  it 
can  meet  all  shortfalls  of  development  finance  targets,  as  a  residual  supplier  and 
lender  of  last  resort.  This  is  a  tired  question,  one  which  was  more  alive  when 
other  nations  now  strong  were  financially  weak.  Enlarged  contributions  by  other 
capital  exporting  nations  are  not,  and  should  not  be  considered  as,  help  for  the 
United  States  on  the  grounds  that  they  were  reducing  the  shortfall  which  our 
nation  has  to  meet. 

It  is  the  work  of  the  international  financial  institutions,  with  all  capital  export- 
ing nations  acting  collectively — not  the  United  States  acting  unilaterally  or 
disproportionately — which  must  assure  that  the  immense  requirements  of  the 
developing  nations  are  met. 

Second,  we  should  urge  the  international  and  regional  institutions  to  strengthen 
further  their  management  and  leadership  of  the  consortia  and  consultative 
groups. 

Under  the  guidance  of  the  World  Bank  or  other  multilateral  institutions,  indi- 
vidual consultative  groups  and  consortia  have  been  set  up  for  about  a  dozen 
countries.  Each  group  meets  periodically  to  assess  each  developing  country's 
economic  performance  and  to  evaluate  its  need  for  development  assistance, 
usually  on  the  basis  of  some  target  drawn  up  by  the  developing  country  and 
reviewed  by  the  multilateral  institution. 

We  have  only  started  to  come  to  grips  with  the  problem  that  in  some  cases 
these  multilateral  efforts  have  been  too  heavily  focused  on  the  gross  amount  of 
development  finance  to  be  provided,  while  paying  insufiicient  attention  to  the 
form  of  financing  provided  and  the  terms  on  which  it  is  provided.  The  result 
has  been  not  only  an  unequal  distribution  of  the  burden  among  donors,  but  also — 
at  least  until  recently — an  increasing  debt  service  burden  on  the  borrowers, 
resulting  from  the  very  short  terms  and  very  high  interest  rates  on  credit 
offered  by  some  of  the  donor  members  of  these  groups. 

The  debt  burdens  which  some  of  the  developing  countries  will  face  in  the 
years  ahead  as  a  result  of  accepting  too  much  short-term  high  interest  debt  can 
cause  serious  problems  for  both  the  debtors  and  the  creditors.  In  my  view  the 
dangers  in  this  situation  are  substantial.  It  might  be  better  to  encoui-age  the 
international  institutions  to  reexamine  the  presumptions  on  which  participation 
in  consortia  and  consultative  groups  have  thus  far  been  based. 
Third,  we  must  press  more  vigorously  through  the  international  institutions 
and  otherwise,  for  more  equitahle  sharing  of  responsihility. 

Progress  has  been  made  in  recent  years  toward  a  fairer  sharing  of  the  burden 
of  providing  development  financing,  but  more  needs  to  be  done.  We  have  no 
wish  to  cut  back  on  what  the  United  States  is  doing,  but  there  is  still  a  great  need 
for  an  increased  flow  of  resources  from  others,  and  a  ci-itical  need  for  better 
terms. 

I  have  touched  on  this  question  earlier.  I  will  add  here  only  the  observations 
that  every  important  capital  exporting  nation  must  be  persuaded  that  the  require- 
ments for  development  finance  are  growing ;  that  providing  development  loans  on 
commercial  terms  is  self-defeating,  and  that  cutbacks  in  development  finance  pro- 
grams represent  an  economy  which  the  world  cannot  afford. 

It  is  becoming  increasingly  clear  that  we  can  no  longer  make  such  comparisons 
simply  by  relating  the  size  of  a  country's  development  and  aid  contribution  to  the 
size  of  its  gross  national  product.  The  form  in  which  a  donor  provides  aid,  the 
terms  of  its  aid,  and  its  international  liquidity  position  must  be  taken  into 
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account.  In  a  broader  sense,  account  should  also  be  taken  of  the  contribution 
each  country  is  making  toward  other  objectives  for  the  common  good — most  par- 
ticularly  for  the  military  security  of  the  free  world. 

Fourth,  ive  need  to  press  for  policies  and  attitudes  to  give  greater  weight  to  bal- 
ance of  payments  considerations  in  multilateral  development  activities. 

If  substantial  amounts  of  funds,  particularly  those  which  will  be  paid  over  a 
number  of  years,  are  to  be  channeled  through  multilateral  institutions,  ways  and 
means  must  be  found  to  cause  the  real  resources  needed  by  the  developing  nations 
to  flow  in  such  a  way  that  they  will  contribute  to,  rather  than  upset,  the  process 
of  adjusting  international  payments  imbalance.  We  delude  ourselves  if  we  think 
that  any  substantial  commitment,  particularly  forward  commitment  of  funds, 
will  be  made  by  responsible  national  financial  authorities  without  ade(iuate  pro- 
tection for  their  balance  of  payments  contingencies.  There  is  no  magic  inocula- 
tion known,  either  in  medical  or  economic  science,  which  can  provide  immunity 
to  balance  of  payments  problems  for  develoj>ed  countries  other  than  the  United 
States. 

At  present,  the  United  States,  which  is  by  far  the  world's  largest  provider  of 
multilateral  aid,  has  by  far  the  world's  largest  balance  of  payments  deficit.  We 
need  to  make  sure  that  our  participation  in  these  multilateral  organizations  is 
carried  out  in  ways  compatible  with  our  balance  of  payments  policies,  while  con- 
sistent with  the  needs  of  the  multilateral  institutions. 

The  future  ability  of  the  multilateral  development  finance  institutions  to  mobi- 
lize large  and  increasing  resources  will  depend  to  an  important  degree  on  their 
ability  to  meet  this  challenge.  There  are  a  variety  of  ways  in  which  this  problem 
can  be  approached. 

Additional  steps  need  to  be  taken  to  improve  the  access  of  the  development 
financ*e  institutions  to  wider  and  more  diversified  world  capital  markets.  For  our 
part,  the  United  States  has  for  a  number  of  years  pressed  for  the  creation  of  new 
and  more  highly  developed  capital  markets  in  other  industrial  nations.  Some  have 
taken  actions  to  facilitate  such  a  development — with  national  and  international 
benefits. 

From  the  i)oint  of  view  of  the  international  finance  institutions  alone,  much 
remains  to  be  done.  Perhaps  tliis  is  an  area  for  multilateral  action  under  the 
leadership  of  the  multilateral  institutions  themselves.  It  would  be  fanciful  to 
expect  full  results  quickly,  but  the  lag  in  results,  compared  to  the  need  so  far,  is 
regrettable.  We  have  had  to  afford  a  substantial  degree  of  access  by  these  insti- 
tutions to  our  own  capital  markets,  despite  our  balance  of  payments  difliculties ; 
but  whenever  such  access  was  necessary,  it  was  also  necessary,  in  view  of  our 
present  deficit,  for  us  to  mitigate  the  impact  of  the  event  on  our  own  balance  of 
payments.  If  we  are  to  make  a  better  adjustment  of  international  payments 
imbalances,  we  must  act  upon  the  responsibility,  recognized  by  all  of  us  in  the 
Organization  for  Economic  Cooperation  and  Development — and  not  fully  met  by 
all  surplus  countries — of  affording  greater  financial  access  to  all  of  our  capital 
markets  by  the  development  finance  institutions. 

But  it  is  not  a  matter  of  access  alone.  To  the  extent  that  private  capital 
markets — particularly  in  surplus  countries — are  not  yet  able  to  provide  an  ade- 
quate volume  of  resources,  does  not  the  member  government  have  a  responsibility 
to  the  institution  and  to  the  adjustment  process  for  timely  reinvestment  of  its 
international  receipts? 

We  must  take  all  feasible  steps  to  assure  that,  when  resources  are  being  con- 
tributed to  the  multilateral  institutions,  contributing  countries  which  are  in 
balance  of  payments  difiSculties  may  make  their  contributions  in  a  way  which 
safeguards  their  efforts  to  achieve  balance  of  payments  equilibrium. 

The  proi>osed  contribution  to  IDA  contains  such  safeguards,  and  the  principle 
must  be  maintained  in  other  contributions  to  other  multilateral  institutions. 

— We  must  seek  an  increasing  recognition  of  the  need  for  a  clear  differentia- 
tion, in  the  provision  of  development  finance,  in  the  obligations  of  capital  exi>ort- 
Ing  countries  in  balance  of  payments  diflSculty  and  those  of  capital  exporting 
coimtries  which  are  in  balance  of  payments  surplus.  Countries  in  serious  balance 
of  payments  difliculty  may  be  expected  to  provide  their  contributions  in  the  form 
of  goods  and  services  produced  in  their  own  country.  Countries  in  balance  of  pay- 
ments surplus  should  make  tlieir  contributions  in  the  form  of  cash  financing  or 
untied  aid.  I  should  note  that  if  countries  now  in  surplus  do  not  provide  their 
aid  on  an  untied  basis — in  form  and  fact— while  they  are  in  surplus,  it  will  be 
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much  more  difficult  for  nations  in  deficit,  such  as  the  United  States,  to  justify 
providing  their  aid  in  untied  form  when  their  balance  of  payments  deficits  are 
eliminated. 

— As  a  general  proposition  we  should  seek  to  ensure  that  development  finance 
more  actively  contributes  to  the  international  payments  adjustment  process. 
Development  financing  should  be  provided  in  a  form  which  tends  to  mitigate, 
rather  than  to  exacerbate,  the  present  disequilibrium  in  international  payments. 

Finally,  we  should  increase  the  share  of  financing  provided  through  multilateral 
lending  agencies. 

If  some  of  these  changes  can  be  introduced  a  continuation  of  the  shift  in 
emphasis  from  bilateral  to  multilateral  channels  for  aid  and  development  finance 
would  be  in  order.  This,  of  course,  is  not  a  decision  for  the  United  States  alone, 
but  we  should,  in  my  view,  let  it  be  known  tliat  we  are  prepared  to  join  with 
the  other  contributing  countries  in  expanding  the  use  of  the  multilateral  channels 
for  development  finance. 

This  is  not  a  move  to  be  made  by  one  or  a  few  countries  but  by  all  contributing 
countries  and  should  depend  upon  the  effectiveness  of  the  particular  institution. 
However,  this  does  not  mean  that  we  should  expect  to  shift  altogether  out  of 
bilateral  aid  and  development  finance  arrangements  in  favor  of  the  multilateral 
approach.  The  bilateral  channels  must  continue  to  play  an  important  role.  We 
would  be  deluding  ourselves,  and  doing  a  disservice  to  those  who  have  responsi- 
bility for  carrying  out  the  foreign  policy  of  governments,  not  to  recognize  it. 

I  would,  at  this  point,  like  to  say  a  word  about  Vietnam.  President  Johnson  has 
made  clear  to  the  world  our  fervent  hope  that  peace  there  will  be  restored.  At 
this  moment  we  cannot  predict  the  outcome  of  negotiations.  But  lit  is  not  too 
early  to  begin  to  consider  the  possibility  of  i>eace  and  to  plan.  Clearly,  the  prob- 
lems of  restoring  economic  stability  and  promoting  growth  in  those  war-torn 
areas  in  the  stresses  of  the  post-Vietnam  period  will  require  a  multilateral 
approach.  We  should  begin  to  examine  the  problems  and  plan  such  an  approach. 

III.  SOME  PRESSING,  PENDING,   UNFINISHED  BUSINESS  AT  HOME 

During  the  month  of  June  the  Government  of  the  United  States  will  be  called 
upon  to  take  decisive  action  on  some  pending  legislation  which  is  of  the  greatest 
importance  to  the  objective  of  making  multilateralism  work  in  the  field  of  inter- 
national finance. 

The  Senate  will  be  called  upon  to  vote  on  the  legislation  authorizing  the 
approval  of  the  proposed  amendment  of  the  Articles  of  Agreement  of  the  Inter- 
national Monetary  Fund  establishing  the  Special  Drawing  Rights  facility  and 
providing  for  U.S.  participation  in  the  operations  of  that  facility.  This  legislation 
has  already  passed  the  House  of  Representatives  by  a  vote  of  226  to  16. 

I  appreciate  the  interest,  participation,  and  support  of  the  American  Bank- 
ers Association  in  the  long  and  laborious  processes  of  consideration,  negotiation, 
and  legislative  action  which  have  brought  us  so  close  to  the  end  of  the  long  road 
we  have  traveled  toward  this  objective. 

Likewise,  it  is  anticipated  that  in  the  month  of  June,  Congress  will  be  called 
upon  to  approve  participation  by  the  United  States  in  the  second  replenishment 
of  funds  for  the  International  Development  Association.  This  second  replenish- 
ment cannot  become  effective  until  at  least  twelve  contributing  members — whose 
aggregate  contribution  is  not  less  than  $950  million  (out  of  the  $1.2  billion 
scheduled  over  the  next  3  years) — shall  have  notified  the  organization  that  they 
will  make  their  contributions.  Because  of  the  size  of  the  U.S.  contribution,  the 
$950  million  "trigger"  amount  cannot  be  reached  without  our  participation.  Our 
own  action  undoubtedly  will  stimulate  early  action  on  the  part  of  a  number  of 
other  governments. 

The  Executive  Directors  of  IDA  have  recommended  that  all  governments  act 
in  time  to  permit  the  Resolutions  to  come  into  effect  on  or  before  June  30,  1968. 
By  acting  promptly  to  meet  that  schedule,  we  can  reassert  the  constructive 
leadership  that  has  characterized  our  earlier  participation  within  the  Inter- 
national Development  Association. 

Strong  bipartisan  backing  characterized  the  U.S.  initiative  to  create  the  Inter- 
national Development  Association  under  the  administration  of  President  Eisen- 
hower. Up  to  now  it  has  continued  under  President  Kennedy  and  President 
Johnson.  I  hope  it  will  result  in  a  timely  approval  by  the  Congress  of  this 
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measure,  so  vital  to  keeping  multilateralism  at  work  in  the  field  of  development 
finance. 

Finally,  in  the  first  week  in  June,  the  Congress  will  vote  up  or  down  legislation 
providing  for  a  tax  increase  and  a  reduction  in  Government  expenses.  This  all 
important  measure  is  designed  to  restore  a  responsible  national  fiscal  and  finan- 
cial policy  which  is  vital  to  the  United  States  and  the  entire  free  world. 

This  audience  knows  that  failure  to  take  affirmative  action  on  this  fiscal 
program  would  risk  incalculable  damage  to  our  own  and  the  world's  economy 
and  financial  system.  It  would 
— expose  our  economy  to  continuing  and  intolerable  inflationary  pressures, 
— lead  to  additional  fear  and  distress  in  our  financial  markets  and  a  further 
upward  .spiral  in  interest  rates  already  near  the  highest  levels  in  modern 
history, 

— hami>er  our  efforts  to  bring  our  balance  of  payments  into  equilibrium 
through  the  restoration  of  a  healthy  trade  surplus,  risking  a  full-scale  inter- 
national financial  crisis, 

— seriously  undermine  the  basic  faith  held  at  home  and  abroad  in  the  ability 
of  the  United  States  to  conduct  its  financial  affairs  responsibly — a  faith  that  is 
and  has  been  fundamental  to  the  strength  of  the  dollar. 

Since  last  August,  I  have  warned  of  each  of  these  risks  of  fiscal  failure  in 
every  forum  open  to  me — from  cabinet  room  to  congressional  committee — from 
London  to  Rio  to  Stockholm.  But  today,  unlike  last  August,  I  am  no  longer 
speaking  of  risks  alone.  For,  to  a  degree,  each  of  the  damaging  results  I  have 
cited  is  already  in  evidence.  We  are  no  longer  faced  with  dangerous  future 
contingencies  but  with  a  current  movement  toward  damaging  inflation,  financial 
deterioration  and  a  loss  of  confidence. 

This  is  why  I  consider  it  absolutely  essential  that  proper  fiscal  action  be  taken 
now.  We  can  not  afford  further  delay.  Ajid  the  nation  can  not  afford  the  failure 
in  representative  government  which  would  result  should  the  Congress  refuse 
to  perform  its  function  in  meeting  the  necessities  of  the  people  rather  than 
satisfying  wishful  thinking.  It  is  your  responsibility  and  mine  to  make  sure 
they  understand  the  necessities.  Since  the  surcharge  was  proposed  last  August 
it  has  become  increasingly  clear  that  a  responsible  fiscal  policy,  in  the  environ- 
ment then  evident  and  now  experienced,  calls  for  decisive  action  to  eliminate 
the  twin  deficits  in  our  Federal  budget  and  in  our  international  balance  of 
payments  and  for  early  enactment  of  the  President's  tax  increase  propo.sal  as 
essential  to  the  achievement  of  this  objective. 

The  past  10  months  have  amply  demonstrated  that  the  best  chance  of  obtaining 
these  results  in  this  Congress  is  to  conjoin  the  tax  increase  with  a  substantive 
spending  reduction.  The  legislative  package  pending  before  the  Congress  does 
just  that. 

There  have  been  and  continue  to  be  differences  of  opinion  over  whether  the 
expenditure  reductions  should  be  $4  billion  or  $6  billion — whether  tlie  deficit  of 
over  $20  billion  should  be  reduced  to  $18  billion  or  $20  billion.  I  hold  strongly 
to  the  view  that  a  difference  of  opinion  over  the  consequences  of  postponing,  or 
cancelling,  or  maintaining  expenditures  in  fiscal  1969  in  the  amount  of  $2  billion 
must  not  be  allowed  to  stand  between  the  nation  and  the  early  re-establishment 
of  a  responsible  fiscal  policy  so  necessary  and  so  long  overdue. 

Speaking  to  the  United  States  Chamber  of  Commerce,  prior  to  the  decision  of 
the  House  and  Senate,  I  said  : 

"Given  the  Government's  serious  financial  situation,  now  recognized  on  all 
sides,  I  am  confident  that  the  men  of  wisdom,  experience  and  patriotism  who 
are  involved  will  not  permit  disagreements  over  details  or  procedures,  or 
marginal  differences  as  to  the  degree  of  expenditure  reduction  required,  to 
prevent  decisive  action  to  reduce  our  twin  deficits  to  manageable  proportions. 

"*  *  *  In  this  process,  the  individual  Congressman  or  Senator  will  not  get 
just  what  he  would  prefer  for  his  constituents  or  for  the  nation.  Nor  will  the 
President,  given  the  special  constitutional  power  of  the  Congress  over  the  purse. 
Neither  will  you  or  I.  But,  acting  together,  we  can  do  what  needs  to  be  done — 
take  care  of  our  essential  needs  at  home  and  abroad  in  a  manner  that  will  keep 
our  economy  stable  and  the  dollar  strong." 
But,  this  is  not  the  end  of  the  story. 

It  is  the  duty  of  the  Secretary  of  the  Treasury  to  speak  plainly  on  these 
matters  and  I  have  done  so  in  the  past  as  I  do  now.  But  it  is  also  his  duty  to 
keep  trying,  to  retain  hoire,  and  to  have  confidence  in  the  ultimate  capacity  of 
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representative  government  to  do  what  is  plainly  right,  even  in  an  election  year. 

My  role  in  the  torturous  journey  that  the  tax  bill  has  been  forced  to  follow 
has  been  described  by  one  of  my  colleagues  as  follows : 

"At  times  he  has  been  a  tax  Oandide,  seeing  progress  in  this  procedural  move 
or  that  statement  by  a  legislator  when  all  else  saw  only  set-back.  At  timesi  he 
has  sorrowfully  been  a  tax  Cassandra,  as  crises  recurred  in  the  international 
markets  and  gold  filled  the  headlines.  And  at  many  another  time  he  has  been 
the  ambulance  surgeon  on  the  emergency  call  or  even  a  Dr.  Christiaan  Barnard — 
always  able  to  detect  a  pulse  or  heartbeat  when  all  others  had  put  away  their 
stethoscopes." 

May  I  take  one  final  role— that  of  a  fiscal  Paul  Revere,  riding  past  our  noble 
banking  institutions,  shouting  a  new  call  to  arms  : 

"The  date  is  early  June." 

You  are  the  Minute  Men  who  should  have  the  ear  of  your  representatives  on 
financial  matters.  In  this  hour  of  national  fiscal  responsibility,  I  ask  for  your 
help. 

Exhibit  48. — Letter  from  Secretary  Fowler  to  Chairman  Mills,  House  Ways  and 
Means  Committee,  June  6,  1968 

Hon.  Wilbur  D.  Mills, 

Chairman,  House  Ways  and  Means  Committee, 

House  of  Reirresentatives,  Washington,  D.C. 

Deab  Mk.  Chairman  :  The  public  hearings  on  trade  matters  which  have  been 
launched  by  the  Committee  on  Ways  and  Means  will  have  a  most  significant 
bearing  on  the  course  of  the  United  States  policy,  not  only  in  the  trade  area  but 
in  the  field  of  international  finance  as  well. 

We  must  not  swerve  from  the  path  of  progressive  liberalization  in  international 
trade  that  this  country  commenced  in  the  1930's  and  has  followed  for  over  two 
decades  since  World  War  II.  To  change  our  course  now  could  mean  the  start 
of  a  movement  back  to  restrictionism  in  international  financial  policy.  The 
international  monetary  system  would  soon  feel  the  effects  of  such  a  return. 
Continued  liberalization  of  trade  is  the  only  correct  course  for  sound  economic 
growth  in  an  interdependent  world.  It  is  essential  if,  in  the  United  States,  we 
are  to  build  a  healthier  trade  surplus:  the  surplus  we  must  have  to  achieve  a 
sustainable  balance  of  payments  equilibrium. 

Approval  of  President  Johnson's  proposals  extending  the  trade  agreement 
authority  under  the  Trade  Expansion  Act  of  1968  (H.R.  17551)  is  important  not 
only  to  provide  the  necessai-y  legislative  authority  in  this  area  but  also  as  an 
expression  of  congressional  support  for  the  post-war  trade  policy  from  which 
the  whole  world  has  prospered.  This  policy  has  fostered  a  growth  in  free  world 
exports  from  less  than  $50  billion  in  1946  to  more  than  $190  billion  in  1967. 
It  was  accompanied  by  the  highest  growth  rates  the  industrial  world  ever  ex- 
perienced ;  it  created  new  hope  for  lesser  developed  areas. 

On  the  other  hand,  enactment  of  proposals  for  the  unilateral  imposition  of 
import  quotas  would  not  only  be  a  severe  setback  to  the  kind  of  trade  policy 
that  strengthens  the  United  States  and  the  free  world  economy,  but  quotas 
would  seriously  aggravate  our  balance  of  payments  program.  Let  me  indicate 
briefly  why,  in  my  judgment,  resort  to  restrictive  trade  measures  such  as  uni- 
laterally imposed  quotas  would  be  a  setback  to  the  effort  to  improve  our  position 
on  the  international  trade  account. 

A  country  with  exports  of  about  $32  billion,  which  accounts  for  at  least  one 
of  every  six  dollars  shipped  anywhere  in  the  world,  is  uniquely  vulnerable  to 
the  adverse  effects  of  a  quota  wax*.  And  a  quota  war  is  precisely  what  wide  use 
of  import  quotas  would  create.  To  instigate  such  a  war  would  be  folly,  since 
the  United  States  would  be  bound  to  end  up  as  a  loser.  The  use  of  import  quotas 
may,  at  times,  as  allowed  under  GATT,  make  temporary  sense  for  some  trade 
deficit  countries ;  it  has  no  place  in  the  policy  of  a  major  trading  country  such 
as  ours.  What  is  more,  if  sustainable  equilibrium  in  our  international  accounts 
is  to  be  achieved,  in  great  part  through  an  improved  trade  account,  a  restrictive 
trading  policy  would  destroy  the  climate  which  is  a  precondition  to  such  growth. 

More  detailed  views  of  mine  on  the  adverse  effects  on  the  United  States 
stemming  from  the  imposition  of  import  quotas  are  contained  in  the  attached 
letter  (Annex  1)  which  I  sent  to  Senator  Russell  B.  Long,  Chairman  of  the 
Senate  Finance  Committee,  on  October  18, 1967. 
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A  substantial  trade  surplus  is  the  Iceystone  of  a  sound  international  finan- 
cial position  for  the  United  States  and  the  dollar.  Our  substantial  trade  surplus 
during  the  postwar  period  has  been  the  major  sustaining  element  in  our  bal- 
ance of  payments  picture.  It  has  provided  the  financial  means  for  carrying  out 
our  international  responsibilities — the  defense  of  freedom,  the  promotion  of 
world  trade,  and  the  encouragement  of  economic  growi;h  in  the  developing 
countries  supported  by  a  convertible  dollar  of  constant  gold  value. 

During  the  last  six  months  there  was  a  sharp  decline  in  our  trade  surplus — 
from  an  annual  rate  of  $4.2  billion  irU  the  first  three  quarters  of  last  year,  to 
an  annual  rate  of  $400  million  in  the  first  quarter  of  this  year.  The  rise  in  im- 
ports that  caused  this  decline  was  due  in  x)art  to  special  circumstances.  It  was 
due  mainly,  however,  to  the  absence  of  adequate  fiscal  restraint  in  the  form 
of  a  tax  increase  and  expenditure  control  and  the  conjunction  of  a  highly  stimu- 
lative deficit  in  our  Federal  budget  with  a  period  of  rapidly  expanding  economic 
activity,  which  has  characterized  the  last  ten  mouths.  Had  the  pace  of  the  U.S. 
economy  permitted  us  to  maintain  a  trade  surplus  of  the  pi'oportions  that 
characterized  every  quarter  in  the  last  3  years,  up  until  the  fourth  quarter 
of  last  year,  our  1968  first  quarter  balance  of  payments  would  have  been  in 
surplus.  This  situation  is  one  of  the  most  important  reasons  for  prompt  ap- 
proval of  the  Conference  Report  now  pending  before  both  Houses  of  the  Congress. 

These  first  quarter  balance  of  trade  results  point  to  the  imix)rtance  of  an 
extensive  follow-through  on  those  features  of  the  President's  balance  of  pay- 
ments action  program  which  affect,  directly  or  indirectly,  the  restoration  of  a 
healthy  trade  surplus.  In  addition  to  the  tax-expenditure  bill  which  has  been 
so  high  on  this  Committee's  agenda,  these  actions  include : 

— restoration  of  wage-price  stability, 

— avoidance  of  work  stoppages  or  threat  of  stoppages  that  encourage  imports 
and  reduce  exports, 

— a  new  consciousness  and  energy  on  the  part  of  management  and  labor  to 
produce  and  sell  for  export, 

— enactment  of  the  new  Export  Expansion  Credit  proposals  pending  before 
the  Congress,  and 

— a  fresh  look  at  certain  features  of  the  GATT,  with  the  object  of  removing 
disadvantages  to  our  trade. 

The  positive  action  program  designed  to  bring  our  balance  of  payments  close 
to  equilibrium  is  described  in  some  detail  in  the  Treasury  Department's  recent 
publication,  "Maintaining  the  Strength  of  the  United  States  Dollar  in  a  Strong 
Free  World  Economy."  I  have  referred  to  this  report  frequently  before  your 
Committee.  The  subject  matter  of  Chapter  IV,  "An  Intensified  Effort  to  Achieve 
and  Maintain  Healthy  U.S.  Trade  Surplus,"  is  particularly  pertinent  to  the 
hearings  now  being  held  by  your  Committee.  Let  me  touch  on  some  of  these 
points. 

Sound  fiscal  and  monetary  management  of  the  U.S.  economy,  designed  to  keep 
it  competitive  and  stable,  is  crucially  important  to  the  U.S.  trade  balance.  Ex- 
cessive increases  in  income — especially  when  we  have  full  employment — will  be 
quickly  translated  into  higher  prices,  and  into  capacity  bottlenecks,  with  a 
resulting  surge  in  imports  and  slowdown  in  exports.  The  prompt  enactment  of 
the  President's  tax  increase  program — coupled  with  the  expenditure  reduction 
program — is  the  single  most  important  and  indispensable  step  this  nation  can 
take  now  to  improve  our  balance  of  payments  and  protect  the  dollar  and  the 
international  monetary  system.  It  also  lays  the  groundwork  for  future 
improvement. 

Business  and  labor  share  an  important  responsibility  to  improve  our  competi- 
tive position  and  build  on  our  trade  surplus.  As  we  pointed  out  in  the  Treasury 
report,  two  important  areas  here  are : 

— keeping  wage  demands  and  price  decisions  consistent  with  national  pro- 
ductivity performance ;  and 

— avoiding  work  stoppages,  or  the  threat  of  work  stoppages,  in  industries 
vulnerable  to  imi)ort  or  export  competition  at  a  time  when  our  balance  of  pay- 
ments position  is  under  pressure. 

For  the  long  term,  we  need  to  develop  a  systematic  program  to  expand  our 
exports.  The  energy  and  imagination  which  labor  and  management  can  bring 
to  this  task  are  badly  needed.  In  the  field  of  export  financing  and  export  pro- 
motion we  have  made  a  start.  The  Department  of  Commerce  and  the  Export- 
Import  Bank  have  certain  legislative  requests  before  the  Congres.s.  H.R.  16162 — 
the  Export  Expansion  Facility  Bill — would  help  develop  new  markets  for  U.S. 
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goods  and  services.  There  is  also  a  5-year  Commerce  Department  program  for 
increasing  its  export  promotion  activities.  Appropriations  have  been  requested 
for  this.  In  addition,  the  Export-Import  Bank  has  liberalized  its  rediscount 
facility  and  the  Export  Expansion  Facility  will  permit  increased  flexibility  in 
the  exporter  credit  program  and  in  the  guarantee  and  insurance  programs  of 
the  Export-Import  Bank  and  the  Foreign  Credit  Insurance  Association. 

The  success  of  our  own  export  expansion  program  depends  to  a  great  degree 
not  only  on  a  competitively  strong  U.S.  economy,  but  on  continuing  efforts  to 
keep  world  markets  open.  Directly  related  to  these  elforts  is  the  maintenance 
of  a  liberal  trading  policy  by  the  United  States.  In  harmony  with  our  efforts 
to  expand  world  trade  in  general  and  U.S.  exports  in  particular,  the  Contract- 
ing Parties  to  the  General  Agreement  on  Tariffs  and  Trade  (GATT)  have 
launched  a  work  program  which  recognizes  the  importance  of  moving  forward 
in  liberalizing  international  trading  arrangements. 

A  GATT  group  is  now  completing  an  inventory  of  nontariff  barriers  to  trade. 
The  United  States  has  long  felt  that  these  impediments  to  our  exports  pose  a 
continued  threat  to  the  growth  of  world  trade.  We  must  seek  not  only  to  reduce 
and  remove  these  nontariff  bapriers  but  to  remain  alert  to  oppose  the  establish- 
ment of  new  ones. 

I  should  mention  one  area  of  particular  concern.  The  rules  of  the  GATT  permit 
the  rebate  of  certain  indirect  taxes  when  goods  are  exported,  as  well  as  the  impo- 
sition of  these  taxes  on  imported  goods.  But  comparable  action  is  not  permitted 
with  respect  to  direct  taxes.  The  United  States  does  not  question  a  country's 
choice  of  a  tax  system  but  we  are  concerned  that  the  present  GATT  rules  create 
an  unwarranted  advantage  to  those  countries  which,  unlike  the  United  States, 
utilize  extensive  indirect  taxation.  These  rules  reflect  the  underlying  assumption 
that  indirect  taxes  are  wholly  passed  on  to  consumers,  while  direct  taxes  are 
wholly  absorbed  by  producers. 

When  the  GATT  rules  were  drawn  up^more  than  two  decades  ago^ — the  ques- 
tion of  border  tax  adjustments  did  not  appear  to  be  a  matter  of  major  concern. 
Levels  of  indirect  taxation  were  much  lower ;  the  overly  simple  and  sweeping  as- 
sumptions about  tax  shifting  were  generally  considered  acceptable. 

Times  have  changed.  Many  economists  and  businessmen  now  question  the  valid- 
ity of  these  underlying  assumptions.  There  has  been  a  general  growth  in  the  use 
of  indirect  taxes,  with  a  series  of  upward  changes  in  border  tax  adjustments. 
Further,  a  variety  of  new  changes  in  indirect  tax  systems  are  contemplated  by 
various  European  countries.  Accordingly,  very  careful  attention  must  now  be 
given  to  rules  and  practices  which  are  prejudicial  to  our  trading  interests. 

In  this  context,  the  U.S.  Government  has  been  consulting  in  the  OECD  on  the 
question  of  border  tax  adjustments  and  has  recently  concluded  a  discussion 
on  the  trade  effects  of  the  German  shift  to  a  "value  added"  system  of  taxation. 
In  addition,  the  United  States  requested  the  Contracting  Parties  to  examine  the 
provisions  of  the  GATT  which  deal  with  this  complex  issue  of  border  tax  adjust- 
ments. A  GATT  Working  Party  is  now  actively  involved  in  an  exploration  of  this 
complex  issue.  We  believe  there  is  a  growing  awareness  abroad  of  our  serious 
concern  that  the  present  GATT  rules  work  to  the  disadvantage  of  our  trade.  How- 
ever, this  is  a  contentious  issue  and  obtaining  agreement  on  changes  in  the  rules 
will  be  diflSeult. 

Before  concluding,  I  should  mention  two  important  laws  affecting  our  imports 
which  the  Treasury  Department  is  responsible  for  administering.  The  flrst  of 
these  is  the  antidumping  law,  the  second  is  the  countervailing  duty  law. 

"Dumping"  occurs  typically  when  a  foreign  firm  sells  its  products  at  a  lower 
price  in  the  United  States  than  in  the  home  market.  If  domestic  producers  are 
injured  as  a  result,  special  antidumping  duties,  measured  by  the  price  differen- 
tial, are  assessed  in  addition  to  normal  customs  duties,  upon  the  imported  goods 
involved.  The  Treasury  Department  is  responsible,  under  the  antidumping  law, 
for  determining  whether  there  is  a  price  differential.  Since  1954,  the  Tariff  Com- 
mission has  been  responsible  for  determining  whether  there  is  injury  to  domestic 
producers. 

Attached  as  Annex  2  is  a  statistical  record  of  the  dumping  cases  processed 
from  1955  through  1967.  During  this  period,  there  were  12  findings  of  dumping, 
resulting  in  the  assessing  of  dumping  duties.  In  addition,  there  were  89  cases 
which  resiilted  in  price  revision  or  a  termination  of  sales.  This  latter  category 
is  significant.  In  these  cases,  when  it  appeared  from  Treasury's  investigation  that 
sales  might  be  taking  place  at  less  than  fair  value,  the  exporter  either  terminated 
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the  sales  completely  or  revised  his  prices.  Ordinarily,  this  would  mean  there  was 
no  object  in  sending  tlie  case  to  the  Tariff  Commission  for  determination  as  to 
injury ;  the  dumping  had  been  stopped  and  the  objectives  of  the  antidumping 
law  had  been  achieved.  Accordingly,  such  cases  have  ordinarily  been  closed  out 
forthwith  to  the  satisfaction  of  the  U.S.  industry  complainants.  However,  despite 
the  price  revision,  a  number  of  cases  have  been  sent  to  the  Tariff  Commission  for 
an  injury  determination. 

The  U.S.  countervailing  duty  law  requires  the  Secretary  of  the  Treasury  to 
impose  countervailing  duties  in  cases  where  dutiable  goods  imported  into  the 
United  States  benefit  from  a  subsidy.  The  amount  of  the  countervailing  duty  is 
equivalent  to  tlie  amount  of  the  subsidy.  The  countervailing  duty  is  in  addition 
to  the  normal  customs  duties  assessed  upon  importation. 

At  the  present  time  there  are  13  covmtervailing  duty  orders  outstanding.  Tliree 
of  these  were  issued  in  the  past  month.  Annex  2  also  contains  a  statistical  state- 
ment of  countervailing  duty  cases  processed  from  1934  to  1968,  together  with  a 
listing  of  the  orders  currently  outstanding. 

Further,  in  terms  of  my  Department's  responsibility  for  the  administration 
of  customs  laws,  we  fully  support  the  provision  in  the  Bill  for  elimination  of  the 
America  Selling  Price  System.  Over  the  years  ASP  has  proven  to  be  administra- 
tively burdensome  for  the  Bureau  of  Customs.  Its  removal  would  facilitate  the 
administration  of  the  customs  laws. 

Finally,  I  must  emphasize  the  fact  that  our  leadership  in  the  movement  toward 
freer  world  trade  and  payments  has  created  new  opportunities  for  us.  Although 
there  have  been  problems  at  times,  our  strength  has  been  our  ability  to  press  for- 
ward and  out  of  the  wealth  of  an  expanding  U.S.  economy,  bring  forth  the  greatest 
strides  in  world  trade  and  development  in  recorded  history.  The  successful  con- 
clusion of  the  Kennedy  Round  negotiations  is  a  good  example  of  how  a  dynamic 
and  forward-looking  policy  brings  benefits  to  all  the  world — to  us  and  our  trad- 
ing partners  alike.  Continued  cooperation  can  only  mean  progress  in  dealing  with 
our  problems.  A  retreat  to  protectionism  by  the  United  States  would  be  certain 
to  bring  forth  the  same  response  abroad,  and  the  abrupt  termination  of  the  bene- 
fits we  all  have  enjoyed.  I  believe  there  is  sufficient  realization  on  the  part  of 
our  trading  partners  of  the  problems  created  by  some  of  their  policies  and  prac- 
tices to  warrant  the  conclusion  that  they  are  prepared  to  work  with  us  on  these 
problems  to  arrive  at  mutually  acceptable  solutions.  Fundamental  to  this  attitude 
is  their  desire  to  be  confident  that  the  U.S.  Government  will  continue  and  further 
its  efforts  to  create  an  international  environment  conducive  to  the  expansion  of 
world  trade. 

I  want  to  be  equally  emphatic  in  underscoring  our  intent  to  act  forcefully  to  see 
to  it  that  the  obstacles  which  now  work  against  our  trade  are  eliminated.  Presi- 
dent Johnson,  in  his  message  to  the  Congress  on  the  Trade  Expansion  Act  of 
1968,  underlined  that  "other  nations  must  join  with  us  to  put  an  end  to  non- 
tariff  barriers." 


Trade  is  a  two-way  street. 
Sincerely  yours, 


Henry  H.  Fowleb. 
ANNEX  1 


October  18,  nun. 
Hon.  Russell  V,.  Lono, 
Chairman  Senate  Finance  Committee, 
U.S.  Senate,  Washington,  B.C. 

Dear  Mr.  Chairman:  T  am  writing  to  you  to  express  my  judgment  thnt  the 
recently  proposed  import  quota  bills,  if  enacted,  would  worsen  our  balance-of- 
payments  problem,  already  aggravated  by  the  Vietnam  conflict. 

During  the  postwar  period,  our  substantial  trade  surplus  has  been  the  major 
sustaining  element  in  our  balance-of-payments  picture.  This  trade  surplus  has 
provided  the  financial  means  for  carrying  on  neces.sary  military,  economic,  and 
diplomatic  activities  throughout  the  world  with  a  convertible  dollar  of  constant 
gold  value.  Because  of  this  trade  surplus,  we  have  not  had  to  re-sort  to  the  re- 
strictions on  personal  freedom  of  travel  abroad  or  on  direct  investment  abroad 
which  so  many  countries  have  used.  I  shudder  to  contemplate  what  would  have 
happened  to  our  balance-of-payments  position  and  our  gold  reserves  in  the  ab- 
sence of  this  strong  plus  factor  in  our  payments  situation. 

A  country  with  a  large  trade  surplus  is  uniquely  vulnerable  to  the  adverse  ef- 
fects of  a  quota  war  and  that  is  what  wide  use  of  import  quotas  would  create. 
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To  incite  such  a  war  would  be  a  fool's  game  since  tlie  United  States  would  be 
bound  to  end  up  as  a  loser.  The  broad  use  of  import  quotas  may,  at  times,  make 
temporary  sense  for  inward -looking  trade  deficit  countries ;  but  it  has  no  place  in 
the  policy  of  a  major  trade  surplus  country  such  as  ours. 

Import  quotas  would  probably  reverse  the  continued  recovery  of  our  trade 
balance  upon  which  the  solution  to  our  balance-of -payments  problem  so  heavily 
depends.  They  would  do  this  by  causing  a  loss  of  U.S.  exports  that  would  almost 
certainly  exceed  any  reduction  in  U.S.  imports  that  they  would  produce. 

There  are  three  reasons  for  anticipating  a  substantial  adverse  effect  on  our 
exports  as  a  result  of  widespread  imposition  of  import  quotas.  These  may  be 
referred  to  as  the  "feedback"  effect,  the  "retaliation"  effect  and  the  "competitive 
loss"  effect.  Let  me  describe  each  of  these,  in  turn. 

Feedback  effect. — When  we  import,  we  put  dollars  in  the  hands  of  foreign 
countries  which  are  likely  to  use  the  bulk  of  them  directly  or  indirectly  either  to 
purchase  U.S.  goods,  U.S.  services,  or  U.S.  long-term  investments. 

Experience  suggests  that  for  each  $1  billion  reduction  in  our  merchandise 
imports,  we  will  lose  somewhat  over  half  a  billion  dollars  of  exports.  Other 
items  in  our  balance-of -payments  accounts  will  also  change ;  but  I  am  speaking 
of  the  observable  statistical  relationship  between  our  merchandise  imports  and 
exports  over  a  period  of  years. 

If  foreigners  earn  less  from  us  because  of  quota  barriers  which  we  erect 
against  their  goods,  we  can  surely  anticipate  that  their  purchases  of  our  goods 
will  decline  even  in  the  absence  of  retaliatory  action  against  our  goods.  But 
there  will  certainly  be  such  action — and  this  leads  me  to  the  second  adverse  effect 
that  the  proposed  quotas  would  have  on  our  exports. 

Retaliation  effect. — President  Kennedy  in  his  Balance  of  Payments  Message 
to  the  House  of  Representatives  on  February  6, 1961,  warned : 

"A  return  to  protectionism  is  not  a  solution.  Such  a  course  would  provoke  re- 
taliation ;  and  the  balance  of  trade,  which  is  now  substantially  in  our  favor, 
could  be  turned  against  us  with  disastrous  effects  to  the  dollar." 

President  Johnson  in  his  Balance  of  Payments  Report  to  the  Congress  on  Feb- 
ruary 10,  1965,  emphasized  our  obligation  to  avoid  "beggar  thy  neighbor" 
restrictions  on  trade. 

If  we  start  down  the  quota  path,  there  will  be  retaliatory  action  abroad  and 
our  trade  surplus  position  will  suffer. 

The  six  Common  Market  countries  have  already  given  a  veiled  warning  that 
they  would  retaliate.  I  do  not  think  they  are  bluffing.  The  Commission  which 
is  the  executive  arm  of  the  European  Community  is  reported  to  have  already 
undertaken  a  study  of  possible  retaliatory  action.  A  Commission  recommenda- 
tion along  this  line  to  the  Community's  Council  of  Ministers  would  certainly 
receive  very  careful  consideration. 

Other  countries  would  follow  suit.  I  understand  the  Australian  Government 
has  estimated  that  the  proposed  quotas  would  apply  to  60  percent  of  Australia's 
exports  to  us.  I  hardly  think  that  country,  or  other  countries  in  comparable  sit- 
uations, would  remain  passive  in  the  face  of  U.S.  quota  limitations  affecting  so 
large  a  portion  of  exports  to  us. 

Let  me  add  that  foreign  countries  have  a  variety  of  devices  with  which  they 
could  retaliate  against  the  proposed  U.S.  quotas.  These  include  not  only  counter- 
quotas  but  also  administrative  devices  such  as  licensing  requirements  which  are 
not  so  obvious  but  which  could  be  quite  effective  in  reducing  their  imports  from 
the  U.S.  There  is  no  doubt  in  my  mind  that  these  instruments  would  be  brought 
into  play  within  a  short  time  after  action  by  the  U.S.  along  the  lines  of  the 
proposed  legislation. 

In  addition,  then,  to  the  adverse  "feedback"  effect  on  our  exports  resulting 
from  a  quota-induced  reduction  in  our  imports,  there  would  be  a  decline  in  our 
exports  due  to  foreign  retaliation.  Loss  of  U.S.  exports  due  to  these  two  reasons 
alone  might  well  exceed  any  reduction  in  our  imports  resulting  from  the  proposed 
quotas.  But  the  above  losses  would  be  supplemented  due  to  a  third  adverse  effect 
resulting  from  imposition  of  import  quotas. 

Competitive  loss  effect.  Imposition  of  the  proposed  quotas,  by  curtailing  com- 
petition from  foreigners,  would  encourage  higher  domestic  prices  for  various 
materials  and  components  which  enter  our  export  products.  As  a  result,  our 
exports  would  tend  to  be  less  competitive  in  foreign  markets,  and  we  could 
expect  foreigners  to  buy  less  of  them  for  this  reason. 

In  August  I  testified  before  the  House  Ways  and  Means  Committee  on  the 
President's  fiscal  program.  In  that  testimony  I  emphasized  the  importance  of 
keeping  our  exports  competitive  over  the  longer  run  and  pointed  out  that  the 
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requested  tax  increase  would  contribute  to  this  end.  Maintaining  an  open  econ- 
omy— that  is,  one  free  from  widespread  quotas  and  other  barriers  to  trade — also 
contributes  to  this  end.  We  cannot  hope  to  produce  in  a  highly  protected  domestic 
market  and  sell  successfully  in  highly  competitive  international  markets. 

I  have  described  above  three  adver.se  effects  that  the  propo.sed  import  quotas 
would  have  on  U.S.  exports.  I  cannot  predict  exactly  what  their  combined  effect 
would  mean  in  terms  of  dollar  loss  of  U.S.  exports  for  each  dollar  reduction  in 
U.S.  imports  brought  about  by  the  proposed  quotas.  But  my  judgment  is  that 
the  ratio  would  be  considerably  greater  than  one  for  one — that  is,  more  than 
one  dollar's  loss  of  exports  for  every  dollar  reduction  of  imports.  In  summary, 
the  proposed  quotas  would  hurt  our  trade  balance  and,  therefore,  our  balance 
of  payments. 

The  approach  under  our  balance-of -payments  program  has  been  in  exactly  the 
opposite  direction — namely,  to  achieve  an  expansion  of  exports  that  would  out- 
strip the  rise  in  our  imports.  In  short,  we  are  .striving  for  a  balance-of-payments 
solution  in  the  context  of  a  healthy,  expanding  international  economy  such  as 
has  been  developing  in  the  last  decade  or  two.  The  proposed  legislation,  by  con- 
trast, would  foster  a  retreat  to  protected  markets  which  could  easily  become 
cumulative.  Protectionism  is  like  inflation.  There  is  never  enough  of  it  for  the 
firm  whose  costs  are  seriously  out  of  line. 

Any  adverse  effects  of  increased  imports  on  particular  firms  or  individuals  are 
not  remedied  from  the  national  point  of  view  by  transferring  the  disruption  to 
firms  and  workers  engaged  in  exporting.  Adverse  effects,  in  any  event,  are  likely 
to  be  temporary  in  a  period  of  healthy  domestic  growth  and  near  capacity 
utilization  of  domestic  resources.  We  are  not  facing  a  period  of  mass  unemploy- 
ment and  low  rates  of  plant  capacity  utilization  such  as  featured  the  1930's. 
The  Administration's  policy  has  been  directed  more  and  more  firmly  towards  the 
maintenance  of  a  full  employment,  noninflationary  economy  in  which  interna- 
tional trade  in  both  directions  plays  an  important  role. 

Enactment  of  the  proposed  bills  would  bring  to  an  end  an  era  of  progressive 
liberalization  in  international  trade — an  era  which  has  witnessed  the  highest 
growth  rate  that  the  industrialized  area  of  the  world  has  ever  experienced. 

The  United  States  has  played  a  leading  role  in  this  liberalization  process.  In 
addition  to  completing  successfully  the  Kennedy  Round  of  trade  negotiations, 
the  United  States  and  other  free  world  countries  have  recently  agreed  on  a 
facility  for  supplementing  existing  international  reserve  assets,  as  needed,  in 
order  that  a  shortage  of  such  reserves  will  not  impede  the  continued  growth  of 
world  trade. 

Our  best  interests  at  home  and  abroad  would  suffer  if  the  United  States  were 
suddenly  to  forsake  its  role  in  the  expanding  free  world  economy  for  the  illusory 
benefits  of  an  import  quota  system. 
Sincerely  yours, 

Henry  H.  Fowler. 
ANNEX  2 

Record  of  antidumping  and  countervailing  duty  cases 

Dumping  cases:  ' 

Cases  processed  Jan.  1,  1955  through  Dec.  31, 1967 371 

No  price  discrimination. 230 

Price  revision  or  tennination  of  sales _ 89 

No  injury 40 

Findings  of  dumping 12 

Countervaihng  duty  cases: 

Cases  processed  May  1,  1934  to  May  31,  1968 191 

Countervailing  duty  orders 30 

Orders  currently  in  effect  (8  countries) 13 

Current  orders: 

Country  Product  and  year 

Australia sugar  content  of  certain  articles— 1923;  butter— 1928 

Canada cheese— 1940  and  1953 

Cuba cordage— 1954 

Denmark  butter — 1935 

France canned  tomato  paste— 1968 

Great  Britain     spirits— 1914;  sugar— 1938 

Ireland spirits— 1935 

Italy transmission  towers— 1907;  canned  tomatoes  and  canned 

tomato  concentrate — 1908;  wire  mesh — 1968 

•  From  Jan.  1,  1934  (at  which  time  detailed  records  on  tlie  Antidumping  Act  were  begun  to  be  kept) 
until  Dec.  31,  1967,  there  were  496  cases  proce«ed.  A  finding  of  dumping  was  made  in  19  of  these  cases. 
Records  of  cases  prior  to  1955,  when  tlie  responsibility  for  making  injury  detenninations  was  first  under- 
taken by  the  U.S.  Tariff  Conuuission,  are  not  complete  as  to  the  reasons  for  the  determinations. 
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Exhibit  49.^ — Statement  by  Under  Secretary  Barr,  February  28,  1968,  before  the 
International  Finance  Subcommittee  of  the  House  Baiiking  and  Currency 
Committee,  on  H.R.  15364,  a  bill  to  increase  the  Ordinary  Capital  resources  of 
the  Inter-American  Development  Bank 

It  is  a  pleasure  to  appear  before  you  today  in  support  of  H.R.  15364  which 
authorizes  participation  by  the  United  States  in  an  expansion  of  the  callable 
Ordinary  Capital  resources  of  the  Inter-American  Development  Bank.  In  the 
words  of  President  Johnson,  the  legislation  would  "enlarge  the  borrowing  and 
lending  capacity  of  this  vital  Alliance  for  Progress  institution  without  requiring 
expenditure  of  United  States  Government  funds." 

Growth  of  the  Bank  after  its  establishment  in  1959  necessitated  an  increase  in 
its  callable  Ordinary  Capital  in  1964.  Further  satisfactory  growth  since  then  and 
the  assumption  by  the  Bank  of  new  responsibilities  now  make  it  desirable  and 
timely  to  act  again  to  assure  the  adequacy  of  the  Bank's  resources.  Approval  of 
the  pending  legislation  would  mark  another  significant  step  forward  in  strength- 
ening the  Bank  as  the  principal  hard-loan  financing  institution  of  the  Alliance 
for  Progress.  The  Bank  and  its  role  in  hemispheric  economic  development  have 
enjoyed  the  firm  support  of  three  Presidents  and  of  five  Congresses,  from  the 
86th  to  the  present  90th  Congress. 

The  Board  of  Governors  of  the  Inter-American  Development  Bank  at  their 
Annual  Meeting  in  April  1967,  unanimously  agreed  to  recommend  to  the  member 
governments  that  appropriate  steps  be  taken  to  increase  the  resources  of  the 
Bank  in  two  ways :  first,  through  a  3-year  increase  starting  in  1967  in  the  Fund 
for  Special  Operations,  the  Bank's  concessional  lending  window,  and  second, 
through  an  increase  in  the  callable  Ordinary  Capital  of  the  Bank  for  hard  lending 
for  action  this  year.  The  first  proposal  involves  an  actual  expenditure  of  Govern- 
ment funds.  The  second  proposal  does  not. 

Last  year,  this  committee  recommended  U.S.  participation  in  the  first  proposal, 
for  the  increase  of  the  Fund  for  Special  Operations.  The  full  Congress  approved 
your  recommendation,  and  the  increase  is  now  being  implemented.  Today's 
request  deals  exclusively  with  the  second  of  the  recommendations,  concerning 
Ordinary  Capital. 

The  National  Advisory  Council  on  International  Monetary  and  Financial  Pol- 
icies has  submitted  a  Special  Report  on  this  proposal  to  the  President  and  to  the 
Congress.  This  Special  Report  describes  the  background  and  the  details  of  the 
proposal  and  strongly  recommends  prompt  enactment  of  the  necessary  legisla- 
tion. I  have  asked  that  a  copy  of  the  Council's  Special  Report  be  made  available 
to  each  member  of  this  Committee. 

The  projKisal  by  the  Governors  on  the  Bank's  Ordinary  Capital  involves  (a) 
an  increase  in  authorized  capital  stock  of  the  Bank  by  $1  billion  in  order  to  per- 
mit (b)  subscriptions  by  member  governments — on  a  callable  basis  requiring  no 
cash  pa.vment — of  their  proportionate  share  of  such  increase. 

Callable  subscriptions  enable  the  Bank  to  raise  Ordinary  Capital  resources  by 
borrowing  in  the  various  capital  markets.  These  subscriptions  represent  con- 
tingent liabilities,  which  may  only  be  called  when  required  to  meet  the  obligation 
of  the  Bank  on  such  borrowings. 

The  proportionate  share  of  the  United  States  in  the  proposed  callable  capital 
increase  would  be  $411,760,000.  Under  the  terms  of  the  proposal,  this  amount 
would  be  subscribed  in  two  equal  portions  of  $205,880,000  each,  the  first  by  the 
end  of  this  year  and  the  second  in  1970.  Although  appropriations  will  be  sought 
in  the  relevant  years,  the  subscriptions  as  such  involve  no  budgetary  expendi- 
ture. It  is  not  foreseen  that  the  shares,  once  subscribed,  will  be  called  for  cash 
payment  by  the  United  States.  By  the  act  of  January  22,  1964  (Public  Law 
88-259)  the  Congress  approved  U.S.  participation  of  the  same  amount  in  a 
previous  capital  increase  of  identical  purpose  and  size. 

Since  it  began  its  lending  operations  in  1960,  the  Bank  has  made  a  major 
contribution  to  Latin  American  development.  The  Bank  has  made  448  loans  total- 
ing $2,391  million  from  all  of  its  sources  of  funds  (including  155  loans  from 
Ordinary  Capital  amounting  to  $901  million).  In  doing  so,  it  has  helped  to 
mobilize  another  $3  billion  of  additional  development  funds  from  local  and  other 
sources. 

Let  me  recall  briefly,  Mr.  Chairman,  the  structure  of  the  Inter-American 
Development  Bank  and  the  extent  of  U.S.  participation  in  the  Ordinary  Capital 
of  this  institution.  The  Bank  was  established  for  the  purpose  of  contributing  to 
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"the  acceleration  of  the  process  of  economic  development  of  the  member  coun- 
tries." The  United  States,  all  of  the  Latin  American  countries  (except  Cuba) 
and  Trinidad  and  Tobago  are  members.  The  Bank's  senior  policy  body  is  its 
Board  of  Governors,  on  which  Secretary  of  the  Treasury  Henry  H.  Fowler 
serves  as  U.S.  Governor.  The  United  States  appoints  its  own  Executive  Director 
(and  Alternate  Executive  Director)  to  the  seven-man  Board  of  Executive  Direc- 
tors. The  Executive  Directors  oversee  the  day-to-day  operations  of  the  Manage- 
ment of  the  Bank.  Voting  in  the  Boards  of  Governors  and  Executive  Directors 
is  on  the  basis  of  weighted  votes  with  the  United  States  having  42  percent  of 
total  votes. 

The  Inter-American  Development  Bank  was  established  with  two  separate 
lending  "windows."  The  Ordinary  Capital  window  provides  for  loans  on  the 
more  conventional  banking  terms  reflecting  its  primary  reliance  on  private  capi- 
tal markets  for  funds.  The  Fund  for  Special  Operations  was  designed  to  make 
loans  on  concessional  repayment  terms  and  accordingly  relies  primarily  on 
government  funds. 

The  Bank  was  initially  established  with  an  authorized  Ordinary  Capital 
amounting  to  $850  million,  of  which  $400  million  was  to  be  paid  in  and  $450  mil- 
lion was  to  be  callable.  Of  the  initial  callable  capital,  the  United  States  sub- 
.scribed  to  its  share  of  $200  million  and  the  other  members  subscribed  to  their 
shares  totaling  $232  million.  (The  balance  of  $18  million  was  to  have  been  the 
share  of  Cuba,  which  declined  to  join  the  Bank  upon  its  establishment  and 
subsequently  became  ineligible  to  do  so.) 

In  1964,  the  callable  capital  was  increased  by  $1  billion  to  provide  for  continued 
financial  growth.  Members  subscribed  to  the  increase  in  the  same  proportion  as 
their  subscriptions  bore  to  the  then-existing  authorized  capital  of  the  Bank. 
At  the  same  time,  the  authorized  capital  was  increased  by  $300  million  to 
provide  shares  for  possible  subscriptions  by  new  members.  After  the  1964  actions, 
the  authorized  capital  stock  of  the  Bank  was  $2,150  million. 

The  callable  capital  of  the  Bank  is  a  contingent  liability  of  the  member  coun- 
tries. It  can  be  called  only  and  to  the  extent  necessary  to  meet  obligations  of  the 
Bank  on  securities  which  the  Bank  has  issued  for  sale  in  the  private  financial 
markets  or  on  guarantees  which  the  Bank  has  made.  Otherwise,  there  is  no 
burden  on  the  member  governments  or  on  taxpayers  in  the  United  States  or  in 
the  Latin  American  countries.  If  calls  are  ever  required,  they  must  be  uniform 
in  percentage  on  all  capital  shares.  Calls  cannot  be  exercised  as  a  means  of 
obtaining  cash  from  governments  to  carry  on  normal  loan  operations. 

On  the  strength  of  the  contingent  liability  represented  by  the  callable  capital, 
which  is  in  effect  a  guarantee  of  the  member  countries,  the  Bank  has  been  able 
to  go  to  the  private  capital  markets  in  Europe  and  the  United  States  and  suc- 
cessfully place  its  own  securities.  The  proceeds  from  these  bond  issues  are  then 
available  to  the  Bank  as  additional  capital  for  lending  operations. 

Since  its  inception  in  1960,  the  Bank  has  borrowed  in  the  capital  markets 
of  the  United  States,  Italy,  Germany,  The  United  Kingdom,  Switzerland  and 
Belgium.  It  has  borrowed  in  Latin  American  member  countries,  Spain  and  Israel 
through  the  sale  of  short-term  bonds  to  their  central  banks.  It  has  also  borrowed 
from  government  agencies  in  Spain  and  Japan.  The  total  of  all  these  borrow- 
ings now  outstanding  is  nearly  $515  million.  Within  present  capital  subscriptions, 
the  maximum  the  Bank  can  borrow  and  have  outstanding  is  $611.8  million.  This 
figure  constitutes  a  limit  because  the  Bank  has  covenanted  with  bond-holders 
not  to  permit  its  net  borrowings  to  exceed  the  U.S.  share  of  the  subscribed 
callable  capital. 

The  Bank's  bonds  that  are  floated  in  the  United  States  are  rated  AAA  and 
have  sold  broadly  to  institutional  investors.  In  fact,  every  issue  has  been  over 
subscribed. 

The  Bank's  rate  to  its  borrowers  is  controlled  by  the  cost  of  money.  Until  the  last 
issue  in  the  U.S.  market  in  November,  the  Bank's  lending  rate  was  614  percent, 
including  1  percent  commission  which  is  allocated  to  the  special  reserve.  But  in 
November,  in  view  of  the  interest  cost  on  that  issue,  it  raised  its  rate  on  loans 
from  funds  borrowed  in  the  Ignited  States  to  7^  percent.  Funds  borrowed  in 
non-member  countries  are  lent  at  rates  that  include  up  to  an  additional  1% 
percent  above  the  cost  of  the  funds. 

The  proceeds  of  these  borrowings,  together  with  the  paid-in  capital  have 
provided  the  resources  from  which  the  Bank  has  made  155  Ordinary  Capital 
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loans  totaling  over  $900  million.  These  loans  bave  been  concentrated  largely  in 
the  fields  of  industry  and  mining,  agriculture  and  electric  power.  As  of  Decem- 
ber 31,  1967,  the  Bank  bad  available  for  lending  $52.4  million  in  hard  currencies, 
together  with  further  borrowing  capacity  of  $98.2  million  against  the  U.S.  callable 
subscription.  The  proposed  increase  in  callable  capital  is  necessary  to  enable  the 
Bank  to  borrow  sufficient  sums  in  the  private  capital  market  to  maintain  Ordinary 
Capital  lending  at  the  $175  million  per  year  level  which  the  Executive  Directors 
found  to  be  desirable  for  the  period  through  1970. 

As  shown  by  the  financial  statements  appended  to  the  National  Advisory 
Council's  Report,  the  Bank's  net  income  grew  significantly  in  1967  compared 
with  1966.  As  a  result  of  its  operations  "in  the  black"  over  the  years,  the  Bank 
began  1968  with  a  general  reserve  of  $32.8  million  and  a  special  reserve  of  $10.4 
million.  The  latter  is  kept  available  to  meet  any  contingency  with  regard  to  the 
Bank's  obligations  created  by  borrowings  and  guaranteed  loans.  These  reserves 
plus  the  splendid  repayment  record  of  the  Bank's  borrowers — only  two  loans, 
amounting  to  about  1  percent  of  commitments,  are  in  default — assure  a  sound 
financial  position.  On  the  basis  of  the  World  Bank's  20-plus  years  of  experience, 
and  the  Bank's  own  8  years  of  experience,  I  fully  expect  that  the  Inter-American 
Development  Bank  will  be  amply  able  to  meet  its  obligations  and  therefore  will 
not  require  a  cash  transfer  from  the  Treasury. 

Recognizing  the  U.S.  balance  of  payments  problem,  the  Bank  continues  to  place 
additional  bond  issues  in  nonmember  countries  and  is  currently  pursuing  oppor- 
tunities in  a  number  of  these  which  it  hopes  will  further  materialize  this  year. 
To  date,  35  percent  of  the  Bank's  debt  has  been  raised  in  non-United  States  mar- 
kets. Moreover,  the  Bank,  when  it  has  had  recourse  to  the  U.S.  market,  has  been 
handling  the  investment  of  the  proceeds  of  bond  issues  in  a  manner  calculated 
to  have  minimal  effect  on  the  U.S.  balance  of  payments. 

In  October  of  last  year,  the  Bank's  Board  of  Executive  Directors  approved 
a  new  progi'am  designed  to  mobilize  additional  resources  from  the  developed 
countries  which  are  not  members  of  the  Bank.  This  program  makes  the  use 
of  Bank  funds  for  procurement  in  each  nonmember  developed  country  conditional 
upon  an  appropriate  contribution  of  resources  to  the  Bank  by  such  country.  It 
is  intended  to  provide  the  Bank  with  greater  access  to  the  private  capital  mar- 
kets of  other  industrialized  countries  and  the  Bank  is  vigorously  pursuing  that 
end.  The  new  policy,  while  retaining  competitive  bidding  for  procurement  among 
eligible  countries,  also  helps  to  assure  that  the  operations  of  the  Bank  do  not 
result  in  an  undesirable  effect  on  the  U.S.  balance  of  payments. 

In  view  of  the  legislative  background  on  this  matter  last  year,  I  would  like  to 
report  at  this  time  that  pursuant  to  a  U.S.  initiative,  the  Board  of  Executive 
Directors  on  Monday  agreed  to  propose  to  member  governments  the  establish- 
ment of  a  system  of  continuing  comprehensive  audit  of  the  Bank's  activities.  This 
system  would  give  emphasis  to  appraising  the  effectiveness  of  the  implementa- 
tion and  administration  of  loans  made  by  the  Bank.  Approval  by  member 
governments  is  expected  shortly.  This  system  is  in  accord  with  the  advice  the 
Secretary  of  the  Treasury  received  from  the  Comptroller  General  on  the  scope  of 
the  audit  and  the  auditing  and  reporting  standards,  pursuant  to  Section  1  of 
Public  Law  90-88. 

As  President  Johnson  has  stated,  the  Inter-American  Bank  "stands  at  the 
center  of  the  Alliance  for  Progress."  The  growth  of  its  hard  loan  operations 
makes  an  increase  this  year  in  the  Bank's  callable  capital  both  desirable  and 
timely.  Sales  of  bonds  in  private  markets  are  now  the  Bank's  principal  source 
of  lendable  Ordinary  Capital  funds.  Since  1960,  the  Congress  has  appropriated 
$612  million  which  has  remained  with  the  U.S.  Treasury  as  a  guarantee  behind 
these  bonds.  Not  one  dollar  of  this  money  has  ever  been  spent,  but  this  guaran- 
tee has  enabled  the  Bank  to  raise  its  funds  from  private  sources  here  and 
abroad  to  provide  effective  support  for  sound  development  projects.  We  must 
extend  this  worthy  record.  The  Bank  has  given  its  full  cooperation  in  conducting 
its  operations  along  lines  that  minimize  the  impact  on  the  U.S.  balance  of  pay- 
ments position.  I  urge  that  you  act  favorably  to  authorize  the  U.S.  Governor  of 
the  Bank — the  Secretary  of  the  Treasury — to  support  the  proposed  increase 
and  indicate  U.S.  readiness  to  subscribe  to  its  share.  I  also  urge  you  to  authorize 
appropriation,  vpithout  fiscal  year  limitation,  of  $412  million  representing  the 
U.S.  participation  in  this  billion  dollar  expansion  in  the  callable  capital  of  the 
Inter-American  Development  Bank. 
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Exhibit  50. — Statement  by  Under  Secretary  Barr,  Acting  as  Governor  for  the 
United  States,  April  5,  1968,  at  the  1st  Annual  Meeting  of  the  Asian  Develop- 
ment Bank,  Manila,  Philippines 

For  my  Government,  I  am  honored  to  participate  in  this  first  Annual  Meeting 
of  the  Board  of  Governors  of  the  Asian  Development  Bank. 

Several  thousand  years  ago,  an  ancient  poet  had  this  to  say — 

"To  everything  there  is  a  season  and  a  time  to  every  purpose  under  the 
heaven. 

"A  time  to  weep  and  a  time  to  laugh,  a  time  to  mourn  and  a  time  to  dance. 

"A  time  to  rend  and  a  time  to  sew. 

"A  time  to  love,   and  a  time  to  hate,  a  time  of  war,  and  a  time  of  peace." 

My  fellow  governors  we  meet  at  a  singular  moment  in  the  history  of  man. 
There  are  today  the  first  glimmers  of  the  possibility  of  peace  in  this  area. 
We  have  survived  in  the  past  few  months  an  attack  of  unparalled  ferocity  on 
the  international  financial  arrangements  under  which  we  have  lived  for  the 
last  two  decades.  Unquestionably  we  are  moving  into  a  new  era  in  which  our 
directions  are  unclear.  I  have  no  doubt  that  the  systems  we  have  devised  for 
maintaining  order  in  the  affairs  of  men — physical  as  well  as  financial — will 
be  subjected  to  stress  and  to  strain  and  to  continuous  scrutiny  and  questioning. 
To  paraphrase  the  song  of  the  ancient  poet,  "This  is  a  time  of  crisis — but 
also  a  time  of  hope." 

As  we  grope  our  way  forward  into  the  problems  of  the  future,  I  believe 
that  two  facts  are  self-evident. 

First,  there  can  be  no  improvement  in  the  condition  of  men  unless  we  can 
establish  a  world  in  which  physical  order  is  a  fact  and  not  a  theory. 

Secondly,  financial  disorder  is  next  only  to  physical  disorder  in  its  effect 
on  the  affairs  of  mankind. 

If  we  could  accept  these  two  theses  as  given ;  if  we  accept  the  fact  that  the 
world  is  preparing  for  change ;  perhaps  it  would  be  useful  to  review  briefly 
where  we  have  come  in  our  own  particular  areas  of  responsibility — finance 
and  development — what  is  worth  keeping,  what  can  be  improved,  and  where 
this  new  institution  fits  into  the  total  scheme. 

The  modern  history  of  international  cooperation  in  the  fields  of  finance  and 
economic  development  begins  with  the  Bretton  Woods  Agreements  of  1944.  That 
historic  accord  set  the  world  on  a  course  to  which  we  have  adhered — with 
the  expected  zigs  and  zags  of  history,  but  nonetheless  with  a  remarkable  degree 
of  consistency — over  the  past  23  years. 

The  Bretton  Woods  Agreements  had  two  basic  objectives — first,  the  creation 
of  a  system  of  international  financial  arrangements  in  the  IMF  that  facilitated 
and  encouraged  an  unpx*ecedented  expansion  of  trade,  investment  and  finance 
among  the  free  nations  of  the  world.  It  was  specifically  designed  to  steer  the 
world  away  from  the  protectionist  and  divisive  economic  forces  that  had 
characterized  the  world  of  the  1930's. 

The  second  objective  of  the  Bretton  Woods  Conference  was  to  direct  and 
concentrate  the  energies  of  the  Free  World  on  the  processes  of  rational  eco- 
nomic development — first  in  rebuilding  Europe  and  Japan,  and  now  by  assisting 
in  the  improvement  of  the  economies  of  the  developing  nations. 

The  meeting  of  the  Ministers  of  the  Group  of  Ten  in  Stockholm  last  week 
was  a  giant  step  forward  in  the  effort  to  continue  the  development  of  sensible 
and  reliable  international  financial  arrangements.  The  Stockholm  meeting,  and 
its  predecessor  at  Rio  de  Janeiro,  reflect  the  Free  World's  conclusion  that 
it  can  no  longer  depend  exclusively  on  gold  and  reserve  currencies  to  provide 
a  level  of  reserve  growth  that  will  underwrite  continued  and  an  even  accelerated 
expansion  of  international  trade,  investment  and  finance.  The  decision  which 
governments  will  soon  be  asked  to  ratify  is  a  conscious  step  to  pool  their  col- 
lective resources  in  the  creation  of  a  truly  international  financial  unit  that 
can  take  its  place  with  gold  and  the  reserve  currencies  in  the  reserves  of 
nations. 

I  am  certain  that  there  is  no  need  for  me  to  elaborate  on  the  crucial  importance 
of  this  decision  to  my  fellow  Governors.  It  is  a  fundamental  and  purposeful 
move  to  head  off  any  tendency  for  our  international  financial  arrangements  to 
fall  into  disarray,  and  to  preclude  the  reemergence  of  the  suffering  and  decay 
that  many  of  us  witnessed  in  the  decade  of  the  1930's.  It  is  difficult  to  imagine 
a  step  that  is  more  crucial  to  all  of  us— developed  as  well  as  developing  nations. 
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All  of  lis  can  take  heart,  I  believe,  in  the  sense  of  responsibility  which  the  free 
nations  have  thus  far  evidenced. 

Unless  our  international  monetary  system  is  in  order  and  is  functioning,  de- 
velopment progress  is  impossible.  Unless  our  international  financial  arrangements 
are  secure,  the  transfer  of  resources  from  the  industrial  nations  to  the  developing 
nations  will  surely  break  down.  Thus  the  decisions  at  Stockholm,  and  the 
ensuing  decisions  to  be  made  by  all  of  the  member  governments  of  the  Inter- 
national Monetary  Fund,  are  crucial  to  what  the  ADB  is  attempting  to  accom- 
plish here  in  Asia,  as  well  as  to  the  comparable  efforts  in  Africa  and  Latin 
America. 

These  past  23  years  also  have  seen  the  creation  of  a  new  concept  in  economic 
development — regional  cooperation  through  the  regional  development  banks — 
as  a  logical  extension  and  supplement  to  the  original  concept  of  the  World 
Bank.  The  realities  of  the  world  today  clearly  indicate  that  there  is  a  compelling 
desire  in  the  peoples  of  Asia,  Africa,  and  Latin  America  to  develop  institutions 
oriented  toward  their  particular  problems.  This,  I  think,  is  surely  understandable. 
The  needs  of  Asia  are  not  the  needs  of  Latin  America.  The  problems  of  Africa 
are  equally  dissimilar  to  the  problems  of  the  other  two  developing  regions.  I 
believe  that  most  of  us  who  have  watched  this  development  have  concluded  that 
the  regional  banks  have  an  extremely  important  role  to  play  in  the  development 
efforts  in  which  we  are  all  so  vitally  concerned. 

The  development  system  which  has  emerged  gives  me  a  great  measure  of 
encouragement.  We  now  have  a  sound  World  Bank  prepared  to  operate  with 
a  global  perspective.  The  regional  banks,  in  turn,  are  now  preparing  to  focus 
and  enlarge  the  efforts  of  the  nations  of  the  region  to  work  with  their  neighbors, 
and  with  their  other  friends  around  the  world,  to  bring  a  better  life  to  their 
peoples.  In  this  process  the  Asian  Development  Bank  has  a  vital  role  to  play. 

Two-thirds  of  the  world's  population  lives  in  Asia.  The  problems  you  face  are 
not  all  common  to  the  rest  of  the  globe.  Only  by  working  together  can  you  most 
effectively  meet  the  needs  of  this  great  region. 

My  Government  takes  great  satisfaction  in  the  solid  and  constructive  first 
year  of  this  Bank's  history.  President  Watanabe  is  to  be  congratulated  on 
having  assembled  a  staff  which  is  distinguished  not  only  by  its  professional 
competence,  but  also  by  the  breadth  of  its  regional  experience  and  background. 
Both  the  President  and  the  Board  of  Directors  are  to  be  commended  on  the 
efficient  and  expeditious  manner  in  which  they  have  dealt  with  the  tedious 
but  important  matters  involved  in  organizing  an  institution  of  this  kind.  With- 
in six  months  of  its  establishment  the  Bank  was  prepared  to  undertake  the 
tasks  for  which  it  was  founded.  Its  performance  to  date  is  noteworthy  and 
augurs  well  for  the  future.  It  has  undertaken  and  completed  a  comprehensive 
Asian  Agricultural  Survey.  It  is  preparing  to  undertake  a  comprehensive  re- 
gional transport  survey  at  the  request  of  a  number  of  members.  These  will 
provide  a  solid  foundation  for  future  operations. 

In  conclusion  let  me  repeat  "This  is  a  time  of  crisis — but  also  a  time  of  hope." 
Unquestionably  there  have  been  times  in  the  past  two  decades  when  we  have 
been  foolish,  selfish,  and  short  sighted.  But  there  is  also  strong  evidence  to 
conclude  that  much  of  what  we  have  done  is  sensible,  rational  and  moral. 

Slowly  but  inexorably  we  are  furthering  the  evolution  of  a  workable  system 
of  international  financial  arrangements.  We  have  somehow  evolved  a  practical 
system  for  meeting  the  development  problems  of  the  world.  Finally,  I  know  that 
the  other  Governors  of  the  Bank  must  share  my  fervent  hope  that  the  first  glim- 
mers of  peace  in  this  region  which  have  appeared  in  the  past  few  days  will 
produce  the  respect  for  order  which  all  nations  seek.  If  our  hopes  are  realized, 
we  shall  see  an  immense  expansion  in  the  opportunities  for  the  effective 
functioning  of  this  institution.  The  role  of  this  Bank  in  the  years  or  perhaps  the 
months  that  lie  ahead  can  be  crucial  to  the  hundreds  of  millions  of  people  whose 
hopes  are  so  clearly  a.ssociated  with  the  successful  development  of  this  region. 

As  you  know  President  Johnson  has  recommended  to  the  Congress  that  we 
contribute  $200  million  to  the  Multilateral  Special  Funds  of  this  Bank.  The 
United  States,  like  most  other  nations,  is  confronted  with  enormou.'s  demands 
for  funds  needed  at  home  and  abroad.  However,  the  opportunity  to  participate 
in  funds  designed  to  promote  agricultural  development,  transportation  and  com- 
niunications  improvement  and  eventually  the  development  of  the  Mekong  River 
constitutes  an  exciting  challenge  that  carries  the  very  highest  priority  in  our 
thinking. 
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In  foiiclii.siou  1  should  like  to  rxiircss,  on  bcliall"  of  tho  I'liitcil  SImIcs  I)ck'j;;i- 
I  ion,  (nir  deep  ;ii>i)r('ciatioii  of  tlif  warm  and  gracious  hospitality  of  tiic  I'bilippiiie 
<j!overnuiont  ami  jn'ople. 

Thank  you. 

Exhibit  51. — Statement  by  Under  Secretary  for  Monetary  Affairs  Deming, 
July  14, 1967,  before  tho  Senate  Finance  Committee,  on  the  interest  equalization 
tax 

I  am  here  today  to  request  your  approval  for  the  President's  recommendations 
regarding  the  interest  equalization  tax  (lET).  These  recommendations  have 
been,  to  a  hirge  extent,  incorporated  in  H.R.  0098  as  passed  by  tlie  House  of 
Representatives.  The  bill,  if  amended  in  accordance  with  the  remaining  recom- 
mendations, would : 

• — as  in  the  present  H.R.  6008,  extend  the  interest  equalization  tax  from  its 
current  expiration  date  of  July  31, 11)07,  to  July  31,  ItWJD ; 

— revise  the  tax  rates  applicable  to  foreign  borrowing  in  the  United  St<Ues  to 
range  between  the  equivalent  of  zero  and  two  percent  per  annum,  and  give  the 
President  discretionary  authority  to  vai-y  the  effective  annual  interest  cost  to 
foreign  borrowers  within  this  range  (the  current  statutory  rate  is  fixed  at  one 
percent,  and  the  range  of  discretionary  authority  in  the  present  H.R.  0098  runs 
from  one  to  one  and  a  half  percent)  ;  and 

—as  in  the  present  H.R.  0098,  set  the  tax  rate  equivalent  to  one  and  one-half 
percent  per  annum  for  the  period  January  2(i,  19()7,  through  the  29th  day  after 
enactment  of  the  legislation.  On  the  30th  day  after  enactment,  the  tax  rate  would 
revert  to  the  current  statutory  rate  of  one  percent  unless  the  President  exercisetl 
his  authority  with  respect  to  the  schedule  of  rates. 

The  prime  and  immediate  reason  necessitating  extension  and  revision  of  the 
interest  equalization  tax  is  the  U.S.  balance-of-payments  problem.  The  U.S. 
trade  iX)sition  is  improving.  The  trade  surplus  in  the  first  5  months  of  19(j7  is  run- 
ning at  an  annual  rate  of  $4.4  billion  as  against  $3.7  billion  for  tlie  full  year 
196()  and  $2.9  billion,  annual  rate,  in  the  fourth  quarter  of  last  year.  Unfor- 
tunately, the  foreign  exchange  costs  of  our  military  presence  abroad  have  been 
rising,  reflecting  primarily  the  Vietnam  War.  In  such  a  .situation  we  have  no 
recourse  but  to  continue  to  moderate  the  flow  of  our  capital  exports.  The  lET 
helps  us  to  do  this. 

When  we  appeared  before  the  House  Ways  and  Means  Committee  on  Febru- 
ary 15,  11X)7,  we  were  able  to  report  that  interest  rates  both  here  and  abroad  had 
declined.  A  mouth  earlier.  Secretary  Fowler  had  met  with  several  of  his  Euro- 
pean colleagues  at  Chequers.  They  agreed  that  the  prevailing  high  level  of  interest 
rates  was  a  barrier  to  the  pui'suit  of  their  respective  national  economic  ix»licies ; 
they  further  recognized  the  desirability  of  working  toward  a  general  reduction 
of  these  high  rates.  Their  efforts  met  with  success.  But  by  February  the  spread 
between  rates  here  and  abroad  had  widened  even  though  there  were  absolute 
declines  in  rates  in  both  areas.  That  promi)ted  us  to  stress  the  fact  that  rate 
spreads  could  both  widen  and  narrovv'  and  that  future  interest  rate  develoi)ments 
in  the  United  States  and  in  Euroije  could  not  be  predicted  w'ith  any  precision. 
Thus  we  believed  it  w^ould  be  well  to  have  some  flexibility  in  the  JET  rates  so 
as  to  protect  against  both  types  of  development. 

Since  mid-April  we  have  seen  one  of  the  most  rapid  rises  in  long-term  rates  in 
our  history.  Rates  on  long-term  Ti'easury  bonds  jumped  from  about  4.(!0  percent 
in  mid-April  to  more  than  5  percent  by  late  June,  while  rates  on  high  grade  new 
corixtrate  utility  bond  issues  rose  from  about  5.57  ix^rcent  to  0.11  percent  in  late 
.Tune.  Recently  there  have  been  equally  di-amatic  increa.ses  in  short-term  rates — 
in  the  .30  days  between  June  5  and  July  5  the  yield  on  Treasury  bills  jumped 
from  3.37  to  4.29  percent.  In  the  last  few  days,  a  steadier  atmosphere  has  pre- 
vailed in  the  markets  but  the  rate  changes  of  recent  weeks  and  months  are 
striking. 

Tho  rate  differential  between  the  United  States  and  Europe  now  is  narrower 
than  it  was  3  months  ago.  But  there  are  some  indications  that  even  with  slower 
European  growth  in  prospect  I'ates  in  Europe  may  be  ready  to  move  up  and  again 
widen  the  differential. 

The  differential,  however,  could  also  widen  if  interest  rates  in  the  TTnited 
States  recede  from  their  current  lev(>ls  which  at  the  long-end  of  Ihe  market  arc 
almost  as  high  as  in  the  sunnner  of  19(!0.  It  is  our  hope  that  such  a  deviflopment 
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will  occur.  We  also  hope  that  rates  in  Europe  will  go  cIo\^ti  rather  than  up,  but 
we  obviously  cannot  be  certain  that  this  will  take  place. 

What  is  clear  is  that  the  general  movement  of  interest  rates  in  the  United 
States  and  in  Europe  since  the  lET  was  proposed  in  1963  has  led  to  a  widening  of 
the  differential.  In  1963,  the  spread  between  the  average  yields  on  outstanding 
U.S.  Treasury  and  West  European  government  bonds  was  only  86  basis  points. 
( See  table  I,  attached. )  Since  then,  the  differential  has  widened — it  reached  150 
basis  points  in  February  1967.  Today,  despite  a  relatively  larger  rise  in  U.S. 
rates  than  those  abroad  in  recent  weeks,  the  spread  still  exceeds  100  basis  points, 
as  compared  with  86  in  1963. 

The  importance  attached  to  the  spread  between  yields  on  Government  bonds 
reflects  the  fact  that  the  governments  of  countries  now  subject  to  the  lET  were 
borrovsdng  here  at  a  seasonally  adjusted  annual  rate  of  over  ,$200  million  just 
prior  to  announcement  of  the  tax  in  mid-1963.  Securities  of  these  potential 
borrowers  compete  for  available  investment  funds  with  U.S.  Government  and 
high-grade  U.S.  corporate  issues. 

Another  important  differential  is  that  between  the  yields  on  new  issues  of 
foreign  bonds,  government  and  corporate,  and  the  yields  on  new  issues  of  U.S. 
corporate  bonds.  A  rough  measure  of  this  differential  is  obtained  from  a  compari- 
son of  the  average  of  the  yields  on  new  dollar  bond  issues  in  international  mar- 
kets by  countries  subject  to  the  lET  and  on  new  U.S.  Aa-rated  corporate  bond 
issues  in  the  U.S.  market. 

Table  II  shows  that  yields  on  new  U.S.  corporate  bonds  reached  a  peak  in 
September  1966.  By  the  end  of  1966,  they  had  declined  to  a  level  close  to  that 
of  yearend  1965.  While  the  yields  in  international  markets  on  foreign  dollar 
issues,  subject  to  the  lET,  peaked  at  about  the  same  time  as  comparable  U.S. 
issues,  they  did  not  decline  as  quickly.  As  a  result,  the  rate  differential  widened 
substantially  and  in  March  1967  stood  at  120  basis  points.  Since  then,  the  rates 
have  converged  until  they  were  separated  by  about  50  basis  points  in  June — a 
differential  that  may  grow  again  if  rates  in  Europe  stiffen.  The  magnitude  and 
swiftness  of  these  recent  swings  in  the  differential  also  emphasize  the  need  for 
flexible  authority  to  vary  the  rate  of  tax. 

The  above  comments  compared  average  yields  here  and  abroad.  The  differen- 
tials between  yields  on  particular  U.S.  and  foreign  securities  of  similar  type  and 
quality  would  in  some  cases  show  even  wider  differentials  than  the  average 
yields  quoted  above. 

In  the  case  of  long-term  bank  loans,  it  is  difficult  to  ascertain  actual  interest- 
rate  differentials  between  here  and  abroad,  partly  because  of  lack  of  informa- 
tion about  banks'  policies  regarding  maintenance  of  minimum  balances  by  foreign 
as  compared  with  domestic  customers.  Overdraft  loan  rates  in  a  number  of 
European  countries,  however,  have  been  ranging  from  one  to  two  percent  higher 
than  the  U.S.  prime  rate — and  this  differential  probably  also  exists  for  longer- 
term  bank  loans. 

Furthermore,  it  is  of  interest  to  note  that  between  February  10,  1965,  and 
May  31,  1967,  with  the  one  percent  rate  of  lET  tax,  private  firms  and  government 
agencies  in  developed  countries  drew  down  an  estimated  $290  million  of  long- 
term  funds,  gross,  under  U.S.  bank  commitments  made  during  that  period.  Their 
willingness  to  use  funds  on  which  the  lET  had  to  be  paid  suggests  that  there 
was  an  interest  rate  inducement  for  foreigners  to  borrow  from  U.S.  banks.  It 
also  suggests  that  the  lET  is  a  mechanism  to  moderate  the  demands  on  our 
market,  not  to  abolish  these  borrowings. 

The  interest  equalization  tax,  as  you  will  recall,  was  proposed  in  .July  1963. 
At  that  time,  the  U.S.  balance  of  payments  was  continuing  to  show  substantial 
deficits  as  it  had  during  previous  years  and  the  dollar  was  weak  in  the  foreign 
exchange  markets.  A  rapid  acceleration  in  the  outflow  of  private  capital  from 
the  United  States  was  making  this  situation  even  worse;  for  the  first  half  of 
that  year  portfolio  and  long-term  bank  investments  abroad  reached  an  annual 
rate  of  $2.4  billion  compared  with  an  average  of  $0.9  billion  for  the  period 
1960-62.  At  mid-year  the  outflow  of  funds  threatened  to  continue,  if  not  increase. 

When,  on  July  18,  1963,  President  Kennedy  proposed  the  interest  equalization 
tax,  this  alarming  outflow  of  capital  was  promptly  halted.  Careful  consideration 
of  the  capital  outflow  prol)lem  at  that  time  led  to  the  judgment  that  the  lET 
was  a  more  desirable  and  appropriate  corrective  measure  for  the  Unitetl  States 
than  an  imposition  of  direct  capital  controls  or  an  increase  in  the  domestic  levels 
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of  interest  rates.  That  remains  our  judgment  today.  Advantages  of  the  lET  over 
alternative  policies  are : 

— ^it  operates  through  the  free  market-price  mechanism  ; 

— it  does  not  interfere  with  domestic  economic  programs  of  full  employment 
and  growth  ;  and 

— it  is  in  accordance  with  the  U.S.  long-term  objective  of  encouraging  the 
development  of  a  more  effective  European  capital  market. 

The  lET  was  not  designed  to  halt  completely  the  outflow  of  portfolio  capital 
from  the  United  States,  but  rather  to  return  the  rate  of  outflow  to  a  more  normal 
level  and,  in  view  of  the  failure  of  countries  in  balance-of-payments  surplus 
(principally  Continental  European  countries)  to  reduce  the  size  of  their  sur- 
pluses, to  restrain  the  outflow  of  portfolio  capital  to  these  countries. 

In  discussing  the  success  of  the  lET  in  helping  the  balance  of  payments,  first 
let  me  note  the  effects  of  the  tax  on  new  foreign  security  issues  marketed  in 
the  United  States.  New  issues  subject  to  the  tax  began  to  fall  off  almost  im- 
mediately after  its  proposal  in  July  1963  and  remained  at  a  minimal  level  after 
the  legislation  was  passed  in  September  19G4.  (See  table  III.  attached.) 

— All  of  the  issues  marketed  during  the  second  half  of  1963  (?110  million) 
had  been  arranged  before  the  tax  was  proposed  and  were  exempt  from  the 
tax. 

— The  two  issues  marketed  in  1964  totaled  $20  million  in  value  and  were  also 
exempt  from  the  tax  under  various  provisions  of  the  law. 

— In  1965,  U.S.  residents  purchased  $80  million  of  taxable  new  securities.  All 
of  these  reflected  a  special  situation  of  U.K.  firms  borrowing  in  the  United  States 
in  order  to  finance  direct  investment  expenditures  here. 

— In  1966,  there  were  only  $9  million  of  taxable  issues. 

—In  the  first  quarter  of  1967,  there  were  no  new  issues  subject  to  lET. 

The  results  with  respect  to  trading  in  outstanding  issues  of  foreign  securities 
have  been  equally  beneficial  to  the  U.S.  balance  of  payments.  (See  tables  IV 
and  V.)  From  the  middle  of  1963  through  1966,  U.S.  residents  were  net  sellers 
of  foreign  securities  (bonds  and  stocks)  at  an  average  annual  rate  of  $200 
million.  By  contrast,  in  the  3%  years  preceding  announcement  of  the  lET  in 
July  of  1963,  U.S.  residents  were  net  purchasers  of  outstanding  foreign  stocks 
and  bonds  at  an  average  annual  rate  of  $275  million.  The  shift  from  net 
purchases  to  net  sales  had  a  favorable  effect  of  almost  $500  million  in  our 
balance  of  payments.  In  the  first  quarter  of  this  year  there  were  net  purchases 
by  American  residents  of  $6  million  of  outstanding  foreign  issues. 

The  net  sales  of  foreign  securities  by  Americans  since  mid-1963  have  been 
almost  entirely  in  foreign  stocks.  During  most  of  this  period  there  continued 
to  be  small  net  purchases  of  foreign  outstanding  bonds,  although  in  greatly 
reduced  amounts  as  compared  with  the  period  before  the  middle  of  1963.  The 
same  situation  prevailed  in  the  first  quarter  of  this  year.  Americans  continued 
to  liquidate  foreign  stocks  in  an  amount  of  $34  million  while  purchasing  foreign 
bonds  in  a  net  amount  of  .$40  million. 

The  effect  of  the  lET  on  U.S.  capital  outflows  in  the  form  of  bank  loans  is 
equally  impressive.  Long-term  commercial  bank  loan  commitments,  shown  in 
table  VI,  have  fallen  markedly  for  countries  subject  to  lET — by  more  than  50 
percent.  This  compares  favorably  with  a  small  reduction  in  commitments  to 
non-IET  countries. 

Since  1963.  our  effort  to  improve  the  balance  of  payments  has  been  reinforced 
by  the  addition  of  the  Voluntary  Cooperation  Program  as  well  as  other  measures. 
Under  that  program,  as  you  know,  guidelines  have  been  suggested  both  for 
direct  investment  abroad  by  business  firms  and  also  for  foreign  lending  by  banks 
and  by  other  financial  institutions.  The  function  of  the  lET  in  this  overall  policy 
is  critical,  and  the  relationship  of  the  tax  to  other  parts  of  the  program  is  of  gi'eat 
importance.  For  example,  the  lET  deters  some  potential  borrowers  in  developed 
countries  from  even  applying  for  long-term  loans  at  U.S.  banks  or  other  financial 
institutions  and,  by  reducing  the  pressure  of  foreign  demand  on  these  institutions, 
it  has  thereby  made  it  easier  for  them  to  observe  the  guidelines.  In  addition, 
the  tax  has  deterred  foreign  borrowing  from  U.S.  persons  not  covered  by  the 
VolTuitary  Cooperation  Program. 

Tims,  the  intere.st  equalization  tax  and  the  Voluntnry  Cooperation  Progrnm 
have  worked  in  tandem  and  have  complemented  each  other  as  measures  for 
correcting  the  balance-of-payments  deficit.  The  same  factors  which  l(>d  the 
Administration  to  strengthen  and  extend  the  Voluntary  Cooperation  Program  last 
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December  indicate  that  a  similar  need  now  exists  for  strengthening  and  extending 
the  interest  equalization  tax.  Failure  to  extend  the  interest  equalization  tax 
would  have  adverse  balance-of-payments  consequences  and  would  place  undue 
strain  on  other  elements  of  the  Administration's  economic  program. 

To  summarize  at  this  point : 

— Pressures  on  the  U.S.  balance-of-payments  position  are  likely  to  continue 
into  the  future. 

— Pi'esent  interest  rates  are  too  high  and  it  is  our  hope  that  they  will  recede 
to  a  level  more  in  keeping  with  the  healthy  operation  of  our  economy. 

— It  is  not  possible  to  predict  precisely  future  changes  in  the  interest  rate 
differential  between  the  United  States  and  abroad ;  the  differential  may  narrow 
or  it  may  widen  and,  as  we  have  seen  in  recent  months,  the  change  may  occur 
with  lightening  speed.  If  it  widens,  we  would  face  the  threat  of  additional 
capital  outflows. 

In  view  of  these  pressing  needs  and  uncertainties,  we  recommend,  as  H.R. 
6098  presently  provides,  that  the  interest  equalization  tax  be  extended  for  2  years 
beyond  its  current  expiration  date  of  July  31,  1967. 

The  lET  must  be  adequate  to  its  task,  and  it  is  for  this  reason  that  we  have 
requested  that  the  tax  rates  be  revised  so  that  they  may  be  fixed  within  a  range 
of  zero  to  approximately  2  percent  per  annmn  equivalent  extra  cost  to  foreign 
borrowers.  The  tax  rates  under  existing  law  and  under  the  proposed  amendment 
are  shown  in  table  VII. 

H.R.  6098,  as  passed  by  the  House,  would  establish  an  effective  range  of  rates 
from  one  to  one  and  one-half  percent  per  annum.  But  this  range  is  not  broad 
enough  to  make  the  lET  effective  under  the  potential  economic  situations  which 
may  occur  following  enactment  of  the  legislation.  To  forestall  any  jiossible  ixtlicy 
conflict  between  our  balance-of-payments  goals  and  the  needs  of  our  domestic 
economy,  I  strongly  urge  you  to  approve  the  reque.st  for  rates  that  would  involve 
a  range  from  zero  to  two  percent  per  annum.  The  Presidential  discretionary 
authority  provided  in  the  House  bill  could  then  be  exercised  to  vary  the  rates 
so  that  the  annual  cost  of  the  tax  to  the  foreign  borrower  might  vary  between 
zero  and  two  percent. 

Given  the  facts 

— that  we  want  to  restrain  capital  outflows  withoiit  prohibiting  them, 

— that  considerable  uncertainty  exists  concerning  how  the  differential  beween 
interest  rates  between  here  and  abroad  will  move  in  the  period  ahead,  and 

— that  we  want  to  phase  out  the  restraining  effect  of  the  lET  on  capital  out- 
flows as  our  balance-of-payments  position  permits, 
we  believe  the  range  I  have  indicated  is  fully  warranted. 

The  provision  for  flexible  Presidential  authority,  witliin  the  range  finally 
determined  upon,  is  included  in  H.R.  6098  and  is  supported  by  five  major  factors : 

(1)  The  lET  w^as  not  designed  as  a  source  of  revenue  but  as  a  regulatory  meas- 
ure. The  Congress  is  not  being  asked  to  set  a  precedent  for  discretionary  Presi- 
dential tax  authority. 

(2)  The  problem  with  which  the  lET  is  designed  to  cope  is  really  a  problem 
involving  capital  flows,  not  tax  matters  in  the  usual  sense.  The  tax,  therefore, 
should  be  flexible  enough  to  enable  the  President  to  respond  to  changes  in  inter- 
national capital  flows  brought  about  by  changes  in  foreign  monetary  policies. 

(3)  The  tax  is  concerned  with  an  international  as  contrasted  with  a  domestic 
situation  and  hence  must  respond  to  the  wide  variety  of  factors  outside  the  United 
States  that  can  affect  its  impact. 

(4)  If  the  interest  equalization  tax  had  been  intended  either  as  a  revenue 
measure  or  as  an  absolute  deterrent  to  the  purchase  of  foreign  securities,  it 
would  have  been  possible  to  establish  an  appropriate  tax  rate  (either  low  or 
high)  and  never  deviate  from  this  rate.  In  fact,  the  lET  is  designed  to  reduce 
the  rate  of  capital  outflow  from  the  United  States  to  a  level  consistent  with  cur- 
rent balance-of-payments  requirements.  As  these  economic  conditions  change, 
the  tax  rate  must  be  susceptible  to  some  adjustment. 

(5)  Congress,  in  passing  the  original  lET  and  in  subsequent  amendments,  has 
recognized  the  need  for  delegating  flexible  authority  to  the  President. 

— You  gave  the  President  authority  to  reclassify  as  "developed"  countries 
which  were  originally  designated  as  "less  developed." 

— You  gave  the  President  authority  to  exempt  "developed"  countries  from  the 
tax  in  certain  exceptional  cases. 
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— You  granted  authority  to  the  President  to  extend  its  provisions  (o  lunik  loans. 

-  You  gave  the  President  autliority  to  exempt  from  the  tax  doHar  loans  by 
foreign  branches  of  U.S.  banks. 

Careful  consideration  has  been  given  by  (he  President  to  the  discretionary  pro- 
visions of  the  law,  and  his  use  of  this  authority  has  resulted  in  substantial  gains 
for  the  balance  of  payments.  In  light  of  the  need  to  guard  against  the  contingency 
of  an  adverse  international  rate  difl'erential,  the  present  request  adds  one  rea- 
sonable, but  limited,  form  of  flexibility  to  enable  this  tax  to  achieve  its  regula- 
tory objectives  more  elhciently.  I  can  assure  you  that  the  discretionary  authority 
will  be  used  to  set  the  rate  of  tax  at  a  level  aiipropriate  to  current  tH.'onomic 
conditions. 

The  United  States  normally  earns  a  current  account  surplus.  A  part  of  this 
surplus  is  used  for  defraying  balance-of -payments  drains  resulting  from  the  exer- 
cise of  our  global  political  and  military  resj)Onsibilities;  a  further  part  is  used — 
and  quite  properly  should  be  used— for  the  export  of  capital.  Within  this  frame- 
work, good  balance-of-payments  adjustment  policy  reiiuires  flexible  means  for 
restraining  capital  flows  in  order  that  neither  overall  balauce-of-payments  delicits 
nor  surpluses  should  become  chronic.  To  achieve  this  goal  and  to  maximize  the 
usefulness  of  the  interest  equalization  tax,  it  is  important  that  the  flexible  author- 
ity be  applicable  within  tlie  full  zero  to  2  ijercent  range. 

Use  of  such  authority  would  not,  of  course,  be  linked  mechanically  to  changes 
in  relative  interest  rates  here  and  abroad ;  it  would  also  be  based  on  the  develoiv- 
ment  of  our  balance-of-payments  situation.  We  would  not  anticipate  using  such 
authority  to  change  the  lET  rate  every  month  or  even  with  every  minor  ch:uige 
in  the  monetaiy  indicators.  The  frequency  of  its  use  would  depend  on  events  for 
which  no  regular  time  pattern  is  foreseeable. 

Finally,  such  authority  also  insures  that  when  it  becomes  desirable  to  lower 
the  tax,  gradual  and  flexible  action  can  be  taken  without  fear  that  speculative 
or  anticipatory  pressures  would  develop.  Investors  would  be  quick  to  realize  that 
development  of  such  pressures  would  be  met  by  an  immediate  reinstitution  of  the 
higher  rate.  In  contrast,  failure  to  grant  Presidential  authority  to  adjust  the  rate 
would  necessitate  its  being  set  at  a  level  which,  under  certain  economic  condi- 
tions, would  be  arbitrarily  high. 

Let  me  now  turn  to  two  matters  which  we  think  warrant  legislative  action. 
The  first  involves  the  definition  of  a  less  developed  country  shipping  corjxjra- 
tion.  Residents  of  industrial  countries  have  been  forming  corporations  in  less 
developed  countries  to  engage  in  the  operation  of  ships  registered  under  the  laws 
of  a  less  developed  country.  While  such  ships  are  engaged  in  foreign  commerce, 
they  have  no  particular  connection,  other  than  registration,  to  any  less  developed 
country.  Yet,  under  the  existing  exemption,  such  corporations  have  been  raising 
funds  in  the  United  States  free  of  the  tax.  It  is,  therefore,  proposed  that  in  addi- 
tion to  the  existing  requirements,  a  foreign  corporation  may  qualify  as  a  less 
developed  counti-y  shipping  corporation  only  if  SO  percent  or  more  of  each  class 
of  its  stock  is  owned  by  residents  of  less  develoi>ed  countries.  United  States  i)er- 
sons,  or  both. 

The  second  matter  involves  the  export  exemption  applicable  where  an  agency 
or  wholly  owned  instrumentality  of  the  United  States,  such  as  the  Kxivort-Iinport 
Bank,  insures  or  guarantees  the  payment  of  a  foreign  debt  obligation.  Under  cur- 
rent law,  the  exemption  is  applicable  only  if  the  debt  obligation  is  issued  by  the 
foreign  importer.  In  a  number  of  cases,  however,  the  debt  obligalion  may  be 
issued  by  a  company  affiliated  with  the  importer,  th(!  importer's  bank  or  a  semi- 
public  credit  institution.  W^here  a  U.S.  Government  agency  or  instrumentality  is 
involved,  the  export  nature  of  the  transaction  can  be  relied  ujion  bei-ause  of  its 
participation.  Therefore,  the  requirement  that  the  importer  and  the  issuer  of  the 
debt  obligation  be  the  same  person  seems  unnecessary.  An  amendment  to  this 
effect  is  therefore  proposed. 

Before  concluding  my  remarks,  I  would  like  to  invite  your  attention  to  an 
important  and  beneficial  consequence  of  the  interest  equalization  tax.  The  growth 
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of  tilt'  European  cai)ital  inarket  has  been  a  priority  j^oal  of  U.S.  policy  for  many 
year.s.  There  has  been  general  recognition  that  this  market  could  not  be  tleveloped 
to  handle  all  of  Europe's  needs  overnight.  But,  by  restraining  fon-ign  access  to 
capital  and  money  markets  in  the  Ignited  States,  the  lET  in  conjunction  with 
the  Voluntary  Cooperation  I'rogram  for  corporations  and  financial  institutions 
has  operated  as  one  of  the  px-imary  causes  of  an  important  and  exciting  change  in 
tlie  size  and  structure  of  the  European  market. 

The  growth  of  tlie  international  capital  market  (shown  in  table  VIII)  has  been 
striking.  In  1962,  the  volume  of  new  international  bond  issues  sold  in  European 
markets  was  $360  million.  The  flotation  of  such  issues  acc^elerated  during  the  sec- 
ond half  of  1963  and,  in  19&4,  reached  a  level  of  $991  million.  In  196()  the  amount 
of  new  flotations  was  $1,286  million,  an  increase  of  more  than  200  percent  over 
the  most  recent  pre-IET  year.  And,  in  tlie  first  quarter  of  this  year,  new  inter- 
national issues  were  at  an  annual  rate  of  $1.8  billion.  I  am  happy  to  say  that  the 
U.S.  investment  banking  houses  have  shared  in  this  development  by  heading 
many  of  the  underwriting  syndicates. 

One  of  the  particularly  attractive  features  of  a  well-developed  European  capital 
market  is  illustrated  by  the  increased  use  of  this  market  by  affiliates  of  U.S. 
corporations  in  the  financing  of  their  investment  needs.  Although  there  were  no 
sales  of  new  long-term  securities  abroad  for  the  financing  affiliates  of  U.S. 
companies  during  19^3  or  1961,  by  1906,  the  amount  of  such  issues  had  reached 
the  level  of  $490  million. 

There  are  other  welcome  developments.  The  Common  Market  countries  are 
giving  a  great  deal  of  consideration  to  capital  market  problems  and  some  re- 
forms are  being  instituted.  The  Organization  for  Economic  Cooperation  and 
Development  is  actively  working  to  stimulate  improvements.  Some  liberalization 
of  international  capital  movements  has  taken  place — for  example,  the  recent 
French  measures  reducing  some  of  their  remaining  restrictions  on  capital  flows. 

Unfortunately,  progress  in  this  area  is  not  always  easily  achieved,  and  there 
have  also  been  some  setbacks.  The  disparity  between  the  capital  export  capacity 
of  the  U.S.  market  and  that  of  capital  markets  abroad  remains  too  wide  to  per- 
mit us  to  remove  the  lET  now.  One  indication  of  the  problem  that  would  be 
faced  is  suggested  by  the  8  percent  to  9  percent  interest  rates  which  for  some 
time  prevailed  in  Germany,  and  by  the  fact  that  even  with  the  substantial — 
and  welcome — declines  of  recent  months,  the  yield  on  German  public  authority 
bonds  has  only  recently  fallen  below  7  percent. 

Another  indication  of  the  problem  is  the  inability  of  national  markets  in 
Europe  to  satisfy  even  their  own  nationals.  The  list  of  borrowers  in  inter- 
national bond  markets  in  recent  months  has  included  major  companies  from 
Italy,  Germany,  and  France.  Borrowings  by  such  firms,  along  with  freipient 
borrowings  by  Scandinavians  and  a  few  others,  have  led  to  an  increase  in  inter- 
national bond  issues  by  Western  Europeans  from  less  than  $300  million  in  1962 
to  over  $700  million  last  year.  Some — perhaps,  many — of  these  borrowers 
would  forsake  the  international  bond  market  in  Europe  and  i*eturn  to  New  York 
if  the  disincentive  of  the  lET  were  removed. 

These  are  compelling  reasons  for  the  extension  and  reinforcement  of  the 
interest  equalization  tax  along  the  lines  we  have  proposed.  In  this  new  form 
the  interest  equalization  tax  will  continue  to  make  a  vital  contribution  to  the 
current  U.S.  balance-of-payments  program.  In  addition,  it  will  serve  as  an 
adaptable  policy  instrument  for  dealing  with  likely  changes  in  the  world  eco- 
nomic situation  and  changes  in  the  international  payments  position  of  the 
United  States. 

Our  payments  position  still  reqtiires  corrective  measures.  I,  therefore,  ear- 
nestly request  prompt  action  on  the  foregoing  recommendations. 

I  have  a  supplementtiry  statement  of  recommendations  for  tightening  certain 
provisions  of  the  tax  so  as  to  meet  a  problein  of  evasion  that  has  become  sig- 
nificant in  recent  months. 
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Table  I. — Comparison  of  yields  on  U.S.  and  various  foreign  government  long-term 

bonds 

[Perwnt  per  annum;  monthly  average] 


Yield 


Foreign  differential  over  U.S. 
Treasury  bond  yield 


As  of         As  of         As  of         As  of 
June      Sept.      Feb.      May        June         Sept.         Feb.  May 

1963        1966        1967        1967  1963  1966  1967  1967 


Western  Europe  (average) 4.86  6.15  5.95  5.87 

Belgium 4.00  5.84  5.88  5.86 

Denmark 6.54  8.05  8.24  7.95 

France 5.09  5.45  5.58  i  ,"5. 71 

Germany 6.03  8.11  7.40  '6.90 

Italy 5.06  5.90  5.55  2  5.62 

Netherlands.. 4.12  6.45  5.89  5.81 

Norway 4.66  4.45  4.41  4.38 

Sweden. _ 4.52  5.85  5.37  5.26 

Switzerland 3.15  4.25  4.74  4.67 

United  Kingdom 5.44  7.12  6.40  6.51 

Other  developed: 

Australia. 4.50  5.25  5.25  5.25 

New  Zealand 5.17  5.38  5.43  25.49 

U.S.  Treasury  bonds.... 4.00  4.79  4.47  4.76 


0.86 
0 

2. 54 

1.09 

2.03 

1.06 

.12 

.66 

.52 

-.85 

1.44 

.50 
1.17 


1.36 
1.05 
3.  20 
.66 
3.32 
1.11 
1.66 

-.34 
l.OH 

-.54 
2.33 

.46 
.59 


1.48 

1.41 

3.77 

1.11 

2.93 

1.08 

1.42 

-.06 

.90 

.27 

1.93 


.96 


1.11 

.10 
3.19 

.95 
2.14 

.86 
1.05 
-.38 

.50 
-.09 
1.75 

.49 
.73 


•  April  data. 
2  March  data. 

Source:  "International  Financial  Statistics,"  IMF. 


T.\BLE  II. — Comparisons  of  average  yields  on  netv  issues  of  long  term  bonds  in  U.S. 

and  international  markets 

[Percent  per  annum] 


Yield  on  new 
dollar  bond  is-  Yield  on 
sues  in  inter-    new  U.S. 
national  mar-    Aa-rated 
kets  by  for-     corporate 
eign  issuers       issues 
subject  to 
lET  I 


DitTcr- 
cnce 


(1) 


(2)        (l)-(2) 


June  1963 

September  1966. 
December  1966.. 

March  1967 

May  1967. 

June  1967 


n.a. 

4.32 

n.a. 

7.17 

6.14 

1.03 

6.82 

5.98 

.84 

6.75 

5.55 

1.20 

6.42 

5.90 

.52 

6.55 

6.06 

.49 

'  Foreign  is.suers  subject  to  the  lET  include  foreign  govenunents,  government-owned  enterprises  and 
private  corporations, 
n.a.  Not  available. 
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Table  III. — New  issues  of  foreign  securities  purcJmscd  ?;//  U.S.  residents,  by  area, 

1962-66 

[In  millions  of  dollais] 


1963  1967 

1964        1965        1966       First 

First      Second  quarter' 

half  1       half  i 


Total  new  issues _. 1,076 


lET  countries: 
West  Europe. 

Japan. _ 

Other  2 


Subtotal. 


356 


Of  which: 

(i)  Subject  to  lET 

(ii)  Exempt  from  lET 

Reason: 

(a)  Commitments    made    prior 

July  18,  1963 

(b)  U.S.  export-related _ 

(c)  Japanese  exemption 

(d)  Other 

Other  countries: 

C  anada 

Latin  America «.  _ 

Other  countries 

International  institutions 


Subtotal - 


656 


251   1,063   1,206   1,210 


110 


141   1,043   1,074   1,191 


332 


195 

219 

53 

20 

80 

15 

101 

107 

57  .- 

52 

4  .._ 

60 

17  _.. 

(110)  (_-)  (._)  (-.)  (..) 

(--)  (9)  (--)  (--)  (.-) 

(--)  (--)  (52)  t)  (--) 

(--)  '  (11)  (--)  «  (10)  (-.) 


457 

608 

85 

700 

709 

6  922 

256 

102 

13 

23 

208 

37 

69 

38 

77 

35 

33 

131 

149 

120 

24 

84  -. 

4 

179 

80 

14 

332 


1  Not  seasonally  adjusted. 

2  Australia,  New  Zealand,  South  Africa. 

3  Issue  had  maturity  less  than  three  years,  which  was  lowest  maturity  to  which  tax  had  applied  prior  to 
Feb.  11,  1965. 

'  Issue  by  United  Kingdom  subsidiary  of  Canadian  firni. 

5  Includes  Latin  American  Development  Bank  issue  of  $145  million  in  1964. 

8  Before  deducting  $162  million  of  Canadian  Government  purchases  from  U.S.  residents  of  outstanding 
Canadian  and  other  foreign  securities  in  accordance  with  Canada's  agreement  not  to  let  its  foreign  exchange 
reserves  rise  as  a  result  of  borrowing  in  the  United  States. 


Table  IV. — Net  transactions   in  outstanding  foreign  securities  by   U.S.  residents, 

1960-66 

[In  millions  of  dollars.  Minus  sign  indicates  net  purchases  l)y  U.S.  residents  and  no  sign  before  a  figure 
indicates  net  sales  by  U.S.  residents] 


Year 


U.S. 
transac- 
tions with 
residents 

of  all 
countries 


1960 - - --  -309 

1961.. -387 

1962 -.- - -96 

1963flrst  half  annual  rate.. -- --  -302 

(Average  annual  rate  1960- June  1963) -274 

1963  second  half  annual  rate 204 

1964 -. ---- 193 

1965 - 226 

1966 -... --- 323 

(Average  annual  rate  July  1963-1966) --. 238 

1967  first  quarter  annual  rate --- —24 


Source.— Si/Twy  of  Current  Business,  Department  of  Commerce. 
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Table  \'. —  U.S.  LransactionH  in   new  and  outaUindinii  Jortiqn   lioudft  and  stocks,^ 

l'J6'J-67 
llii  jiiillious  of  dollars] 


Poriod 


New  issues 

(net  purchases  by 

Americans  — ) 


Net  transactions  in 

outstaiuling  issues 

(net  purchases  by 

Americans  — ) 


Total       Stocks       Honds       Total        Stocks       Bonds 


1959 - - ---- ...  -625 

1960 -555 

1961- -523 

1962 .- -1,076 

1963— Total -1,260 

1st  half -999 

2d  half -251 

1964— Total -1,063 

1965— Total. -1,206 

I -302 

II -...  -329 

III. - _ -304 

IV... _ -271 

1966P— Total ..  -1,225 

I -466 

II -305 

III ...  -241 

IVp -213 

1967,  Ip -322 

p  Preliminary. 

'  Excluding  direct  investment  transactions. 


-3  -622 

-13  -542 

-36  -487 

-74  -1,002 

-53  -1, 197 

-32  -968 

-21  -229 

-4      -1, 059 
-4      -1, 202 

-3  -299 

-329 

-1  -303 

—271 

-46      -1, 179 

-34  -432 

-6  -299 

-6  -235 

-213 

-332 


-140 
-30'J 
-387 
-96 
-49 


-151 
-1-102 


-1-193 
-i-226 


-(-49 

+130 

-1-53 


-1-323 


-9 

+122 

+155 

+55 


-194 
-82 

-324 
-25 

+113 


-3 

+116 


+210 
+297 


+108 
+76 
+67 
+46 


+253 


+2 
+75 
+!I6 
+80 


+34 


+54 
-227 
-63 
-71 
-162 


-148 
-14 


-17 
-71 


-69 
+54 
-14 
-52 


+70 


-11 

+47 
+59 
-25 


-40 


Table  VI. — Lonq-ierm  U.S.  commercial  hank  loan  commilnirnis  to  forciqn  coinUries, 

by  area,  1964-67 

(In  millions  of  dollars] 


1964 


1st 
I'.MKl   (inarter 


Total     Jan.  1-      Feb.  11'-  l',m7 

Feb.  10       Dec.  31 


Total,  all  countries 2,227      1,885  768 

lET  countries,  total 1,246      1,014  574 

West  Europe' 718         396  234 

Others __..        528  017  339 

Of  lET  countries,  total: 

Subject  to  lET  * 

Exempt  from  lET _. 

Reason: 

U.S.  export  flnancing 

Raw  material  extraction 

Other  Countries 981         871  194 


1,117 


434      207 


158 


162      101  25 

272      106  12 


189 
245 

138 

67 

8 
29 

198 
47 

67 

29 

683 

690 

121 

'  Date  when  lET  made  applicable  to  long-term  U.S.  commercial  bank  loans. 

2  Includes  Ireland  and  Portugal  fiom  May  5,  1965. 

3  Includes  Australia,  New  Zealand,  South  Africa;  also  Bahamas  and  Bermuda  from  May 
Iran,  Libya,  and  Saudi  Arabia  from  June  11,  1!(66.  Excludes  Canada  lieginuing  Sept.  12,  l'.i()6. 

*  To  extent  of  amoinits  actually  dislmrsed. 


EXHIBITS 
Table  VII. — Interest  equalization  tax  rates 
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If  the  period  remaining  to  maturity  is: 

At  least  1  year,  but  less  than  IM  years 

At  least  P/i  years,  but  less  than  V/i  years... 
At  least  114  years,  but  less  than  1%  years... 
At  least  1%  years,  but  less  than  2J^  years... 
At  least  2^  years,  but  less  than  2^4.  years... 
At  least  2%  years,  but  less  than  3^  years. . . 
At  least  314  years,  but  less  than  4} 2  years... 
At  least  i}4  years,  but  less  than  514  years... 

.\t  least  514  years,  but  less  than  Q]4  years 

At  least  6J4  years,  but  less  than  7}-2  years... 
At  least  7^  years,  but  less  than  8J^  years... 
At  least  S14  years,  but  less  than  9}4  years... 
At  least  9}4  years,  but  less  than  10!/^  years.. 
At  least  10]4  years,  but  less  than  11!'2  years. 
At  least  llj-^  years,  but  less  than  13!^  years. 
At  least  13;^  years,  but  less  than  lQ\i  years. 
At  least  I6V2  years,  but  less  than  18 '/2  years. 
At  least  ISJij  years,  but  less  than  21 V^  years. 
At  least  2134  years,  but  less  than  23'/^  years. 
At  least  2314  years,  but  less  than  26'/^  years. 
At  least  26>^  years,  but  less  than  28'A  years. 
2Si4  years  or  more 


Rates  of 

Rates  of 

tax  under 

ta.x  under 

existing 

proposed 

law 

amendment 

Percent 

Percent 

1.05 

0  to  2. 10 

1.30 

0  to  2. 60 

1.50 

0  to  3.  00 

1.85 

0  to  3.  70 

2.30 

0  to  4. 60 

2.75 

0  to  5. 50 

3.55 

0  to  7. 10 

4.35 

0  to  8. 70 

5.10 

0  to  10. 20 

5.80 

0  to  11. 60 

6.50 

0  to  13. 00 

7.10 

0  to  14. 20 

7.70 

0  to  15. 40 

8.30 

0  to  16. 60 

9.10 

0  to  18. 20 

10.30 

0  to  20. 60 

11.35 

0  to  22.  70 

12.  25 

0  to  24. 50 

13.05 

0  to  26. 10 

13. 75 

0  to  27.  50 

14.35 

0  to  28. 70 

15.00 

0  to  30. 00 

Table  \TII. — .Yew;  internaiional  bond  issues  floated  in  Europe  ^ 
[In  millions  of  dollars] 


Boirower 


1963 


1st 

quarter 

1967 


Western  Europe 190 

Japan 25 

O  ther  developed 54 

Total  developed  countries 

All  other  countries 

International  institutions 

Total 

U.S.  subsidiaries  2. 

Grand  total 360 


362 

662 

660 

64 

209 

25 

90 

42 

83 

534 


686 


991      1, 181      1, 286 


271 
"45 


269 

516 

913 

768 

726 

316 

14 

14 

41 

24 

34 

20 

63 

4 

37 

83 

36 

8 

346 

534 

991 

875 

796 

344 

14  .. 

306 

3490 

117 

461 


'  Including  issues  denominated  in  foreign  currencies  as  well  as  in  dollars;  also  including  portion  of  foreign 
issues  made  in  New  York  and  sold  to  foreigners. 

-  Domestic  based  as  well  as  foreign  based. 

3  Excludes  $127  million  exchange  of  convertible  debentures  for  stock  by  a  U.S.  corporation  to  obtain  major 
interest  in  a  foreign  enterprise. 


SUPPLEMENTARY  STATEMENT  OF  UNDER  SECRETARY  FOR  MONE- 
TARY AFFAIRS  DEMING,  JULY  14, 1967 

I  would  like  now  to  clLscuss  with  you  the  interest  equalization  tax  evasion 
problem. 

As  you  know,  the  lET  does  not  apply  to  purchases  of  foreign  securities  by 
Americans  from  American  sellers.  We  have  found  that  tax  evaders  are  selling 
foreign  securities  in  the  United  States  with  false  representation  as  to  American 
ownership. 
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The  evidence  does  not  indicate  widespread  individual  noncompliance  with 
lET  laws  but  rather  that  a  limited  number  of  unscrupulous  persons  have 
operated  to  evade  the  lET.  Indications  are  that  the  fraud  became  sizeable 
toward  the  end  of  lOGO,  perhaps  stepping  up  in  the  first  part  of  1967,  and  prob- 
ably substantially  cut  back  by  the  end  of  last  month  as  a  result  of  our  inves- 
tigations. The  Internal  Revenue  Service  Investigations  of  evasions  over  the  past 
6  months  have  identified,  on  a  projected  annual  basis,  illegal  security  transactions 
in  the  order  of  $100  million  to  $150  million.  If  left  unchecked,  the  amounts 
involved  in  evasions  could  go  considerably  higher.  We  are  concerned  by  any 
evasion  and  I  want  to  describe  in  some  detail  both  the  manner  in  which  evasion 
has  been  taking  place  and  our  proposals  for  stopping  it. 

Since  the  law  went  into  effect,  the  Internal  Revenue  Service  has  conducted 
an  educational  campaign  about  its  requirements,  primarily  for  the  benefit  of 
security  brokers.  Delinquency  checks  were  initiated  to  determine  whether  the 
tax  was  being  paid  on  taxable  purchases.  Reports  of  alleged  fraudulent  trans- 
actions have  been  investigated.  A  special  Grand  Jury  established  in  the  Southern 
Judicial  District  of  New  Yoi-k  has  returned  indictments  against  six  individuals 
and  one  corporation.  The  cases  are  awaiting  trial  for  lET  offenses  and  are 
scheduled  for  hearings  in  September. 

Although  considerable  publicity  has  resulted  from  these  legal  actions,  they 
have  not  achieved  the  degree  of  deterrence  hoped  for  at  the  time  of  the  estab- 
lishment of  the  Grand  Jury.  This  spring,  the  Securities  and  Exchange  Com- 
mission provided  the  Internal  Revenue  Service  with  information  obtained  from 
a  study  of  foreign  securities  trading  which  indicated  that  lET  violations  were 
taking  place,  possibly  on  a  substantial  scale. 

For  example,  there  appeared  to  be  a  large  volume  of  transactions  in  which 
foreign-owned  foreign  stocks  were  channeled  through  foreign  broker-dealers 
into  the  United  States  as  if  they  were  American-owned  foreign  stocks.  In  many 
cases,  the  certificate  of  American  ownership,  which  was  arranged  to  accompany 
the  stock,  was  signed  by  an  American  citizen  of  unsubstantial  means,  residing 
outside  of  this  country.  These  certificates  were  false.  In  some  cases,  documen- 
tation was  arranged  to  make  the  American  signing  the  certificate  appear  as  the 
bona  fide  owner  and  seller  of  the  stock.  In  some  other  cases,  the  American 
simi)ly  signed  a  certificate  of  American  ownership  in  blank  in  exchange  for  a 
"fee"  which  sometimes  amounted  to  $10  per  certificate. 

The  foreign  broker-dealer  would  generally  sell  the  foreign  stocks,  accompanied 
by  the  false  certificates,  to  a  small  American  over-the-counter  broker-dealer. 
Typically,  this  dealer,  in  turn,  would  then  re-sell  the  stock  in  the  United  States 
to  larger  broker-dealers  specializing  in  foreign  securities,  confirming  to  them 
that  the  stock  was  American-owned.  In  the  case  of  over-the-counter  trading,  a 
written  confirmation  received  from  a  member  of  the  National  Association  of 
Security  Dealers,  an  association  covering  almost  all  American  broker-dealers, 
is  accepted  as  conclusive  proof  of  prior  American  ownership,  unless  the  con- 
firmation is  qualified,  or  imless  the  person  making  the  acquisition  has  actual 
knowledge  that  the  confirmation  is  false  in  any  material  respect.  The  larger 
broker-dealers  presumably  rely  on  this  "clean  confirmation"  procedure,  as  it  is 
called.  In  some  cases,  involving  substantial  volumes  of  stock,  the  foreign  broker- 
dealers  would  sell  directly  to  large  American  broker-dealers,  some  of  whom 
are  members  of  the  major  national  .securities  exchanges. 

These  transactions  appear  to  have  been  concentrated  in  foreign  stocks  with 
special  appeal.  The  prices  of  these  .stocks  abroad  are  generally  several  points 
or  more  below  the  price  of  the  same  shares  when  they  are  sold  by  one  American 
to  another  on  a  tax-free  basis.  This  spread  of  several  points  furnishes  the  profit 
resulting  from  these  tax-evading  transactions. 

I  come  now  to  the  possible  solutions.  At  one  end  of  the  range  of  alternatives 
would  be  application  of  the  interest  equalization  tax  to  transactions  in  foreign 
stocks  between  Americans,  as  well  as  to  the  purchase  of  such  stocks  by  an 
American  from  a  foreigner.  To  take  this  action  would  mean  penalizing  many 
legitimate  transactions  which  do  not  hurt  our  balance  of  payments,  in  order 
to  catch  those  fraudulent  transactions  which  do  hurt  our  balance  of  payments. 
This  does  not  seem  an  appropriate  solnlion. 

At  the  other  end  of  the  range  of  alternatives  would  be  an  amendment  of  the 
JET  law  to  exempt  from  the  tax  the  purchase  of  outstanding  foreign  stocks  from 
foreigners.  This  was  suggested  when  the  lET  was  first  considered.  The  sugges- 
tion was  discarded  at  that  time,  and  I  think  properly  so.  The  reasons  are  as 
follows. 
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Failure  to  tax  outstanding  equities  at  the  same  rate  as  new  issues  would  lead 
to  their  substitution  for  the  new  issues  as  a  means  of  raising  capital  in  the 
TTnited  States.  No  one  can  distinguish  new  shares  of  stock  from  old  once  they 
are  issued,  and  a  sizable  potential  would  be  opened  for  the  movement  of  American 
funds  to  Europe  through  secondary  distribution  of  unissued  stock,  or  stock 
assembled  for  sale  from  a  group  of  foreign  stockholders. 

These  techniques  are  well  known.  It  would  not  be  much  of  a  problem  for  a 
potential  European  borrower  to  exchange  new  stock  for  outstanding  blocks  of 
foreign  stock  in  his  own  stockholder's  hand  and  then  offer  the  latter  to  American 
customers  as  a  means  of  raising  funds  tax  free  in  the  United  States.  American- 
owned  foreign  companies  could  be  formed  to  do  the  same  thing. 

On  the  demand  side,  American  investors  have  in  the  past  and  may  again,  in 
the  absence  of  a  tax  on  purchases  of  outstanding  foreign  stocks,  become  heavy 
buyers  of  such  stocks  with  consequent  adverse  effect  on  our  balance  of  payments. 
We  simply  cannot  afford  a  weakening  of  this  important  legislation  during  this 
period  of  substantial  balance-of -payments  deficits. 

Instead  of  either  of  the  extreme  solutions  mentioned  above,  we  are  proposing 
one  aimed,  essentially,  at  eliminating  the  possibility  of  tax-free  transactions 
among  Americans  in  foreign  securities  based  on  false  American  certificates  of 
ownership. 

The  Treasury  recommends  the  establishment,  effective  Saturday,  July  15,  1967, 
of  a  new  system  with  respect  to  transactions  between  American  buyers  and 
sellers  of  foreign  securities.  The  new  system  is  designed  to  prevent  evasion  of  the 
interest  equalization  tax. 

In  the  past,  sellers  of  foreign  securities  to  American  buyers  could  exempt  the 
purchaser  from  payment  of  the  interest  equalization  tax  by  assertion,  on  their 
part,  of  U.S.  citizenship  and  ownership  of  the  securities  in  question.  Proof  of 
American  ownership  was  evidenced  by  an  American  ownership  certificate  signed 
by  the  seller. 

Under  the  new  system,  the  seller  must,  in  addition  to  establishing  his  U.S. 
citizenship  and  ownership,  establish  that  he  obtained  the  securities  "validly." 

The  seller  can  satisfy  this  requirement  in  the  following  manner  : 

1.  He  can  obtain  a  "validation"  from  an  eligible  broker-dealer. 

2.  He  can  obtain  a  "validation"  from  an  eligible  bank. 

3.  He  can  obtain  a  "validation"  from  the  Internal  Revenue  Service. 

The  effect  of  the  new  requirements  is  to  replace  a  system  under  which  certifi- 
cates of  American  ownership  signed  by  any  U.S.  person  exempted  the  buyer 
from  payment  of  the  tax  with  a  new  system  under  which  certificates  issued  by  a 
limited  number  of  institutions  and  the  Internal  Revenue  Service  are  required  to 
provide  the  buyer  with  this  exemption. 

To  insure  compliance  at  the  "eligible"  broker-dealer  and  bank  level  new  report- 
ing and  record  keeping  requirements  are  being  established,  involving  segregation 
of  transactions  in  foreign  securities  from  transactions  in  domestic  securities. 

To  effect  the  transfer  to  the  new  system,  the  list  of  eligible  broker-dealers  will 
initially  encompass  all  members  of  the  New  York  Stock  Exchange,  the  American 
Stock  Exchange,  and  those  members  of  the  National  Association  of  Security 
Dealers  with  net  worth  of  over  $750,000  or  who  engaged  in  300  or  more  ti'ansac- 
tions  in  foreign  securities  either  during  the  week  beginning  July  2,  1967,  or  the 
week  beginning  July  9,  1967.  The  list  of  these  firms  will  be  set  forth  in  the 
Federal  Register  and  in  Attachment  A.^ 

The  list  of  eligible  banks  will  initially  encompass  Federal  Reserve  member 
banks  classified  as  Reserve  city  banks. 

Additional  firms  and  banks  will  be  added  to  these  lists  on  appropriate  indica- 
tions that  they  will  meet  the  reporting  and  recordkeeping  requirements. 

Eligible  broker-dealers  and  banks  may  validate  foreign  securities  held  in  their 
custody  for  American  owners  as  of  July  14,  1967.  The  Internal  Revenue  Service 
will  establish  by  Monday,  July  17,  1967,  validation  procedures  with  respect  to 
other  foreign  securities. 

The  new  procedures,  described  in  detail  in  Attachment  A,^  have  been  prepared 
in  consultation  with  industry  experts  in  order  to  minimize  technical  problems 
when  trading  commences  on  the  basis  of  these  new  rules  on  July  17,  1967.  In 
addition,  we  are  making  special  efforts  to  disseminate  information  on  the  new 


^  Omitted  from  this  exhibit.   Published  as  part  of  hearings  before   the   Committee   on 
Finance,  U.S.  Senate,  90th  Congress,  1st  session  on  H.R.  6098,  July  14,  1967. 
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procedures  as  quickly  and  broadly  as  possible;  material  is  being  distributed  to 
the  linancial  community  at  this  moment,  giving  all  the  necessary  infonnation. 

I  urge  upon  this  Committee  the  necessary  legislative  action  on  the  amendments 
which  will  make  these  new  procedures  effective  so  that  this  evasion  ends. 


Exhibit  52, — Remarks  by  Under  Secretary  for  IMonetary  Affairs  Deming,  April  4, 
1968,  at  the  New  York  Society  of  Security  Analysts  International  Monetary 
Seminar,  New  York,  on  the  U.S.  balance  of  international  payments  problem 
in  our  modern  economic  environment 

I  am  to  talk  to  you  tonight  about  the  U.S.  balance  of  payments.  In  doing  so,  I 
shall  play  variations  on  three  themes.  None  of  these  themes  are  new.  The  first 
theme  is  adagio — the  United  States  has  a  balance  of  payments  problem  which  it 
can  and  must  resolve.  But  a  long  overview  of  the  United  States  international 
payments  is  most  pertinent  to  seeing  what  the  problem  is.  Tlie  second  theme  is 
counterpoint  and  intertwines  with  the  first.  It  is  that  the  balance  of  payments 
adjustment  problem  today  is  different  and  more  complex  than  it  was  in  earlier 
years.  This  is  a  general  proposition,  but  it  is  particularly  noteworthy  in  the  case 
of  the  United  States.  The  new  balance  of  payments  program  must  be  viewed 
against  that  theme.  The  third  theme — on  gold  and  the  new  Special  Drawing 
Right — ^begins  andante  but  becomes  scherzo  in  most  modern  style. 

Li't  us  begin  with  the  first  theme,  which  involves  a  quick  but  long-term  over- 
view of  the  r.S.  balance  of  payments  over  the  past  27  years.  I  hope  not  to 
overpower  you  with  numbers  or  concepts  here. 

I  need  to  introduce  this  theme  with  a  brief  program  note.  I  shall  be  using  the 
liquidity  surplus  or  deficit  when  I  cite  overall  numbers.  But  my  categories  differ 
somewhat  from  those  used  in  conventional  balance  of  payments  accounting.  The 
first  category  I  use  is  trade  and  service  account,  which  should  have  a  familiar 
ring,  but,  as  I  use  it,  it  does  not  include  military  transactions  or  investment 
income  and  it  does  include  pensions  and  remittances.  The  second  category  is 
capital  account,  in  which  I  include  the  income  flows,  both  Government  and 
private,  as  well  as  the  capital  flows,  and,  of  course,  net  foreign  capital  transac- 
tions. But  I  also  include  errors  and  omissions.  The  third  category  is  fundament- 
ally Government  grants  and  capital  plus  military  transactions  net  of  military 
sales. 

It  is  useful  in  developing  depth  and  color  in  this  theme  to  break  the  27  years, 
1941-67  inclusive,  into  two  major  periods,  and  then  to  further  subdivide  those 
major  periods.  Let  us  look  first  at  the  17  years,  1941-57  inclusive,  and  sub- 
divide that  period  into  three  sub-periods:  1941-46;  1947-49;  and  1950-57. 

Over  the  full  17  years,  the  United  States  had  a  cumulative  balance  of  pay- 
ments deficit  of  less  than  $10  billion,  or  an  annual  average  of  just  under  $600 
million.  We  ran  a  cumulative  surplus  on  trade  and  services  of  $85  billion,  or 
about  $5  billion  per  year,  a  cumulative  surplus  on  capital  account  of  $17  bil- 
lion, or  $1  billion  per  year,  and  a  cumulative  deficit  on  military  and  Govern- 
ment account  of  $112  billion,  or  $6.6  billion  per  year.  From  1946  to  1957  alono, 
we  extended  economic  assistance  in  grants  and  loans  of  $42  billion  net.  And 
.vet,  after  all  this,  we  gained  gold  reserves  of  $80<)  million ;  our  gold  reserve  at  the 
close  of  1957  was  larger  than  at  the  beginning  of  1941. 

AVhat  this  means,  of  cour.se,  is  that  we  financed  our  deficit  completely — and 
more — by  increasing  our  dollar  liabilities  to  official  and  private  holders.  In  a 
world  that  was  starved  for  reserves,  the  dollar  was  better  than  gold. 

In  the  three  subperiods,  we  can  see  these  developments.  In  the  war  years, 
we  ran  a  modest  deficit  averaging  about  $800  million  ])er  year.  From  1947  through 
1949,  our  surpluses  averaged.  $1.7  billion.  In  the  next  S  year.s,  our  deficits  averaged 
$1.2  billion.  Our  trade  and  service  surplus  diminished  in  succeeding  subperiods, 
our  capital  account  improved  a  bit,  and  our  Government — military  account 
deficit  was  significantly  reduced. 

The  point  I  want  to  underline  is  that  the  United  States,  throughout  this 
period,  was  in  fundamental  surplus  but,  through  its  deliberate  policy  of  massive 
untied  grant  and  loan  assistance,  incurred  more  or  less  consistent  licpiidity 
deficits.  With  high  reserves,  immense  productive  power,  a  great  and  growing 
capital  market  system,  and  a  desire  to  help  rebuild  a  war-shattered  world,  the 
United  States  engaged  in  a  unilateral  adju.stment  process  that  benefited  the 
world  and,  in  so  doing,  helped  both  the  world  and  itself. 
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It  is  no  exaggeration  to  say  that  we  picked  up  most  of  tlie  checks  for  insuring 
free  world  security ;  we  permitted  disadvantage  to  our  trade,  we  encouraged  our 
tourists  to  go  abroad  and  make  substantial  purchases  there,  and  we  strove 
mightily  to  increase  our  foreign  private  investment. 

All  of  these  policies  were  rational  and  in  the  interest  of  world  trade  and 
world  economic  growth.  But,  after  17  years,  the  habit  of  deficit  had  become  so 
strong  that  it  was  hard  to  kick  even  when  it  became  crystal  clear  that  what  was 
a  good  habit  under  earlier  conditions  had  become  a  bad  habit  in  the  world  of 
1958  and  following  years.  It  became  a  had  hahit  in  two  respects.  The  deficits  got 
larger  and  had  to  be  financed  both  with  increased  dollar  outflows  and  a  reduc- 
tion in  our  gold  reserves,  which  fell  $11  billion  between  1958  and  1967.  The 
outside  world,  which  had  enjoyed  the  mild  deficits  of  earlier  years,  got  worried 
about  the  bigger  ones,  but  it  took  some  time  before  the  surplus  nations  rec- 
ognized that  it  was  impossible  to  reduce  deficits  without  reducing  surpluses 
and  that  they  had  some  responsibilities  to  discharge  in  the  ad.lustment  process. 

In  the  10  years,  1958-67,  we  ran  a  cumulative  deficit  of  $27  billion — an  annual 
average  of  $2.7  billion — more  than  four  times  the  average  of  the  earlier  period. 
Our  Government  and  military  account  deficit  was  reduced  but  remained  large — 
$55  billion  in  10  years.  It  was,  of  course,  stronglv  affected  by  Vietnam  after 
mid-1965. 

Our  capital  account  in  the  1958-67  period  showed  no  real  improvement  as 
compared  with  the  earlier  period.  The  annual  average,  in  fact,  showed  a  smaller 
surplus  than  in  1941-57.  Capital  outflows  on  direct  investment,  in  the  form  of 
bank  loans  and  in  portfolio,  rose  sharply — enough  so  that  the  steadily  rising 
income  just  about  kept  it  in  balance,  but  only  after  the  outflow  had  been  some- 
what contained  and  only  after  various  special  transactions,  including  some  debt 
prepayments  to  the  United  States  on  Government  account. 

But  the  big  change  came  in  trade  and  service  account.  Here  our  cumulative 
surplus  was  less  than  $19  billion,  or  under  $2  billion  a  year.  Our  exports  grew 
but,  particularly  in  later  years,  imports  grew  faster,  and  we  incurred  a  rapidly 
increasing  deficit  on  tourist  account.  We  did,  in  1961-64,  show  improvement 
in  trade  and  services,  but  that  improvement  was  not  characteristic  of  the  period 
as  a  whole. 

Now  comes  the  second  theme  of  counterpoint^ — ^both  a  more  full  analysis  of 
the  deficit  in  1958-67  and  what  was  done  to  correct  it. 

One  is  frequently  met  with  two  broad  questions  concerning  our  payments 
balance  problem. 

The  first  runs  as  follows :  The  U.S.  economy  is  strong,  big,  and  growing.  The 
dollar  is  the  great  reserve  and  transactions  currency  for  the  world.  The  balance 
of  payments  deficit  is  only  a  fra<'tion  of  one  percent  of  the  gross  national 
product.  Why  is  there  any  problem? 

The  other  runs  along  these  lines :  The  deficit  is  small  relative  to  gross  national 
product.  Why  can't  it  be  corrected  very  easily  by  merely  restraining  demand  in 
the  United  States,  thereby  improving  the  current  account  and  particularly  the 
ti-ade  position?  Both  approaches,  of  course,  imply  that  it  is  unnecessary  to  have 
any  selective  or  direct  program  to  curb  outflows. 

The  answer  to  the  first  question  is  relatively  simple.  No  one  would  be  much 
concerned  about  a  U.S.  deficit  which  was  a  fraction  of  1  percent  for  1  year — 
or  even  several  years.  As  I  noted,  in  the  early  post-war  years,  our  generous 
assi.stance  to  the  war-torn  countries  of  Europe  and  Asia  left  us  with  moderate 
deficits  which  we  were  prepared  to  accept.  They  were  not  only  acceptable  but 
desired  by  the  countries  which  were  receiving  dollars  to  build  up  their  reserves. 
But,  by  1958.  the  deficits  were  becoming  too  big  to  finance  easily.  In  1958-60.  they 
averaged  $3.7  billion.  In  that  volume,  they  supplied  too  many  dollars  too  fast 
to  be  absorbed  into  world  reserves.  A  substantial  part  of  those  dollars  came 
back  for  conversion  into  gold — and  our  reserves  fell. 

With  the  American  economy  operating  well  below  capacity,  there  was  nothing 
to  be  gained  and  much  to  be  lost  by  depressing  it  further.  Therefore,  the  first 
actions  to  reduce  the  deficit  aimed  at  reducing  the  foreign  exchange  costs  of 
Government  spending  overseas.  Savings  in  this  area,  plus  improvement  in  our 
trade  account,  reduced  the  deficit.  But  then  capital  began  to  flow  out  in  increas- 
ing volume— partly  because  we  generated  large  savings  and  had  large  capital  mar- 
kets ;  partly  because  of  investment  opportunities  overseas,  and  partly  because 
the  long  campaign  to  increase  U.S.  foreign  investment  had  gradually  won  many 
converts.  These  tendencies  were  dampened  somewhat  by  the  interest  equaliza- 
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tion  tax  in  1!)G3  and  by  the  voluntary  iirograin  to  restrain  direct  investment  and 
foreign  lending  in  lL>6r>. 

The  10(J0  deHfit  was  $;}.9  billion.  The  19<)2  deficit  was  $2.2  billion.  The  19«>5 
and  190()  delicits  average  $1.3  billion.  But.  in  11X57,  the  deficit  was  back  to  $3.6 
billion,  with  half  coming  in  the  last  quarter  alone.  That  figure  reflected  a  num- 
ber of  factors — some  of  which  were  nonrecurrent — but  it  wa.s  simply  too  big  to 
ignore. 

The  second  question  requires  a  more  complex  ansvi'er  to  give  the  reasons  why 
a  proper  corrective  program  for  the  U.S.  balance  of  payments  involves  more  than 
.simple  restraint  on  the  domestic  economy.  But  I  want  to  make  quite  clear  that 
restraint  of  the  domestic  economy  is  an  integral  part  of  the  January  1  program — ■ 
the  part  which  the  President  called  "the  first  order  of  business."  It  is  important 
to  our  international  position  and  e.s.sential  to  our  domestic  jwsition.  It  involves 
an  income  tax  surcharge  and  other  tax  mea.sures,  plus  expenditure  control,  plus 
a  call  for  a  more  effective  voluntary  program  of  wage  and  price  restraint.  But,  in 
addition  to  this  "first  order  of  business."  additional  measures  are  needed  for  an 
effective  program  to  correct  our  payments  imbalance. 

There  are  two  primary  reasons  for  this  approach.  First,  balance  of  payment.s 
problems  are  more  complex  today  than  they  were  in  the  earlier  years  of  this 
century. 

Second,  we  have  learned  that  too  much  deflation  may  cure  a  payments  deficit 
but  may  end  by  killing  the  patient  and  passing  on  the  disease  to  all  of  his  rela- 
tive.s — his  trading  partners.  It  is  now  genei-ally  recognized  that  deflation  was 
carried  too  far  l)y  some  ma.1or  countries  in  the  ]920's  and  early  1930's.  And  it  is 
now  recognized  that  this  resulted  not  only  in  reduced  growth  in  deficit  countries 
but  in  the  world  as  a  whole.  Sharp  deflation  as  'a  policy  simply  is  not  acceptable 
today  in  any  country ^ — or  in  the  world. 

In  an  earlier  day,  at  least  in  theory,  balance  of  payments  deficits  generally 
occurred  when  a  country's  economic  pace  was  too  fast  relative  to  its  resources 
and  relative  to  growth  in  other  major  industrial  and  financial  center.s.  The  coun- 
try with  an  inflationary  boom  began  to  have  rising  prices  :  its  exports  fell,  and  its 
imports  rose.  The  direct  effect  was  a  reduced  trade  .surplus.  The  cure  was  to  de- 
flate the  economy,  or,  at  least,  dampen  the  inflation.  And  this  was  usually  ac- 
companied by  general  tightening  of  credit  and  rising  intere.st  rates  that  ac- 
centuated the  deflation  in  the  economy  over  time.  Moreover,  in  the  short  run,  the.se 
rising  interest  rates  tended  to  stimulate  borrowing  abroad  and  to  attract  foreign 
capital  in  an  e<iuilil>rating  manner. 

I  have  noted  that  a  policy  involving  sharp  deflation  is  no  longer  acceptable. 
But  this  is  due  nf)t  merely  to  dislike  of  deflation  but  also  because  it.  alone,  does 
not  meet  the  problem.  Our  persistent  deficit  has  important  elements  that  make 
it  far  different  from  the  early  20th  century,  both  in  genesis  and  in  proper  treat- 
ment. The  foreign  exchange  costs  of  our  worldwide  defense  alliances  simply  are 
not  su.sceptible  to  being  reduced  by  general  fiscal  and  monetai\v  policy.  Gross 
outlay.s  on  this  account  amount  to  about  $4.3  billion  a  year,  and  the  impact  on  our 
balance  of  payments,  even  after  netting  receipts  from  sales  of  military  goods  to 
foreign  countries,  is  about  $3.3  billion. 

Our  gross  expenditures  on  tourism  (including  fares  to  foreign  carriers)  were 
■about  $4  billion  in  19G7,  and  the  world-wide  net  outflow  on  this  account  was 
around  $2  billion,  with  $1Vj  billion  of  this  accruing  to  countries  outside  the 
Western  Hemisphere.  Our  tourist  outlay  has  been  rising  at  an  average  rate  of 
about  12  percent  a  year  in  the  past  ten  years,  a  rate  far  in  excess  of  the  growth 
in  the  gross  national  jiroduct.  This  steeply  rising  trend  is  related  to  the  growing 
number  of  peoj)le  with  higher  incomes,  and  to  various  other  factors,  much  more 
than  to  fluctuations  in  the  current  rate  of  expansion  in  our  economy. 

Our  capital  outflow  has  become  very  large  and  quite  complex.  In  the  early 
20th  century,  we  thought  of  capital  investment  as  flowing  from  the  more  ad- 
vanced countries  to  the  developing  countries.  Today,  our  private  capital  outflow 
includes  a  substantial  element  of  investment  in  countries  already  industrialized, 
in  Eui'ope,  Japan,  and  el.sewhere. 

I  have  tried  to  demonstrate  that  the  more  comi)lex  characteristics  of  deficits 
in  general,  and  of  the  United  States  in  particular,  require  both  domestic  econom- 
ic re.straint  and  a  selective  attack  ui)on  particular  items  of  deficit.  I  should  add 
one  further  important  point  here.  The  January  1  program  was  designed  to  be 
a  balanced  progr.im  and  one  that  would  produce  results  quickly.  The  devalua- 
tion of  sterling,  the  heavy  pressures  on  the  gold  and  foreign  exchange  markets, 
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and  the  sharp  deterioration  in  a  payments  position  in  the  last  quarter  of  19()7 
all  underlined  the  need  for  strong  action. 

The  January  1  program  is  designed  to  be  a  balanced  program — balanced  in 
three  important  aspects.  There  is  balance  between  measures  to  restrain  the 
domestic  economy  and  avoid  inflation  and  direct  measures  to  improve  particular 
segments  of  our  international  payments.  There  is  balance  between  selective 
measures  on  capital  and  on  current  account.  And,  finally,  there  is  balance  in  the 
selective  measures'  impact  on  the  rest  of  the  world.  The  program  is  deliberately 
designed  to  reduce  the  impact  of  ad.iustment  on  countries  least  able  to  bear  it 
and  to  place  most  of  that  impact  directly  on  countries  in  surplus  and  in  strong 
reserve  positions.  And  it  is  important  to  note  that  this  selectivity  is  in  favor 
of  those  parts  of  the  world  that  should  be  favored — it  is  not  selective  for  the 
advantage  of  the  United  States. 

Right  at  this  point,  let  me  stress  again  the  fact  that  it  is  vital  to  have  more 
restraint  on  our  domestic  economy — vital  both  for  our  internal  economic  health 
and  for  our  external  accounts.  An  economy  running  as  fast  as  the  U.S.  economy 
is  running  today  is  courting  trouble  in  the  future  on  the  domestic  front  and  in 
our  international  trade  account. 

In  this  connection,  I  want  to  point  out  that  our  foreign  friends  share  this 
view.  Cimtrary  to  some  opinion  I  have  seen  expressed,  this  view  from  abroad 
does  not  represent  a  price  to  be  charged  for  cooperation  in  helping  to  maintain 
stability  in  the  international  monetary  system.  On  the  contrary,  our  foreign 
friends  see  inteniational  monetary  instability  if  the  United  States  undergoes 
either  sharp  deflation  or  inflation.  Their  fear,  which  we  share,  is  that  an  over- 
heated U.S.  economy  will  produce,  in  time,  a  badly  deflated  U.S.  economy — a 
development  that  would  hurt  world  economic  growth  as  well  as  U.S.  economic 
growth.  They  advocate — as  we  do — ^flscal  restraint  in  the  United  States  and 
expansion  of  under-utilized  capacities  in  European  economies.  Both  actions  will 
facilitate  the  smoother  working  of  the  adjustment  process. 

It  is  hard  to  appraise  the  results  of  the  new  program  to  date — partly  because 
we  will  have  nothing  approaching  definitive  first  quarter  figures  for  another  5 
weeks  or  6  weeks  and  partly  because  the  new  program  is  not  fully  in  force  as 
yet.  Most  importantly,  we  do  not  yet  have  fiscal  restraint — increased  taxes  and 
expenditure  control — although  prospects  for  action  have  improved  substantially 
in  the  past  two  or  three  weeks.  We  do  know  that  the  trade  account  is  not  be- 
having as  well  as  had  been  hoped — ^partly  because  of  abnormally  high  imports 
of  copper  and  steel,  which  reflect  actual,  or  anticipated  strikes,  partly  due  to 
excessive  economic  growth,  which  induces  imports  in  general. 

The  capital  restraint  programs — on  direct  investment  and  on  financial  institu- 
tions— -appear  to  be  working  well.  But,  in  the  capital  account  area,  two  factors 
probably  have  worked  against  us  in  the  first  quarter — the  gold  crisis  and  the 
fact  that  special  transactions  in  the  first  quarter  of  1967  were  quite  large  and 
were  smaller  in  the  first  quarter  of  1968.  But  our  basic  capital  account  trends 
seem  to  be  quite  favorable. 

Work  on  reducing  the  net  balance  of  payments  drain  on  Government  account 
is  proceeding  witli  every  promise  of  success — particularly  in  the  important  area 
of  further  neutralization  of  the  foreign  exchange  costs  of  our  overseas  military 
expenditures  in  Europe.  We  have  not  made  equal  progress  on  the  travel  and  trade 
disadvantages  sectors. 

When  the  full  program  is  in  being  and  operative,  I  am  sure  it  will  lead  to  the 
goal  set  by  the  President  on  January  1 — to  bring  our  balance  of  payments  "to 
or  close  to,  equilibrium." 

Now  let  me  turn  to  my  third  theme — which  I  characterized  as  andante  and 
which  moved  abruptly  into  scherzo.  It  was  andante  in  the  sense  that  it  has  taken 
months  and  years  to  reach  agreement  on  a  new  international  reserve  asset — the 
SDR;  it  became  scherzo  after  the  British  devaluation  and  the  gold  rushes  of 
last  fall  and  this  March. 

I  speak  first  of  the  gold  situation,  which,  in  the  past  three  weeks,  has  under- 
gone fundamental  change — in  fact,  a  change  so  fundamental  I  am  not  sure  it  has 
been  fully  understood.  A  little  history  may  be  useful  at  this  point. 

In  the  early  post-World  War  II  period,  a  free  market  for  gold,  without  any 
gold  pool  operations,  frequently  saw  prices  well  above  $35  per  ounce,  and,  after 
1952,  moderate  fluctuations  both  above  and  below  $35  per  ounce.  In  1960,  there 
was  an  outbreak  of  the  free  market  price  on  the  up-side,  following  3  years  of 
massive  U.S.  payments  deficits,  and  there  were  substantial  conversions  of  dollars 
318-223—69 30 
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into  gold  by  foreign  monetary  authorities.  In  the  fall  of  1061,  the  now  famous 
Gold  Pool  began  to  operate  in  order  to  stabilize  the  free  market  price.  But,  up 
to  that  time,  there  really  was  a  monetary  gold  price  and  a  free  market  price 
which  could  and  did  differ. 

What  seems  to  be  overlooked  in  the  history  is  that  the  Gold  Pool  oi)erated 
on  both  side.5  of  the  market  from  late  1961  until  it  closed  at  mid-March  1968.  The 
objectives  were  to  smooth  out  market  operations  and  to  provide  an  orderly  way 
for  new  gold  to  enter  the  monetary  system. 

These  objectives  of  the  Pool  members  were  carried  out  very  well  for  most 
of  the  life  of  the  Pool.  A  number  of  crises— that  of  the  Cuban  missiles  and  the 
assassination  of  President  Kennedy,  to  name  but  two — were  i*ather  easily  sur- 
mounted, and,  from  its  inception  through  the  first  10  months  of  ]!>G7,  the  Pool 
was  a  significant  net  buyer  of  gold. 

The  Pool  oi>erations  showed  a  small  favorable  balance  by  the  end  of  1962,  and 
there  were  large  inflows  in  1963  and  1964.  In  1965,  the  gain  was  diminished,  but 
the  Pool  remained  on  the  credit  side  of  the  ledger.  In  19()6  and  1967,  with  one  of 
the  major  supply  factors — Russian  sales — absent  from  the  market,  there  was  a 
moderate  net  outflow  as  conditions  remained  in  fairly  good  balance  with  occa- 
sional speculative  outbiirsts,  such  as  that  in  June  1967,  at  the  outbreak  of  hos- 
tilities in  the  Mid-East,  at  which  time  the  Pool  was  still  a  net  purchaser  of  over 
.$1  billion  in  gold. 

During  the  period  of  Pool  activity,  there  was  an  evolving  awareness  of  the  need 
for  a  major  change  in  the  international  financial  system.  The  long-run  problem 
of  providing  for  future  international  liquidity  needs,  as  the  supply  of  new  gold  for 
monetary  reserves  diminished  and  new  dollar  outflows  were  reduced  through  cor- 
rection of  the  imbalance  in  the  U.S.  payments  position,  had  been  long  recognized 
by  monetary  authorities.  In  the  first  instance,  short-term  credit  facilities  in  the 
form  of  swaps  and  medium-term  conditional  credits  through  the  enlargement  of 
IMF  quotas  were  set  in  place.  Invaluable  as  these  have  proven  in  meeting  indi- 
vidual crises  of  a  reversible  nature,  they  obviously  do  not  meet  the  more  funda- 
mental long-teiTQ  global  liquidity  problem.  It  was  with  the  latter  in  mind  that 
work  progressed  on  the  creation  of  a  new  reserve  asset,  which  has  come  to  be 
known  as  the  SDR. 

But,  while  steady,  albeit  slow,  progress  was  being  made  on  a  plan  for  a  nev»' 
reserve  asset,  a  series  of  events  created  uncertainties  in  the  international  mone- 
tary system.  By  far  the  greatest  factor  of  instability  was  the  weakness  of  ster- 
ling, which  culminated  in  devaluation  at  mid-November,  1967.  But  the  Middle 
East  crisis  and  the  return  to  large  deficit  by  the  United  States  in  1967  also  added 
to  uncertainty.  Rumors,  some  inspired,  some  merely  reflective  of  unease,  swept 
through  the  markets — particularly  after  sterling  devaluation.  In  this  setting, 
a  number  of  people  became  convinced  that  the  price  of  gold  would  have  to  be  in- 
creased, and  free  market  gold  sales  rose  to  vei-y  large  volume. 

The  immediate  outbreaks  in  late  November  and  in  December  were  not  unex- 
pected, following  the  devaluation  of  a  major  currency,  and  the  authorities  hoped 
that  a  continued  show  of  determination  to  hold  the  market,  as  well  as  the  ofl[icial, 
price  of  gold  would  restore  stability  and  give  time  to  set  firmly  in  place  the  plan 
for  the  new  reserve  asset  and  thus  demonstrate  the  greatly  reduced  reliance  of 
the  world's  monetary  system  on  gold. 

However,  there  was  further  heavy  loss  of  monetary  gold  by  the  Gold  Pool  mem- 
bers in  March.  Thus,  it  seemed  that  Pool  action,  rather  than  restoring  stnbility, 
tended  then  to  feed  the  speculative  flames.  A  new  course  of  action  was  indicated. 
But,  also,  the  large  speculative  holdings  of  gold  brought  a  new  factor  into  the 
market  which  enabled  the  authorities,  with  more  equanimity,  to  allow  tlie  free 
market  price  to  seek  its  own  level. 

Certainly  it  would  have  been  preferable  if,  as  we  had  hoped,  a  more  orderly 
evolution  could  have  taken  place  following  the  actual  adoi>tion  of  the  SDR  agree- 
ment, without  experiencing  the  speculative  outbreak  that  did  occur.  The  fact  that 
it  did  occur  does  not.  however,  make  less  viable  the  move  to  free  and  separate  the 
private  gold  markets  from  what  might  be  termed  the  monetary  gold  market,  com- 
posed of  the  existing  stock  of  monetary  gold. 

Fortunately,  the  near  conclusion  of  the  agreement  on  SDR's  enabled  the  Gold 
Pool  members,  in  their  Washington  Communique  of  March  17,  to  state  that  "as 
the  existing  stock  of  monetary  gold  is  sufficient,  in  view  of  the  prospective  estab- 
lishment of  the  facility  for  Special  Drawing  Rights,  they  no  longer  feel  it  neces- 
sary to  buy  gold  from  the  market."  The  successful  outcome  in  Stockholm  last 
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weekoiul  underscored  this  position  and  removes  miicli  of  tlie  threat  that  a  distinct 
free  market  price,  whether  above  or  below  $35  per  ounce,  could  have  previously 
had  on  the  official  monetary  price. 

The  Stockholm  Communique  said  "the  Ministers  and  Governors  reaffirmed 
their  determination  to  cooperate  in  the  maintenance  of  exchange  stability  and 
orderly  exchange  arrangements  in  the  world,  based  on  the  present  official  price 
of  gold."  It  also  said,  "Moreover,  they  intend  to  strengthen  the  close  cooperation 
between  governments  as  well  as  between  central  banks  to  stabilize  world  mone- 
tary conditions." 

Without  a  continued  monetary  demand  for  new  gold,  it  will  be  interesting  to 
see  what  does  develop  in  the  free  markets.  The  amount  of  annual  new  production 
is  far  in  excess  of  legitimate  industrial  needs  for  gold.  This  leaves  ample  room 
for  a  considerable  volume  of  hoarding  or  savings  in  those  countries  whose  popu- 
lations have  been  historically  attracted  to  gold  as  a  store  of  value.  Without  spec- 
ulative activity,  the  market  would  appear  to  have  presently  a  supply  potential 
somewhat  greater  than  the  hard-core  demand.  And  this  is  without  taking  account 
of  the  present  large  overhang  of  gold  in  speculative  hands. 

The  events  so  far  have  clearly  disappointed  those  who  felt  that,  in  the  absence 
of  Pool  support,  the  price  would  rise  sharply  and  permit  a  quick  and  easy  killing 
in  the  market.  Nor  can  the  price  situation  to  date  give  comfort  to  those  who  have 
urged  a  doubling  of  the  official  price  of  gold. 

One  of  the  oddities  I  frequently  encounter  in  the  arguments  of  those  who  would 
have  drastically  increased  the  price  of  gold  is  that  they  profess  fear  of  the  in- 
flationary potential  in  the  controlled  creation  of  reserves  at  a  moderate  rate  but 
could  view  with  apparent  unconcern  the  inflationary  consequences  of  a  doubling 
of  the  price  of  gold  which  would  add  over  $40  billion  of  new  liquidity  at  a  single 
stroke.  They  apparently  fail  to  realize  that  not  only  would  a  gold  price  increase 
have  been  the  most  inequitable  and  unsettling  method  of  creating  additional 
liquidity  hut  that  decisions  by  monetary  authorities  on  gold  price  increases  are 
no  less  manmade  than  the  decisions  on  creation  of  a  new  reserve  medium. 

The  new  two-tier  system  has  been  characterized  by  some  as  a  stopgap  measure. 
I  am  not  sure  what  is  meant  by  this.  If  they  mean  that  it  doesn't  solve  all  of  our 
problems — most  particularly  the  need  to  eliminate  our  balance  of  payments  defi- 
cit— they  are,  of  course,  right.  If,  however,  they  mean  that  a  two-tier  gold  system 
won't  work,  even  with  a  well-operating  adjustment  process,  to  reduce  our  deficit 
and  to  reduce  the  surpluses  of  others,  I  disagree. 

In  conclusion,  let  me  try  to  blend  my  three  themes  into  a  finale.  The  new  ar- 
rangements on  gold  underline  the  stability  of  the  $35  price  for  monetary  trans- 
actions. The  prospective  new  SDR  system  will  produce  reserves  as  and  when 
needed  to  supplement  existing  reserves — both  the  gold  in  the  hands  of  monetary 
authorities  and  the  foreign  exchange  they  hold.  This  is  a  viable  system. 

But  this,  or  any  other  system,  can  suffer  shocks  if  the  economies  of  major 
countries,  and  particularly  the  U.S.  economy,  get  badly  out  of  balance.  There 
is  nothing  in  the  new  monetary  system  that  guarantees  order  in  a  world  in  basic 
disorder.  So  it  is  necessary  to  have  a  smooth  adjustment  process,  and  it  is  neces- 
sary to  bring  our  own  payments  position  into  better  balance.  It  is  equally  import- 
ant to  have  growth  abroad  with  price  stability  and  an  elimination  of  chronic 
surpluses. 

The  new  American  program  should  go  a  long  way  to  achieve  the  goal.  With 
cooperation — in  the  interests  of  themselves  and  the  world — the  chances  of  reach- 
ing that  goal  will  be  even  more  improved.  And,  with  a  better  balanced  but 
growing  world  economy,  the  new  monetary  system — built  as  it  is  on  the  solid 
foundations  laid  at  Bretton  Woods  more  than  20  years  ago — should  function  well. 


Exhibit  53.— Remarks  by  Under  Secretary  for  Monetary  Affairs  Deming,  May  6, 
1968,  to  the  Istituto  Nazionale  per  11  Commerclo  Estero  (ICE),  Rome,  Italy,  on 
recent  developments  in  the  monetary  system  and  international  payments 

I  always  regard  myself  as  fortunate  when  my  duties  bring  me  to  the  city  of 
Rome.  This  is  not  only  because  Rome  has  its  own  distinctive  charm  and  tradi- 
tions but  also  because  of  the  fine  relationships  in  the  monetary  field  that  we  in 
the  United  States  Treasury  have  with  Minister  Colombo,  Governor  Carli,  and 
others  in  the  Italian  Government  and  the  Bank  of  Italy. 
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For  those  gentlemen  just  named  and  for  most  of  their  colleagues  in  all  coun- 
tries, the  last  few  months  have  heen  eventful  ones. 

From  the  middle  of  November,  when  the  pound  sterling  was  devalued,  to  the 
middle  of  March,  when  members  of  the  Gold  Pool  took  their  decision  to  separate 
the  private  gold  markets  from  what  might  be  termed  the  monetary  gold  market, 
events  in  the  foreign  exchange  marl^ets  demanded  the  continuing  attention  of 
monetary  authorities. 

A  change  in  the  value  of  a  major  world  currency  may  always  be  exi>ected  to 
have  a  disturbing  effect  in  exchange  markets — and  it  came  as  no  surprise  when 
substantial  speculation  in  gold  began  in  Noveml>er  of  last  year.  The  authorities 
of  the  Gold  Pool  countries  hoped  that  continued  support  for  the  free  market 
price  would  restore  stability  and  give  time  to  set  in  place  the  plan  for  creation 
of  Special  Drawing  Rights,  which  would  clearly  demonstrate  the  greatly  reduced 
reliance  of  the  world's  monetary  system  on  gold. 

After  two  heavy  runs  in  November  and  December,  the  gold  market  quieted 
down  considerably  in  January  and  February,  but  speculation  broke  out  again 
in  March,  and  there  was  heavy  loss  of  monetary  gold  by  the  Gold  Pool  members. 
At  this  point,  it  appeared  that  the  Pool  action  in  supplying  gold  to  the  market 
was  tending  to  feed  speculation,  rather  than  restoring  stability.  A  new  course  of 
action  was  indicated. 

On  March  17  of  this  year.  Gold  Pool  members  announced  that,  henceforth, 
officially  held  gold  would  be  used  only  to  effect  transfers  among  monetary  authori- 
ties. They  decided  no  longer  to  supply  gold  to  the  London  gold  market  or  any 
other  gold  market.  They  added  that  "as  the  existing  stock  of  monetary  gold  is 
sufficient  in  view  of  the  prospective  establishment  of  the  facility  for  Special 
Drawing  Rights,  they  no  longer  feel  it  necessary  to  buy  gold  from  the  market." 

This  is  an  historic  statement  and  reflects  a  major  decision. 

It  is  useful  to  see  this  decision  in  perspective.  The  Gold  Pool  began  to  operate 
in  the  fall  of  19G1  in  order  to  stabilize  free  market  prices  for  gold.  Prior  to  that 
time,  while  the  official  monetary  price  for  gold  haid  not  varied  from  the  $35  an 
ounce  price  established  in  1934,  free  market  prices  for  gold  had  fluctuated  sub- 
stantially. During  the  period  of  Gold  Pool  operations,  the  Pool  operated  on  both 
sides  of  the  market,  and,  in  fact,  bought  more  gold  than  it  sold  during  the  entire 
period  up  through  the  first  10  months  of  1967. 

The  objectives  of  the  I'ool  members^to  smooth  out  market  operations  and  to 
provide  an  orderly  channel  for  new  gold  to  enter  the  monetary  system — were 
carried  out  very  well  for  most  of  the  life  of  the  Pool.  A  number  of  crises — that 
of  the  Cuban  missiles  and  the  assassination  of  President  Kennedy,  to  name  but 
two — were  rather  easily  surmounted.  The  Pool  operations  showed  a  small  posi- 
tive balance  by  the  end  of  1962,  and  there  were  large  purchases  by  the  Pool  in 
1963  and  1964.  In  1965,  the  gain  was  much  diminished,  but  the  Pool  remained  on 
the  credit  side  of  the  ledger.  In  1966  and  up  to  November  1967,  with  one  of  the 
major  supply  factor.s — Russian  sales — absent  from  the  market,  there  was  a 
moderate  net  outflow.  Conditions  remained  in  fairly  good  balance  with  only  occa- 
sional speculative  outbursts,  such  as  that  in  June  1967,  at  the  outbreak  of  hos- 
tilities in  the  Mid-East.  At  mid-November,  the  Pool  was  still  a  net  purchaser  of 
over  $1  billion  in  gold  over  the  period  as  a  whole. 

In  the  4  months  from  mid-November  1967,  to  mid-March  1968,  the  Pool  supplied 
$3  billion  to  the  London  market  in  maintaining  the  free  market  price  around  $35. 
As  noted,  by  mid-March  1968,  it  became  crystal  clear  that  the  classic  method  of 
meeting  speculative  runs  was  not  working.  Therefore,  a  new  course  was  indi- 
cated— the  course  I  have  mentioned. 

Now  I  believe  it  important  to  stress  two  points  about  the  new  gold  policy. 

1.  The  new  gold  poUcy. — In  announcing  the  new  gold  policy  in  the  Washington 
Communique,  the  Gold  Pool  countries  invited  the  cooperation  of  other  central 
banks.  So  far,  most  of  the  free  world  countries  have  expressed  their  willingness 
to  cooperate. 

At  Stockholm,  the  Group  of  Ten  Ministers  and  Governors  reaffirmed  their 
determination  to  cooperate  in  the  maintenance  of  exchange  stability  and  orderly 
exchange  arrangements  in  the  world  based  on  the  present  official  price  of  gold. 
They  also  said  "they  intend  to  strengthen  tlie  close  cooperation  between  govern- 
ments as  well  as  central  banks  to  stabilize  world  monetary  conditions."  This 
latter  statement  was  agreed  unanimously. 

The  amendment  to  the  Articles  of  Agreement  of  the  Fund,  now  in  process  of 
ratification,  includes — along  with  the  new  SDR  plnn  and  certain  changes  in  the 
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regular  operations  of  the  Fund — a  change  in  procedure  regarding  the  price  of 
gold.  This  change — which  raises  the  voting  requirement  for  a  change  in  the 
official  price  of  gold  by  the  Fund  from  a  simple  majority  to  85  percent — will  make 
it  more  difficult  to  change  the  official  price  of  gold. 

The  United  States  continues  to  buy  and  sell  gold  at  the  existing  price  of  $35 
an  ounce  in  transactions  with  monetary  authorities.  But.  as  agreed  by  all  Gold 
Pool  countries  and  expressed  in  the  Washington  Communique,  no  Gold  Pool 
country,  including  the  United  States,  will  sell  gold  to  monetary  authorities  to 
replace  gold  sold  in  the  private  market. 

Taken  all  together,  this  means  an  overwhelming  official  belief  that  the  present 
official  price  of  gold  should  not,  and  will  not,  be  changed  and  a  determination  to 
keep  the  monetary  gold  stock  separate  from  the  commodity  market  for  gold. 

2.  The  supply-demand  picture. — Central  bank  demand  has  been  removed 
from  the  market.  Industrial  and  artistic  demand  is  only  half  of  new  Free  World 
supply.  The  big  speculative  runs  have  produced  a  big  overhang  of  gold  in  the 
hands  of  those  who  expected  a  rise  in  the  official  price  of  gold.  The  free  market 
price  of  gold  has  risen  far  less  than  speculators  hoped,  and  far  less  than  those 
who  advocated  an  official  price  increase  had  suggested.  I  suggest  that  these 
factors  make  for  downward  pressure  on  the  free  market  price  of  gold,  rather 
than  upward  pressure 

During  the  years  of  Pool  activity,  there  was  an  evolving  awareness  of  the 
need  for  a  major  change  in  the  international  financial  system.  The  long-run 
problem  of  providing  for  future  international  liquidity  needs,  as  the  supply 
of  new  gold  for  monetary  reserves  diminished  and  new  dollar  outflows  were 
reduced  through  correction  of  the  imbalance  in  the  U.S.  payments  position, 
had  long  been  recognized  by  monetary  authorities. 

In  the  first  instance,  short-term  credit  facilities  in  the  form  of  swaps  and 
medium  term  conditional  credits  through  the  enlargement  of  IMF  quotas  were 
set  in  place.  Invaluable  as  these  have  proved,  they  obviously  do  not  meet  the 
more  fundamental  long-term  global  liquidity  problem.  It  was  with  the  latter 
in  mind  that  work  went  on  for  a  number  of  years  on  the  question  of  creating 
a  new  reserve  asset  which  could  supplement  gold  and  foreign  exchange  in  the 
monetary  reserves  of  the  nations  of  the  world. 

With  restoration  of  more  orderly  conditions  in  the  foreign  exchange  markets, 
monetary  authorities  are  now  able  to  concentrate  once  again  on  the  two  basic 
problems  that  have  been  the  focus  of  international  monetary  cooperation. 
These  are  the  establishment  of  a  facility  for  assuring  adequate  world  liquidity 
and  the  development  of  better  adjustment  in  international  payments. 

The  Special  Drawing  Rights  Facility 

Just  2  weeks  ago,  on  April  22,  the  International  Monetary  Fund  released 
the  text  of  a  Proposed  Amendment  to  the  Articles  of  Agreement  of  the  Inter- 
national Monetary  Fund.  This  Amendment  provides  for  establishing  machinery 
within  the  IMF  to  create  Special  Drawing  Rights  (SDR)  by  the  conscious  de- 
cision of  the  world's  monetary  authorities. 

This  brings  close  to  fruition  5  years  of  intensive  work  on  this  subject.  The 
work  was  initiated  in  the  fall  of  1963  by  the  Group  of  Ten  leading  industrial 
countries  that  had  banded  together  in  1961  and  1962  to  strengthen  the  monetary 
system  by  providing  additional  credit  lines  to  the  International  Monetary  Fund. 

The  Ministers  and  Governors  of  the  Group  of  Ten  asked  their  Deputies  to 
investigate  the  need  for  some  new  form  of  reserves.  The  Deputies  met  frequently 
in  1963  and  1964  and  made  the  first  analysis  of  the  problem  and  its  main 
elements. 

In  the  following  year,  a  special  study  group  of  technical  experts  was  estab- 
lished by  the  Deputies  under  the  Chairmanship  of  Rinaldo  Ossola  of  the  Bank 
of  Italy.  This  group  produced,  in  June  1965.  a  very  thorough  analytical  survey 
of  the  various  techniques  by  which  it  would  be  possible  to  create  reserves  de- 
liberately by  multilateral  decisions.  They  pointed  out  that  it  was  quite  possible 
to  create  reserves  in  various  ways  and  that  the  technical  problem  could  be 
handled  relatively  easily.  The  major  questions  that  needed  to  be  resolved  were 
policy  and  political  questions.  Was  there  a  willingness  to  proceed  with  nego- 
tiations on  the  part  of  the  governments  and  central  banks  of  the  Group  of 
Ten? 

At  this  juncture.  Secretary  Fowler  was  given  authority  by  President  Johnson 
to  indicate   that  the   United   States  was  prepared  to  proceed  to  negotiate  at 
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the  political  level.  The  Secretary  visited  a  number  of  countries  in  Europe  to 
explore  the  possibility  of  establishing  a  contingency  plan  under  which  reserves 
could  be  created  as  and  when  needed.  He  found,  in  Europe  and  among  other 
members  of  the  Group  of  Ten,  a  readiness  to  proceed  to  actual  negotiations. 
From  that  time,  2  years  elapsed  before  an  Outline  Plan  for  Special  Drawing 
Rights  in  the  IMF  was  approved  last  September  by  the  Annual  Meeting  of  the 
Governors  of  the  Fund  in  Rio  de  Janeiro. 

Throughout  these  negotiations,  Minister  Colombo,  Governor  Carli,  Mr.  Ossola, 
and  Mr.  Rota  have  consistently  maintained  their  faith  in  the  concept  of  a 
multilateral  reserve  asset.  With  the  help  of  their  determination,  (borough  grasp 
of  the  subject,  and  persistently  constructive  leadership,  we  have  achieved  the 
present  result. 

After  the  Outline  Plan  was  approved  at  Rio  de  Janeiro,  certain  remaining 
is.sues  among  the  Group  of  Ten  were  resolved  in  Stockholm  at  the  end  of  last 
March.  The  Executive  Board  of  the  Fund  has  now  hammered  out  the  full 
text  of  the  necessary  Amendment  to  the  Articles,  which  can  now  be  put  to 
governments. 

In  the  United  States,  we  have  already  placed  the  proposal  before  our  Con- 
gress. It  is  our  hope  that  there  will  be  early  ratification  by  the  members  of 
the  Fund.  When  President  Johnson  submitted  the  necessary  legislation  to  the 
U.S.  Congress  a  week  ago,  he  said :  "I  urge  the  Congress  to  cast  a  vote  for  a 
stronger  world  economy  by  approving  the  historic  Special  Drawing  Rights  legis- 
lation I  submit  today." 

What  is  the  Special  Drawing  Right  facility  expected  to  do  and  what  will 
it  not  do?  It  is  not,  in  any  sense,  a  panacea  for  all  our  international  monetary 
and  financial  problems,  but  it  does  deal  with  a  highly  important  aspect  of  this 
complex  of  thorny  questions.  What  the  Special  Drawing  Right  does  is  to  provide 
a  permanent  supplementary  reserve  asset,  which  can  be  created  in  amounts 
that  will  be  consciously  determined  by  a  collective  judgment  of  the  participants 
in  the  facility.  This  judgment  must  be  a  very  broad  concensus,  because  no  Special 
Drawing  Rights  will  be  allocated  unless  their  creation  is  approved  by  85  percent 
of  the  weighted  votes  of  the  participants. 

With  this  facility,  the  world  will  no  longer  be  dependent  upon  gold  or  upon 
the  deficits  of  reserve  centers  for  the  provision  of  the  growth  in  world  reserves 
which  will  be  needed. 

Countries  need  additional  reserves  just  as  corporations  need  to  expand  their 
working  capital  as  the  total  size  of  their  business  grows.  World  trade  has  been 
rising,  as  measured  by  imports,  by  more  than  7  percent  a  year  since  1950. 
Despite  a  substantial  growth  in  reserves,  global  reserves  today  are  smaller  in 
relation  to  the  world's  imports  than  they  were  in  1954.  This  is  true  even  if  we  ex- 
clude the  United  States,  whose  reserves  have  gone  down  by  a  very  large  amount. 
In  1954,  the  reserves  of  the  Free  World,  excluding  the  United  States,  corre- 
sponded to  45  percent  of  annual  imports.  In  1967,  this  figure  was  down  to 
34  percent  of  annual  imports.  In  concrete  terms,  this  means  that  these  countries 
today  hold,  on  the  average,  reserves   equal  to  about  4  months  imports. 

There  is  no  necessary  fixed  ratio  between  expanding  trade  and  rising  re- 
serves. Nevertheless,  rising  world  trade  requires  rising  world  reserves.  The 
trading  world  would  feel  the  pinch,  and  probably  feel  it  fairly  quickly,  if 
reserves  were  to  level  off  at  the  present  figure  of  about  $7.3  billion.  When 
there  is  no  overall  growth  in  reserves,  no  country  can  gain  reserves  without 
forcing  a  reduction  in  reserves  of  someone  else.  Such  a  situation  would  lead 
to  a  constant  tightening  of  international  credit  by  countries  .seeking  to  pro- 
tect their  existing  reserves  or  to  enlarge  them.  It  would  strenglitben  tendencies 
to  restrict  trade  and  investment  flows  in  order  to  pre.serve  existing  reserves. 
The  trend  of  global  i-eserves  is  an  important  determinant  of  world  trade,  just 
as  internally  the  trend  in  the  total  reserves  of  the  banking  system  is  an  im- 
portant factor  influencing  the  rate  of  growth. 

We  look  forward  to  careful  and  con.servative  management  in  the  creation 
and  use  of  the  new  Special  Drawing  Rights.  World  reserves  have  increased, 
on  the  average,  between  2  and  3  iK'rcent  per  year  over  the  past  17  years.  With 
no  additions  to  the  nionetjiry  gold  stock,  as  expected  under  the  new  gold 
policy,  and  a  reduction  in  the  U.S.  bnlance  of  payments  deficit,  new  reserve 
growth  would  be  almost  coinplctcly  dependent  on  SDK  creation.  That  would 
mean  that  a  modest  and  conservative  approach  to  the  volume  of  SDK  crea- 
tion over  the  first  5-year  period  would  be  somewhere  between  $1.5  and  $2.2 
billion.  Obviously,  this  is  not  a  forecast;  the  collective  judgment  of  all  IMF 
members  will  determine  the  exact  amount  of   new  reserve  creation. 
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What  is  important  to  note  is  that  reserve  creation  of  this  niagnituile  will  not 
relieve  any  country  of  the  need  to  keep  its  payments  position  in  yeneral  overall 
balance,  nor  is  it  intended  to  do  so. 

The  United  States  has  the  bijjgest  quota  in  the  Fund.  A  .$2  billion  creation  of 
SDR  would  mean  a  U.S.  allocation  of  about  $500  million— only  equivalent  to 
one-sixth  of  the  reduction  we  are  seeking  this  year  in  our  balance  of  payments 
deficit.  For  the  EEC,  the  equivalent  allocation  would  be  about  $300  million — far 
less  than  the  $1.5  billion  surplus  registered  by  the  EEC  in  1967. 

Most  of  the  advantage  of  SDR  creation  to  exporters  will  lie  in  the  broad  effect 
of  the  new  reserve  instrument — in  the  avoidance  of  contractionary  measures.  As 
reserves  are  building  up  in  the  countries  of  the  world,  we  can  hope  for  a  more 
liberal  approach  to  interest  rate  policies  and  trade  measures  in  the  world  as  a 
whole.  This  should  benefit  the  exporter  thi-ough  maintaining  the  rate  of  growth 
in  world  trade  which  we  have  experienced  for  so  many  years.  Without  a  source 
of  new  reserves,  this  great  forward  surge  of  international  trade  and  international 
investment  could  be  replaced  by  a  much  more  limited  and  gradual  growth  pat- 
tern, or  even  by  stagnation. 

Looking  back  over  the  last  few  years,  I  believe  we  can  take  great  satisfaction 
in  the  extent  to  which  international  cooperation  has  contributed  to  strengthening 
the  international  financial  system  which  has  supported  an  expansion  of  inter- 
national trade  and  investment  without  parallel  in  modern  history.  In  this  same 
atmosphere  of  cooperation,  monetary  authorities,  working  together  in  the  Inter- 
national Monetary  Fund  and  in  the  Group  of  Ten,  have  prepared  the  framework 
for  the  creation  and  allocation  of  Special  Drawing  Rights  to  ensure  the  adequacy 
of  global  reserves  in  the  future. 

The  problem  of  balance  of  payments  adjustment 

It  is  not  yet  clear  whether  we  have  made  equal  progress  in  what  I  have  called 
the  other  basic  problem  of  international  cooperation — that  is,  in  improving  the 
working  of  the  balance  of  payments  adjustment  process.  Deficits  in  the  United 
States  balance  of  payments  have  extended  over  a  long  period,  despite  general 
recognition  that  such  deficits  are  no  longer  desirable  and  despite  ever  broader 
programs  on  the  part  of  the  United  States  to  correct  them.  Persistent  surpluses 
in  Continental  Western  Europe  have  continued  longer  than  necesisary  or  desirable. 

Fortunately,  however,  this  problem  has  been  the  subject  of  long  and  detailed 
examination.  The  fruits  of  that  examination  may  pi'ove  of  great  value  to  all  of 
us  in  the  near  future.  The  Group  of  Ten  requested  Working  Party  3  of  the  OECD 
to  examine  ways  in  which  international  cooperation  could  lead  to  more  rapid 
and  more  satisfactory  elimination  of  persistent  deficits  and  persistent  surplu.ses 
in  international  payments.  The  resulting  report,  "The  Balance  of  Payments 
Adjustment  Process,"  was  presented  in  July,  1966.  It  represents  a  substantial 
advance  in  international  understanding  of  the  intricacies  of  the  problem. 

I  wish  to  call  your  attention  to  only  one  of  the  simplest  conclusions  reached. 
That  is,  that  every  major  payments  imbalance  has  two  sides.  If  one  abstracts 
from  the  input  of  new  monetary  reserves  into  the  world's  monetary  system,  the 
deficit  of  one  country,  or  group  of  countries,  will  have  its  counterpart  in  the 
surplus  of  another  country,  or  group  of  coiuitries.  Adjustments,  therefore,  must 
be  made  and  permitted  by  both  groups — deficit  countries  and  surplus  countries — 
to  eliminate  their  respective  imbalances,  if  a  healthy  world  economy  is  to  be 
maintained. 

Let  me  illustrate  that  point  graphically  by  a  brief  recital  of  U.S.  balance  of 
payments  history. 

In  the  17  years  from  1941  through  1957,  the  United  States  had  a  cumulative 
surplus  on  trade  and  service  account  of  $85  billion,  or  $5  billion  per  year,  on 
the  average.  I  do  not  include  military  transactions  or  investment  income  in  this 
figure;  I  do  include  exports  financed  by  Government — a  positive  figure — and 
pensions  and  remittances — a  negative  figure.  Capital  movements  in  that  period 
gave  us  a  plus  of  $17  billion,  or  $1  billion  per  year,  on  the  average.  That  figure 
includes  income  flows,  that  is,  repatriated  earnings  on  investments  and  loans 
and  fees  and  royalties — both  private  and  Government — net  capital  transactions 
of  foreigners,  and  errors  and  omissions.  On  Government  and  military  account, 
which  includes  sales  of  military  goods  and  services  and  Government  loan  repay- 
ments— in  other  words,  it  is  net — we  had  a  deficit  of  $112  billion,  or  $G.6  billion 
l>er  year,  on  the  average.  Between  11^16  and  1957,  we  extended  economic  assistance 
in  grants  and  loans  of  $42  billion  net. 
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The  net  effect  of  these  results  was  n  cumulative  deficit  in  our  payments  balance 
of  less  than  $10  billion,  or  an  annual  average  of  less  than  $(i(H)  million.  And  we 
gained  gold  ;  our  gold  reserve  at  the  close  of  1957  was  larger  than  at  the  beginning 
of  1941. 

What  that  means,  of  course,  is  that  we  financed  our  deficit  completely — ^and 
more — by  increasing  our  dollar  liabilities  to  oflficial  and  private  holders.  In  a 
world  starved  for  reserves,  the  dollar  was  better  than  gold. 

Throughout  this  period,  the  United  States  was  in  fundamental  surplus,  but. 
through  its  deliberate  policy  of  massive  untied  grant  and  loan  assistance  and 
its  absorption  of  most  of  the  costs  of  insuring  free  world  security,  we  incurred 
balance  of  payments  deficits.  AVith  high  reserves,  immense  productive  ix)wer,  a 
great  and  growing  capital  market  system,  and  a  desire  to  help  rebuild  a  war- 
shattered  world,  the  United  States  engaged  in  a  unilateral  adjustment  process 
that  benefitted  the  world  and,  in  so  doing.  heli)ed  both  the  world  and  itself.  In 
that  process,  we  permitted  disadvantage  to  our  trade,  encouraged  tourists  to 
go  abroad  and  make  substantial  purchases  there,  and  we  tried  to  increase  our 
foreign  investment. 

This  was  a  good  habit — it  encouraged  world  trade  and  world  economic  growth. 
But  it  had  two  unfortunate  results.  Fir.st,  it  was  carried  on  too  long  after  basic 
conditions  changed.  The  deficits  got  larger  and  had  to  be  financed  both  with 
increased  dollar  outflows  and  a  reduction  of  $11  billion  in  our  gold  reserves  from 
1958  through  1967.  Second,  it  got  some  of  the  rest  of  the  world — particularly 
Western  Europe — into  the  bad  habit  of  enjoying  chronic  surpluses,  even  after  its 
international  reserves  had  been  rebuilt.  The  net  result  was  that  both  the  United 
States  and  the  world  got  worried  about  the  big  American  deficits,  but  it  took 
some  time  for  worry  to  be  expressed  about  the  big  European  surpluses.  And,  as 
noted,  it  is  impossible  to  eliminate  or  reduce  deficits  without  effecting  reduction 
in  surpluses. 

From  1958  through  1967,  we  had  a  cumulative  deficit  of  $27  billion,  or  $2.7 
billion  annual  average — more  than  four  times  the  average  of  the  previous  17 
years.  We  reduced  our  Government  and  military  ac-count  deficit  to  $5.5  billion 
per  year  on  the  average.  That  is  still  a  big  figure;  after  mid-1965,  it  was.  of 
course,  affected  by  Vietnam. 

On  capital  account — again  I  include  the  income  flows — we  stayed  about  the 
same.  Capital  outflows — direct  investment,  portfolio  and  bank  loans — ro.se 
sharply ;  enough  so  that  the  steadily  rising  income  just  about — not  quite — kept 
it  in  the  same  position  as  in  the  previous  17  years  on  the  average.  But  this  oc- 
curred only  after  the  outflow  had  been  somewhat  contained  and  only  after  vari- 
ous special  transactions. 

The  trade  and  service  surplus  dropped  sharply — to  less  than  $2  billion  per  year 
on  the  average.  Exports  grew,  but,  particularly  in  later  years,  imports  grew 
faster.  And  we  had  a  rapidly  increasing  deficit  on  tourist  account. 

Now  I  come  back  to  the  adjustment  process  theme.  Efforts  are  now  underway 
to  give  concrete  significance  to  the  i>rinciple  that  deficits  cannot  be  reduced 
unless  surpluses  are  reduced.  The  possibility  of  acceleration  of  Kennedy  Round 
tariff  cuts  on  the  part  of  surplus  countries  is  one  example.  The  usefulness  of 
such  moves  dei>ends,  however,  on  their  significance  in  trade  terms  and  on  the 
assurance  that  they  will  be  applied. 

Another  is  the  attention  now  being  given  to  differences  in  national  tax  policies, 
as  these  are  reflected  in  tax  rebates  on  exports  and  compensating  taxes  on  im- 
ports— what  we  call  the  "border  tax"  issue.  In  the  first  place,  it  api>ears  to  the 
United  States  that  recent  and  pro.si>ective  changes  in  tax  ix)licies  in  several 
European  countries  may  work  against  the  trade  adjustments  now  necessary  to 
restore  international  equilibrium,  and,  in  the  second  place,  we  think  the  under- 
lying GATT  rules  would  benefit  from  a  new  scrutiny, 

I  would  be  remiss,  however,  if  I  did  not  take  a  moment  to  acknowledge  the 
contribution  made  by  the  Italian  authorities  to  international  payments  adjust- 
ment efforts.  Despite  the  well-known  and  much  scrutinized  structural  problems 
of  Italy,  the  growth  rate  of  the  Italian  economy  in  the  past  2  years  has  exceeded 
the  average  target  set  in  the  1966-70  Development  Program — while  growth  rates 
in  many  of  Italy's  neighbors  fell.  This  commendable  i)erformance  was  accom- 
plished with  only  moderate  price  increases.  Furthermore,  wise  demand  manage- 
ment made  the  expansion  ix)ssible  even  though  the  external  stimulus,  esi>ecially 
in  1967,  was  not  at  the  same  level  as  in  some  previous  years.  Y'our  distinguished 
Minister  of  the  Treasury,  Mr.  Colombo,  has  said  that  this  performance  will  con- 
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tinue  in  1968,  despite  any  adverse  impact  from  tlie  recent  U.S.  and  U.K.  meas- 
ures, even  if  this  should  mean  a  decline  in  Italy's  official  reserves.  This  statement 
represents,  I  believe,  the  best  spirit  of  international  economic  cooperation. 

But  I  wish  to  talk  now  about  the  U.S.  responsibility  to  bring  its  balance  of 
payments  into  equilibrium.  Of  the  requirements  for  better  adjustment  of  pay- 
ments imbalances  today,  in  my  mind — as  probably  in  yours^ — there  is  no  doubt 
that  the  first  priority  must  be  given  to  the  adoption  of  a  program  of  domestic 
demand  restraint  in  the  United  States. 

Just  before  I  left  Washington,  Secretary  Fowler  made  a  very  strong  appeal 
for  public  and  business  support  for  the  tax  surcharge  which  the  President  and 
the  Administration  have  requested  the  Congress  to  impose.  He  said,  in  part : 

"*  *  *  in  the  last  6  months,  a  sharp  increase  in  our  balance  of  payments  deficit 
has  been  accompanied  by  a  serious  deterioration  in  our  trade  surplus,  resulting 
from  an  economy  that  is  growing  at  too  fast  a  rate  of  speed,  growth  that  is  accom- 
panied by  an  unacceptable  rate  of  inflation,  a  wage-price  upward  spiral,  and 
work  stoppages,  real  or  threatened,  affecting  key  sectors  of  foreign  trade." 

The  tax  increase  is  only  one  of  the  measures  we  are  seeking  to  bring  about  a 
general  cooling  down  of  the  U.S.  economy.  An  appreciable  cut  in  Government 
expenditures  is  expected  to  be  associated  with  the  tax  increase  legislation.  The 
discount  rate  of  the  Federal  Reserve  banks  was  raised  to  5^^  percent  last  month, 
the  highest  discount  rate  since  1929.  The  President  has  directed  the  appropriate 
officials  of  our  Government  to  work  with  labor  and  industry  to  avoid  inflationary 
wage-price  decisions  and  crippling  work  stoppages,  real  or  threatened,  that  would 
induce  increased  imports  or  interfere  with  exports. 

I  am  most  hopeful  we  will  shortly  put  in  place  an  appropriate  mix  of  fiscal 
and  monetary  measures  to  bring  the  growth  rate  in  the  U.S.  economy  back  to  a 
sustainable  level. 

The  question  is  sometimes  asked — particularly  in  Europe — whether  that  is 
not  all  that  is  required  to  bring  about  a  correction  in  the  U.S.  balance  of  payments 
position.  The  answer  is  clearly  no ;  it  is  not  enough.  The  United  States  must  also 
continue  to  apply  a  number  of  selective  measures  to  curtail  adverse  balance  of 
payments  pressures  in  various  areas. 

There  are  two  primary  reasons  for  this  answer.  First,  balance  of  payments 
problems  are  more  complex  today  than  they  were  in  the  earlier  years  of  this  cen- 
tury. Second,  we  have  learned  that  too  much  deflation  may  cure  a  payments  deficit 
but  may  end  by  killing  the  patient  aud  passing  on  the  disease  to  all  of  his  rela- 
tives— his  trading  partners. 

It  is  now  generally  recognized  that  deflation  was  carried  too  far  by  some  major 
countries  in  the  1920's  and  early  1930's.  And  it  is  now  recognized  that  this  resulted 
not  only  in  reduced  growth  in  deficit  countries  but  in  the  world  as  a  whole.  Sharii 
deflation  as  a  policy  simply  is  not  acceptable  today  in  any  country- — or  in  the 
world. 

In  an  earlier  day,  at  least  in  theory,  balance  of  payments  deficits  generally 
occurred  when  a  country's  economic  pace  was  too  fast  relative  to  its  resources 
and  relative  to  growth  in  other  major  industrial  and  financial  centers.  The  coun- 
try with  an  inflationary  boom  began  to  have  rising  prices ;  its  exports  fell  and 
its  imports  rose.  The  direct  effect  was  a  reduced  trade  surplus.  The  cure  was  to 
deflate  the  economy,  or,  at  least,  dampen  the  inflation.  And  this  was  usually  ac- 
companied by  general  tightening  of  credit  and  rising  interest  rates  that  accentu- 
ated the  deflation  in  the  economy  over  time.  Moreover,  in  the  short  run,  these 
rising  interest  rates  tended  to  stimulate  borrowing  abroad  and  to  attract  for- 
eign capital  in  an  equilibrating  manner. 

I  have  noted  that  a  policy  involving  sharp  deflation  is  no  longer  acceptable.  But 
this  is  due  not  merely  to  dislike  of  deflation  but  also  because  it,  alone,  does  not 
meet  the  problem.  Our  persistent  deficit  has  important  elements  that  make  it  far 
different  from  the  early  20th  century,  both  in  genesis  and  in  proper  treatment. 

The  foreign  exchange  costs  of  our  worldwide  defense  alliances  simply  are  not 
susceptible  to  being  reduced  by  general  fiscal  and  monetary  policy.  Gross  out- 
lays on  this  account  amount  to  about  $4.3  billion  a  year,  and  the  impact  on  our 
balance  of  payments,  even  after  netting  receipts  from  sales  of  military  goods  to 
foreign  countries,  is  about  $3.3  billion. 

In  this  connectiini,  let  me  make  an  important  point.  I  referred  earlier  to  inter- 
national monetary  cooperation.  The  establishment  and  evolution  of  the  IMF,  the 
ever  closer  cooperation  of  the  big  central  banks,  the  Group  of  Ten,  and  the  recent 
agreements  at  Washington  and  Stockholm  all  testify  to  growing  and  working 
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cooiH'iative  air:iii};('iiieiits — lin.iiicial  arrangenionts  in  a  itolitical  scttinj;;  in  tlie 
icnse  tliat  sovornnicnts  aw  involved.  Monetary  ((toiieration  has  iKHOnie  steadily 
more  international  in  outlook.  It  has  not  transcended  national  interests;  it  has 
recognized  that  national  interest — at  least  in  finance — may  be  bestt  served  by 
international  cooperation.  In  other  words,  it  has  recognized  the  realities  of 
interdei^endence. 

The  NATO  alliance  ne<:'ds  a  more  solid  underpinning  of  finance  than  it  now  has. 

The  princijile  that  foreign  exchange  costs  incurred  in  coniinon  defen.se — the 
foreign  exchange  costs  of  NATO  security — should  be  neutralized  is  generally 
nccei)ted,  but  it  needs  to  be  implemented  in  practice.  Surely  this  is  not  beyond  our 
imagination  and  ability.  We  need  to  work  out  better,  practical,  financial  arrange- 
ments, so  that  the  problem  of  meeting  foreign  exchange  costs  incurred  for  com- 
mon security  reasons  does  not  undercut  the  basic  s<H'urity  requirement. 

Our  gross  exr)enditures  on  tourism  (including  fares  to  foreign  carriers)  were 
about  $4  billion  in  10G7,  and  the  worldwide  net  outflow  on  this  account  wa.s 
around  .$2  billion,  with  ^IVi  billion  of  this  ai-crning  to  countries  outside  the  West- 
ern IIemis])here.  Our  tourist  outlay  has  been  rising  at  an  average  rate  of  about  I'J 
l)ercent  a  year  in  the  past  10  years,  a  rate  far  in  excess  of  the  growth  in  the 
gross  national  product.  Tliis  steeply  rising  trend  is  related  to  the  growing  num- 
ber of  peo))le  with  higher  incomes,  and  to  various  other  factors,  much  more  than 
to  fluctuations  in  the  current  rate  of  exiiansion  in  our  economy. 

Our  capital  outflow  has  become  very  large  and  (juite  coni])lex.  In  the  early 
20th  century,  we  thought  of  capital  investment  as  fl(»wing  from  the  more  a(l- 
vanced  countries  to  the  developing  countries.  Today,  our  i)rivate  capital  outflow 
includes  a  substantial  element  of  investment  in  countries  already  industrialized — 
in  Europe,  Japan,  and  elsewhere. 

I  have  tried  to  demonstrate  that  the  more  comiflex  characteristics  of  deficits  in 
general,  and  of  the  United  States  in  particular,  require  both  domestic  economic 
restraint  and  a  selective  attack  upon  particular  items  of  deficit. 

Conclusion 

The  outlook  before  us  is  certainly  not  one  bereft  of  problems.  The  effective 
functioning  of  the  monetary  system  will  continue  to  require  cooperation  in  all 
three  areas — .short-term  market  developments,  assuring  an  adequate  secular 
.growth  in  reserves,  and  achieving  a  better  balance  in  international  paynu'uts. 
Nevertheless,  we  have  emerged  from  a  severe  and  trying  6  months  with  the 
monetary  system  battered  but  basically  intact  and  with  substantial  i)rogress  in 
two  directions.  Wo  have  broken  the  connection  between  the  private  gold  market, 
with  its  high  degree  of  susceptibility  to  exaggerated  speculation,  and  official 
monetary  transactions  in  gold  at  the  oflScial  price.  We  have  established  a  two- 
tiered  system  for  gold  which  may  well  endure  for  a  number  of  years. 

Secondly,  we  are  on  the  verge  of  formal  ratification  of  the  Si>ecial  Drawing 
Rights  system,  which  will  declare  our  independence  from  gold  in  meeting  the 
long-run  needs  for  rising  levels  of  international  monetary  reserves.  Thus,  while 
we  have  not  emerged  unscathed  from  a  diflicult  time,  we  can  survey  the  future 
with  confidence  that  international  cooperation  among  monetary  authorities  has 
passed  tlirough  a  very  difficult  6  months  in  an  extremely  creditable  fashion. 

It  is  my  hope  that  the  next  few  months  will  .see  progress  made  in  the  third 
field  of  reducing  the  U.S.  deficit  and  the  European  surplus.  I  can  say  that  the 
balance  of  payments  position  of  the  United  States  in  the  first  quarter  of  ]!)()S 
seems  likely  to  show  a  considerable  improvement  over  the  fourth  quarter  of  1!)G7, 
which  was  extremely  bad.  When  the  firm  figures  become  available,  they  will,  I 
believe,  make  a  fairly  creditable  showing.  Preliminary  indications  are  that  we 
have  cut  the  fourth  quarter  deficit  by  two-thirds  and  arc  roughly  in  line  with 
results  of  the  first  quax'ter  of  1967.  Tins  has  occurred  in  spite  of  the  serious  fur- 
ther deterioration  during  the  first  quarter  in  our  trade  accounts  and  the  great 
monetary  crisis  of  March.  In  fact,  had  we  been  able  to  hold  even  the  modest  trade 
surplus  of  a  year  ago,  our  first  quarter  results  would  be  close  to  eipillibrium.  I 
can  assure  you  that  the  Administration  is  bending  every  effort  to  bring  our 
inflationary  pressures  under  control,  so  as  to  arrest  the  deterioration  that  we 
have  suffered  in  our  trade  accounts. 

If  we  can  achieve  progress  in  reducing  international  imbalance  during  the 
remainder  of  the  year,  the  year  IOCS  will,  indeed,  despite  its  inauspicious  begin- 
ning, prove  to  be  a  crucial  turning  point  in  all  three  areas  that  I  have  discussed 
here  tonight. 
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Exhibit  54, — Remarks  by  Under  Secretary  for  Monetary  Affairs  Deming,  June  17, 
1968,  at  the  Sixth  International  Program  of  the  Instituto  de  Estudios 
Superiores  de  la  Empresa  Universidad  de  Navarra,  Barcelona,  Spain 

This  lecture  is  divided  into  three  parts — not  mutually  exclusive — in  which  I 
consider : 

1.  Cyclical  or  short-term  balance  of  payments  adjustment,  with  particular 
reference  to  the  United  States. 

2.  Secular  or  longer-term  problems  of  the  U.S.  international  payments  position, 
with  particular  reference  to  the  scope  for  capital  investment. 

3.  The  relationship  between  adequate  growth  in  international  reserves  and 
international  investment. 

I 

First,  let  us  look  at  the  short-run  balance  of  payments  adjustment  problem. 
This  is  the  area  on  which  most  current  attention  centers.  Here,  I  believe,  two 
important  points  should  be  made. 

Point  1  is  a  very  simple  one.  Every  major  payments  imbalance  has  two  sides. 
If  one  abstracts  from  the  input  of  new  monetary  reserves  into  the  world's  mon- 
etary system,  the  deficit  of  one  country  or  group  of  countries  will  have  its  coun- 
terpart in  the  sui-plus  of  another  country  or  group  of  countries.  Adjustments, 
therefore,  must  be  made  and  permitted  by  both  groups — deficit  countries  and 
surplus  countries— to  eliminate  their  respective  imbalances,  if  a  healthy  world 
economy  is  to  be  maintained. 

Point  2  is  that  the  adjustment  process  in  today's  world  is  a  more  complex 
process  than  it  was  in  the  earlier  years  of  this  century,  and,  in  many  cases, 
adjustment  cannot  be  achieved  satisfactorily  solely  by  the  application  of  broad 
and  general  economic  policies.  There  are  two  primary  reasons  for  this. 

One  is  that  the  sharp  deflationary  policies  are  no  longer  acceptable — either 
on  political  or  economic  grounds.  Even  assuming  that  sharp  deflation  may  con- 
ceivably cure  a  payments  deflcit,  it  may  so  depress  the  deficit  country's  economy 
that  it  is  unacceptable  as  a  domestic  policy  and  has  adverse  economic  effects  on 
the  country's  trading  partners  and,  consequently,  is  unacceptable  to  them  also. 
It  is  now  generally  recognized  that  deflation  was  carried  too  far  by  some  major 
countries  in  the  1920's  and  early  1930's.  And  it  is  now  recognized  that  this  re- 
sulted not  only  in  reduced  growth  in  deficit  countries  but  in  the  world  as  a 
whole.  Such  a  policy  is  not  acceptable  today  in  any  country  or  in  the  world. 

The  second  reason  is  that — at  least  in  many  cases — broad  and  general  defla- 
tionary policies  can  not  completely  cure  a  deficit,  because  important  elements  in 
the  imbalance  are  not  much  affected  by  such  policies.  I  want  to  make  quite  clear 
that  proper  fiscal  and  monetary  policies  are  still  the  most  important  elements  in 
achieving  both  domestic  and  international  payments  stability.  My  point  is  that, 
in  the  modern  world,  they  often  need  supplementary  help  to  achieve  balance  of 
payments  equilibrium.  In  other  words,  these  policies  are  vital  but  not  necessarily 
sufficient  to  do  the  job. 

Let  me  illustrate  by  considering  the  United  States.  In  the  United  States,  gen- 
eral fiscal  and  monetary  restraints  appear  to  have  much  greater  impact  on  the 
balance  of  payments  when  their  effect  is  to  dampen  a  cyclical  boom  than  when 
they  are  applied  to  stimulate  an  economy  which  has  much  unused  capacity. 
Imi^orts  appear  to  be  much  more  sensitive  to  a  rise  in  GNP  at  a  rate  exceeding 
G  percent  in  monetary  terms  and  much  less  sensitive  when  GNP  is  growing  more 
slowly.  Exports  show  less  sensitivity  to  the  domestic  growth  rate,  appearing  to 
be  mainly  influenced  in  the  short-run  by  the  level  of  activity  in  foreign  markets. 

In  the  United  States,  general  policies  of  fiscal  and  monetary  restraint  are 
badly  needed  on  both  domestic  and  external  grounds.  Since  late  last  year,  m(jne- 
tary  policy  has  moved,  by  successive  stages,  to  a  much  more  restraining  posture. 
The  accompanying  fiscal  restraint  has,  unfortunately,  been  conspicuous  by  its 
absence.  But  there  is  now  reasonable  certainty  that  the  long  sought  congressional 
approval  of  a  tax  increase  and  expenditure  cuts  will  soon  be  forthcoming.  Tlie 
favorable  impact  of  the  scheduled  fiscal  measures  on  the  domestic  economy  and 
our  balance  of  payments  should  be  clearly  registered  during  the  second  half  of 
this  year — and  in  1969. 

From  a  domestic  standpoint,  the  fiscal  restraint  will  be  welcome,  indeed.  In  the 
first  quarter  of  this  year,  GNP  grew  at  an  unsustainably  rapid  annual  rate  of 
10  percent.  Too  much  of  this  fast  advance  is  being  reflected  in  rising  costs  and 
prices.  Fiscal  restraint  will  hold  the  advance  of  the  economy  to  a  much  safer,  less 
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inflationary,  pace.  Without  fiscal  restraint,  the  Federal  budget  deficit  on  the  new. 
unified  basis  would  exceed  .$20  billion  next  fiscal  year — for  the  second  time  in  a 
row.  With  ti.scal  resti-aint.  the  deficit  will  shrink  rapidly. 

The  U.S.  economy  and  the  financial  markets  have  been  under  considerable 
strain.  For  example,  unemployment  rates,  while  still  too  high  for  some  disad- 
vantaged groups,  are  very  low  by  historical  standards  in  some  key  categories.  In 
the  financial  markets,  some  interest  rates  have  reached  levels  not  experienced  in 
the  United  States  for  many  decades.  In  such  a  situation,  the  persistence  of  large 
Federal  budget  deficits  is  clearly  inappropriate,  and  the  long  sought  application 
of  fiscal  restraint  will  place  the  economy's  advance  on  a  much  sounder  basis. 

We  are  in  the  process  of  learning  how  to  use  fiscal  policy  more  effectively. 
It  is  already  evident  that  the  use  of  fiscal  iwlicy  must  allow  for  political  toler- 
ances that  can  seriously  affect  both  the  scope  and  timing  of  fiscal  action.  It  is  a 
powerful  tool  of  cyclical  policy  but  not,  perhaps,  as  flexible  as  may  have  been 
assumed  by  some.  This  seems  to  be  particularly  true  when  it  is  to  be  applied  as  a 
restraining  factor  rather  than  a  stimulus. 

Over  the  longer  run,  the  effects  of  general  economic  policies  certainly  will  be 
felt  in  the  trend  of  costs  and  prices.  The  competitive  position  may  be  impaired  in 
a  lasting  way  if  costs  and  prices  rise  faster  than  in  competing  areas.  Controlling 
inflation  for  some  countries  seems  to  be  as  difficult  as  dieting.  Progress  is  painful 
and  slow,  a  brief  lapse  can  quickly  lose  the  progress  made  by  long  periods  of 
discipline.  For  other  countries,  the  rever.se  seems  to  be  true.  They  put  on  weight 
only  by  gross  indulgence  and  quickly  drop  it  by  a  return  to  a  normal  diet. 

Something  like  this  distinction  seems  to  prevail  in  the  balance  of  payments 
field.  We  have  had  some  persistent  deficit  countries  that  have  had  recurrent  infla- 
tionary problems,  and  we  have  had  persistent  surplus  countries. 

Important  as  fiscal  and  monetary  policies  are  to  promote  sustainable  economic 
growth  with  price  stability  and  to  help  achieve  balance  of  payments  equilibrium, 
there  are  some  important  aspects  of  the  U.S.  deficit  that  are  not  influenced  much 
by  such  policies.  Thus,  we  have  turned  to  some  selective  measures.  Similarly, 
surplus  covuitries  have  found  it  necessary  to  employ  new  and  selective  measures 
to  help  their  adjustment. 

Let  me  cite  three  important  areas  where  general  policies  have  little  or  no 
effect  on  payments  imbalances — military  expenditures,  tourism,  and  some  capital 
flows. 

The  gross  foreign  exchange  costs  of  U.S.  military  expenditures  now  run  about 
$4.5  billion  a  year.  Even  abstracting  from  Vietnam,  these  gross  foreign  exchange 
costs — incurred  largely  as  the  U.S.  contribution  to  the  common  defense  of  the 
free  world — run  approximately  .$3  billicm  per  year.  On  a  net  basi.s— after  allow- 
ance for  sales  of  military  equipment  to  our  allies  and  other  neutralizing  mea.sures 
and  not  counting  Vietnam — they  have  run  between  $1.5  billion  and  $2  billion  per 
year. 

This  heavy  drain  on  our  balance  of  payments  is  in  no  sense  susceptible  to 
reduction  through  the  application  of  general  fiscal  and  monetary  policies.  Nor  is 
it  influenced  by  selective  economic  policies.  Here  the  solution  must  be  found  in 
international  cooperation.  Thus,  in  the  NATO  Alliance,  for  example,  the  prin- 
ciple that  foreign  exchange  costs  of  common  security  should  be  effectively 
neutralized  needs  to  be  implemented  in  more  effective  ways. 

Our  gross  expenditures  on  tourism  (including  fares  to  foreign  carriers)  were 
about  $4  billion  in  1967,  and  our  net  outpayments,  after  allowing  for  tourist 
receipts,  were  around  $2  billion.  The  foreign  expenditures  of  our  tourists  have 
been  rising  at  an  average  rate  of  nearly  10  percent  a  year  for  the  past  10  years. 
This  steeply  rising  trend  is  related  to  the  growing  number  of  people  with  higher 
monetary  incomes  and  to  various  other  causes  and  would  not  be  appreciably 
reduced  by  a  slowdown  in  the  general  rate  of  economic  expansion  in  the  economy. 
Here  we  have  used  some  mild  special  measures,  but  look  over  the  long  pull 
toward  increasing  our  tourist  receipts  rather  than  reducing  our  tourist 
expenditures. 

A  third  important  factor  is  the  flow  of  capital  investment  from  the  United 
States  to  indu.strialized  countries  in  Europe,  Japan,  and  elsewhere.  Earlier  in 
this  century,  economists  thought  of  capital  investment  as  flowing  from  advanced 
countries  to  developing  countries,  largely  in  the  form  of  gocnls,  i-ather  than  money. 
But,  today,  we  have  a  tendency  for  capital  to  flow  in  growing  volume  to  Western 
Europe,  without  a  corresponding  outflow  of  goods  and  services  from  the  United 
States. 
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We  have  tried  to  deal  with  this  area  through  some  selective  devicesi — ^the 
interest  equalization  tax  and  the  Department  of  Commerce  program  on  direct 
investment,  and  the  Federal  Reserve  programs  dealing  with  banks  and  nonbank 
financial  institutions. 

On  the  whole,  these  programs  have  worked  well — they  have  not  stopped  capital 
outflow ;  that  was  not  their  purpose.  They  have,  however,  reduced  the  rate  of 
increase  and,  thereby,  reduced  the  problem  for  the  time  being.  They  also  have 
had  the  positive  effect  of  stimulating  the  growth  of  European  capital  markets, 
which  now  provide  more  funds  for  foreign  borrowers  than  they  did  in  the  past. 

It  is  hard  to  say  whether  or  not  the  selective  U.S.  programs  have  had  the 
tendency  to  raise  interest  rates  abroad.  This  is  partly  because  European  coun- 
tries, in  the  past  2  years  or  so,  have  been  running  economies  with  some  slack, 
and  their  domestic  monetary  policies  have  tended  to  ease — which  is  responsible 
conduct  for  surplus  countries.  It  is  partly  because  selective  policies  followed 
by  European  central  banks  have  diverted  funds  from  capital  inflow  back  toward 
international  money  markets.  These  steps  have  eased  liquidity  and  tended  to 
lower  interest  rates  in  international  markets  without  further  easing  in  domestic 
markets.  They  probably  have  led  to  some  domestic  borrowers  going  abroad  for 
funds  and  perhaps  have  diverted  some  short-term  fimds  into  long-term  capital 
market  channels. 

II 

I  turn  now  to  the  second  area  I  wish  to  discuss — ^the  longer  term  aspect  of 
the  U.S.  international  payments  position.  Here  I  want  to  take  two  perspectives — 
a  very  broad  and  long-term  one  for  the  period  1941  through  1967,  and  a  more 
detailed  and  medium-term  one  for  the  last  6  years,  1961-67. 

In  the  broad  and  long-term  overview  I  combine  all  of  the  balance  of  payments 
flows  into  three  broad  accounts.  First,  is  the  trade  and  service  account.  Here 
I  exclude  military  transactions  and  investment  income,  but  I  include  exports 
flnanced  by  Government  and  pensions  and  remittances.  Second,  is  the  capital 
account  which  includes  capital  outflows,  net  capital  transactions  of  foreigners 
and  errors  and  omissions  and  also  includes  income  flows — normally  included 
in  the  service  account — ^repatriated  earnings  on  investments  and  loans,  both 
private  and  Government,  and  fees  and  royalties.  Third,  is  the  Government  and 
military  account  which  includes  sales  of  military  goods  and  services  and  Govern- 
ment loan  repayments — in  other  words,  it  is  net. 

For  the  17  years  from  1941  through  1957,  the  United  States  had  a  cumulative 
surplus  on  trade  and  service  account  of  $85  billion,  or  $5  billion  per  year.  Capital 
and  income  investments  in  that  period  gave  us  a  plus  of  $17  billion,  or  $1  billion 
per  year,  on  the  average.  On  Government  and  military  account  we  had  a  cumula- 
tive deflcit  of  $112  billion,  or  $6.6  billion  per  year,  on  the  average.  Between  1946 
and  1957,  we  extended  economic  assistance  in  grants  and  loans  of  $42  billion 
net. 

The  net  effect  of  these  results  was  a  cumulative  deficit  in  our  payments  balance 
of  less  than  $10  billion,  or  an  annual  average  of  less  than  $600  million.  And 
we  gained  gold  reserves — at  the  close  of  1957  our  gold  reserve  was  larger  than 
at  the  beginning  of  1941.  We  financed  our  small  deficit  completely — and  more— by 
increasing  our  dollar  liabilities  to  foreign  ofiiclal  and  private  holders. 

Throughout  this  period,  the  United  States  was  in  fundamental  surplus,  but, 
through  its  deliberate  policy  of  massive  untied  grant  and  loan  assistance  and 
its  absorption  of  most  of  the  costs  of  insuring  free  world  security,  we  incurred 
minor  balance  of  payments  deficits. 

This  was  enlightened  policy — it  encouraged  world  trade  and  economic  growth. 
But  it  had  two  unfortunate  results.  It  was  carried  on  too  long  after  basic 
conditions  had  changed.  The  deficits  got  larger  and  had  to  be  financed  both  with 
increased  dollar  outflows  and  a  reduction  of  $11  billion  in  our  gold  reserves 
from  1958  through  1967.  Also,  it  got  some  of  the  rest  of  the  world — particularly 
Western  Europe — into  the  bad  habit  of  enjoying  chronic  surpluses,  even  after 
Europe's  reserves  had  been  rebuilt.  The  net  result  was  that  both  the  United 
States  and  the  world  got  worried  about  the  American  deficits,  but  it  took  some 
time  for  worry  to  be  expressed  about  the  big  European  surpluses. 

From  1958  through  1967,  the  United  States  had  a  cumulative  deficit  of  $27 
billion,  or  $2.7  billion  annual  average — more  than  four  times  the  average  of  the 
previous  17  years.  The  Government  and  military  account  deficit  was  reduced  to 
$5.5  billion  per  year,  on  the  average.  That  is  still  a  big  figure ;  after  mid-1965, 
it  was,  of  course,  affected  by  Vietnam. 
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(^11  c-iii)ital  account  we  stayed  .about  the  same — $1  billion  surplus  jhjf  year  on 
tlie  average.  Capital  outflows — direct  investment,  i>ortfolio  and  bank  loans — rose 
sharply ;  enough  so  that  the  steadily  rising  income  factor  just  about — not  (piiti^ — 
ke[)t  it  in  about  the  same  position  as  in  the  i»revious  17  years.  But  this  occurred 
only  after  the  outflow  had  been  somewhat  contained  and  only  after  various 
siM'cial  transactions. 

The  bij?  difference  is  found  in  the  trade  and  service  account.  The  surplus 
dropped  sharply — to  less  than  .$2  billion  i)er  year,  on  the  averagre.  Exports  grew, 
but,  particularly  in  later  year.s — imports  grew  faster.  And  we  had  a  rapidly 
increasing  deficit  on  tourist  account. 

Now,  let  us  take  another  fix — medium-terra  on  the  U.S.  balance  of  payments. 
Table  I  below  gives  somewhat  more  detail  for  the  years  1961  and  1967  and 
shows  the  net  change  between  them.  Th(^  data  are  arranged  in  somewhat  more 
conventional  fashion,  with  the  top  half  of  the  table  showing  essentially  the 
current  account  and  the  bottom  half  the  capital  flows. 

I  want  to  concentrate  fir.st  on  lines  2  through  5 — net  investment  income,  net 
services  (other  than  military),  net  military  account  and  Government  grants 
and  credits. 

Government  grants  and  credits,  net  (line  5)  grew  from  $2.8  billion  to  $4.3 
billion  over  the  0  years.  But  almost  half  of  the  increase  was  mainly  statistical — 
there  were  big  debt  prepayments  in  1961  and  virtually  none  in  1967.  Adjusting 
for  this,  the  adverse  change  was  about  $762  million  or  22  percent.  Items  in  this 
account  include,  among  others,  AID  disbursements  and  drawdowns  of  Export- 
Import  Bank  credits.  Some  $400  million  of  the  increase  is  represented  by  Export- 
Import  Bank  lo.ms  outstanding.  A  very  large  part  of  the  AID  disbursements 
were  transferred  in  kind,  in  the  form  of  goods  and  services,  thus  equaling  and 
offsetting  a  eorresix>nding  amount  of  exix)rts. 

The  services  account  (line  3)  which  excludes  investment  income  and  fees  and 
royalties,  but  includes  pensions  and  remittances,  shows  a  net  outpayment  of 
$1.5  billion  in  19<31  and  $2.6  billion  in  1967,  an  adver.'^e  change  of  $1.1  billion  or 
73  percent.  This  account  is  heavily  influenced  by  tourist  expenditures,  which, 
as  noted  earlier,  cost  us,  net,  in  1967  about  $2  billion. 

The  third  account,  net  investment  income  (line  2)  includes  fees  and  royalties, 
I)iit  also  net  outpayments  of  interest  and  other  income  to  foreigners  on  their 
priA^ate  and  public  investments  in  the  United  States.  Here  the  figures  are  positive 
and  the  trend  advantageous  to  the  United  States.  In  1961,  the  net  receipts  were 
$3.4  billion,  and  in  1967,  they  were  $5.6  billion,  a  gain  of  66  percent. 

The  military  account,  net  (line  4),  shows  a  deterioration  of  $700  million  over 
the  6  years— from  an  outflow  of  $2.6  billion  in  1961  to  one  of  $3.3  billion 
in  1967. 

The  bottom  half  of  the  table  shows  capital  flows.  Line  7  shows  the  capital  flows 
net  of  "oflieial  capital  inflow,"  and  line  8  includes  such  capital  inflow.  The 
difference  represents  mainly  investment  of  official  reserves  in  nonliquid  form 
in  the  United  States.  Part  of  this  figure  reflects  military  neutralization  financial 
transactions,  part  represents  the  pull  of  high  interest  rates  on  such  investments. 
Even  excluding  these  investments,  it  is  evident  that  there  was  some  reduction  in 
capital  outflow  from  1961  to  1967,  reflecting  primarily  selective  capital  meas- 
ures— the  interest  equalization  tax  and  the  direct  investment  and  financial 
institutions  control  programs  of  the  Dei)artment  of  Commerce  and  the  Federal 
Reserve. 

Finally,  the  first  line  in  the  table  shows  the  trade  account  and  its  deterioration 
between  1961  and  1967.  Now,  let  us  pull  some  conclusions  out  of  these  figures. 

(1)  The  rise  in  investment  income  more  thnn  offset  the  declines  in  nonmilitary 
services  and  Government  grants  and  capital,  if  allowance  is  made  for  the  special 
debt  prepayments  of  1961.  These  three  accounts  combined  showed  a  net  gain  of 
$4(X)  million  from  1961  to  1967.  Certainly  it  is  not  unduly  optimistic  to  expect 
further  improvements  over  the  future. 

(2)  It  also  is  not  unduly  optimistic  to  conclude  that  the  net  militar.v  account 
should  improve  over  the  next  few  years.  Gross  expenditures  should  be  reduced 
when  peace  comes  to  Vietnam.  And  net  outflow  should  be  reduced  as  we  and 
our  allies  move  forward  to  implement  the  accepted  prin<-ii)le  that  foreig!i  ex- 
ch:nige  costs  of  comiiion  defense  efforts  should  be  iieutrali'/ed. 

(3)  Real  effort  nnist  be  m;ide  to  imiirove  the  tr.-ide  account.  Gains  here  can 
be  translated  into  rising  capital  exports — deterioration  in  the  trade  account 
almost  automatically  leads  to  capital  curbs. 
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(4)  Capital  iiiHow  from  a))road  can  be-  au  important  factor  in  contribiitiiig 
to  hahiiu'O  of  i>aymfnts  ocuiilibrium  for  tlio  United  States  and  in  permitting 
additional  capital  exports  from  the  United  States.  The  role  of  the  United  States 
as  a  linancial  intermediary  needs  further  exploration. 

The  detailed  examination  of  the  recent  CJ-year  period  tends  to  confirm  the 
broad  conclusion  to  be  drawn  from  the  long-term  picture.  The  U.S.  payments 
position  is  strong  when  its  trade  ix)sition  is  strong.  Without  a  trade  position 
stronger  than  that  of  11)67,  the  United  States  would  have  no  margin  of  real 
resources  to  use  in  net  capital  exix>rts. 

Ill 

I  come  now  to  the  last  part  of  my  remarks^ — the  relationship  between  the 
growth  of  international  reserves  and  the  flow  of  international  invesitment  over 
the  longer  run. 

In  a  sense,  one  may  think  of  countries  as  investing  part  of  their  national 
savings  in  reserves,  when  they  acquire  growing  amounts  of  gold  and  foreign 
exchange.  Resources  in  goods  or  securities  are  being  spent  to  acquire  reserves 
rather  than  invesitments  abroad  or  a  larger  volume  of  imports. 

Almost  continuously  since  1U50  the  industrial  ecmntries  of  Continental  We.'^tei'ii 
Enrol Ki  have  invested  substantial  amounts  in  additions  to  their  reserves.  Between 
10r>0  and  1967  the  European  Community  comitries  added  an  average  of  $1.3 
billion  to  their  reserves  annually.  This  is  equivalent  to  92  percent  of  the  growth 
in  world  reserves  in  that  period.  Between  1961  and  19<J7,  additions  to  resen'es 
by  this  group  of  countries  averaged  $1.4  billion,  or  about  1  percent  of  the  average 
increase  in  their  combined  Gross  National  Product. 

But  even  with  the  investment  of  considerable  amounts  in  reserves,  reserve 
growth  in  the  European  industrial  countries  in  the  last  10  years  has  fallen  sliort 
of  expansion  in  their  international  trade.  And  since  1962,  in  these  countries, 
reserves  have  declined  in  relation  to  GNP. 

These  facts  give  rise  to  several  interesting  questions.  What  has  determined 
the  proportion  of  the  current  account  surpluses  going  into  reserves  as  against 
capital  investment  in  other  countries?  Will  there  be  continuing  need  for  reserve 
additions  in  Europe  at  about  the  previous  rate,  or  at  some  lower  rate?  Are  the 
C'ommon  Market  countries  now  finding  alternative  uses  for  their  foreign  exchange 
receipts  in  capital  outflow  and  will  they  in  the  future  channel  smaller  amounts 
into  additions  to  reserves?  If  so,  what  does  this  signify  as  to  the  future  pattern 
of  international  investment? 

A  look  at  what  has  been  happening  in  the  EC  countries  is  instructive.  I  have 
attached  a  table  to  these  remarks  showing  current  suri)luses,  net  capital  flow, 
and  overall  balances  of  payments  in  recent  years,  1961-67.  The  table  also  shows 
the  percentage  increase  in  official  reserves  in  each  of  the  years  19<ll-67. 

Apart  from  1962,  when  a  high  level  of  debt  prepayments  cond)ined  with  a 
declining  current  account  surplus  to  hold  down  the  increase,  the  annual  rise  in 
official  reserves  of  these  countries  ranged  but  narrowly  between  $1.8  billion  and 
$1.9  billion.  These  fairly  regular  increases  in  reserves  were  achieved  in  a  i>eriod 
when  the  current  account  position  varied  by  some  $4i/^  billion,  and  the  capital 
account  balances  by  about  the  same  amount. 

The  table  seems  to  indicate  a  relative  preference  for  reserve  increases  as 
against  capital  exports — -investments — even  in  the  face  of  some  capital  inflows 
that  were  represented  as  unwelcome.  Note  that  the  period  1961-65  was  charac- 
terized by  persistent  net  capital  inflows — moderate  in  1961-63  and  substantial 
in  1964-65. 

In  1966-67  there  was  a  marked  shift — the  Six  invested  substantially  more 
abroad  than  they  received  in  capital  inflow.  The  turnabout  in  the  period  was 
due  to  the  convergence  of  a  number  of  factors.  Undoubtedly  the  most  important 
was  the  series  of  measures  taken  to  slow  down  capital  outflows  from  the  Ignited 
States.  The  period  since  mid-1963  and  particularly  since  the  February  1965  pro- 
gram of  the  United  States  has  been  one  of  increasingly  stronger  actions  of  this 
type.  A  related  development  has  been  the  rapid  growth  of  the  Euro-bond  market 
from  about  $0.5  billion  as  recently  as  1963  to  $2  billion  plus  last  year.  While  the 
identity  of  purchasers  of  securities  in  that  market  remains  veiled,  indications  are 
that  residents  of  the  Common  Market  became  substantial  investors  in  these 
securities  during  the  period.  Another  factor,  of  course,  has  been  the  change  in 
relatiousliips  between  U.S.  and  European  interest  rates.  Finally,  the  change  in 
the  i)attern  of  payments  surpluses  within  the  Six  may  have  contributed  to  their 
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t'inorsonct'  as  a  net  capital  exporter.  The  principal  development  in  this  respect 
has  been  the  erosion  of  the  surpluses  in  Germany  and  Italy,  both  of  which  have 
demonstrated  a  praiseworthy  propensity  to  exi)ort  capital  even  in  the  face  of 
some  handicaps. 

The  development  in  recent  years  of  large  European  sources  of  capital  for 
international  investment  is  gratifying.  It  is  one  of  the  most  promising  signs 
that  progress  is  being  made  in  achieving  a  better  adjustment  in  one  aspect  of 
the  problem  of  international  adjustment — ^namely,  the  relationship  between 
current  and  capital  accounts. 

As  already  noted,  lt)G7  was  a  year  of  abnormally  large  current  account  surplus 
for  the  Continental  European  countries.  What  will  happen  when  the  current 
account  returns  to  a  lower  level,  as  it  must  do  if  the  United  Kingdom  and  the 
United  States  are  to  improve  their  own  current  account  totals?  Will  Eurojje  con- 
tinue to  export  capital  and  permit  re.serve  growth  to  shrink,  or  vice  versa?  The 
answer  to  this  question  will  determine  how  international  investment  is  to  be 
linanced  in  the  future,  and  may  indeed  affect  the  actual  physical  volume  of 
investment. 

However,  if  Europe  continues  as  a  capital  exporter,  as  we  hope,  even  in  the 
face  of  a  declining  current  account  surplus,  we  should  come  a  long  way  toward 
a  much  better  adjusted  pattern  of  international  payments.  Moreover,  this  would 
have  been  achieved  with  a  minimum  amount  of  frictional  strain  on  the  individual 
economies  or  slowdown  of  world  investment. 

In  the  absence  of  new  reserve  creation,  this  could  mean  a  substantial  decline 
in  the  past  rate  of  reserve  accumulation  on  the  Continent.  It  is  important  that 
such  a  leveling  off  in  reserve  growth  not  lead  to  an  excess  of  caution  in  monetary 
and  economic  policies.  Fortunately,  the  new  facility  for  creating  Special  Draw- 
ing Rights  can  counter  such  tendencies,  and  makes  possible  both  a  continued 
upward  movement  of  European  reserves,  as  well  as  a  continuation  of  European 
foreign  investment. 

To  the  extent  that  reserves  of  the  European  countries  rise  as  a  result  of  their 
own  allocations  of  newly  created  Special  Drawing  Rights,  they  will  receive  credits 
on  the  books  of  the  International  Monetary  Fund  without  having  exported  goods 
and  services  or  imported  capital  to  acquire  these  reserves.  These  reserves  can 
remain  passive  or  can  be  used.  It  is  largely  through  the  channel  of  monetary 
policy,  interest  rates,  and  a  generally  better  environment  for  investment  that 
the  new  Special  Drawing  Rights  should  over  time  exert  their  influence,  insofar 
as  these  reserves  are  created  for  countries  persistently  in  equilibrium  or  surplus. 

Countries  with  a  tendency  towards  a  deficit  are  likely  to  borrow  capital  or 
reserves  from  abroad.  The  provision  of  Special  Drawing  Rights  reduces  the  need 
to  borrow  reserves.  To  this  extent,  it  should  moderate  one  form  of  international 
borrowing.  Allocations  of  Special  Drawing  Rights  would  substitute  for  borrow- 
ing and  this  should  decrease  demands  that  might  otherwise  fall  upon  international 
money  and  capital  markets. 

Thus,  whether  looked  at  from  the  aspect  of  surplus  countries  or  deficit  coun- 
tries, the  provision  of  an  adequate  growth  of  reserves  through  Special  Drawing 
Rights  .should  over  time  act  as  a  .stimulus  to  the  level  of  international  and 
domestic  investment.  It  should  help  to  avoid,  or  mitigate,  tendencies  to  competi- 
tive escalation  of  interest  rates  that  might  otherwise  occur  as  countries  seek  to 
build  up  or  protect  their  reserves,  when  there  is  no  way  to  increase  the  reserves 
of  the  world  as  a  whole. 

We  have  found  that  there  has  been  a  substantial  shift  of  the  sources  of 
international  capital  investment  from  the  United  States  to  the  EC  countries  of 
Europe,  corresponding  to  the  shift  in  the  current  account  surplus,  since  1961.  At 
the  same  time  the  EC  countries  have  continued  to  add  substantially  to  their 
reserves  out  of  the  proceeds  of  the  current  surplus.  We  now  hopefully  expect 
some  decline  in  the  abnormally  large  trade  surplus  in  Continental  Europe,  and 
a  recovery  of  trading  position  on  the  part  of  the  United  Kingdom  and  the  United 
States.  It  will  be  most  constructive  if  the  EC  countries  can  accept  adjustment  in 
current  account  while  maintaining  the  outflow  of  capital.  This  would  bring  all 
the  major  countries  much  closer  to  eijuilibrium  and  it  would  demonstrate  a  proper 
and  positive  functioning  of  the  adjustment  proces.s. 

The  need  for  further  reserve  gains  can  be  supplied  by  activating  the  Special 
Drawing  Rights  facility,  without  needing  to  invest  current  foi'eign  exchange  in 
reserves. 
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I  suggest  that  this  couUl  be  a  pattern  oC  progress,  to  the  benefit  of  the  world 
as  a  whole  and  especially  to  countries  such  as  Spain,  which  have  a  vital  interest 
in  the  continueid  flow  of  investment  funds  from  the  surplus  countries  to  the 
rest  of  the  world. 


Table  I. — Selected  groupings  of  items  from  U.S.  balance  of  payments  1961  and  1967 

[In  millions  of  dollars] 

Accounts  1961  19G7  Change 

Current  account  (including  U.S.  Government  capital  outflow) ; 

1.  Trade  balance 5,444  3,483  -1,961 

2.  Net  investment  income 3,397  0,632  +2,235 

3.  Net  otlier  nonniilitary  services —1,475         —2,554  —1,079 

4.  Net  military  (casli  receipts  basis) —2,564         —3,271  —707 

Expenditures. -2,981  -4,319  -1,338 

Military  casli  receipts  (including  military  advance  pay- 
ments and  repayments  on  military  credits) 417  1,048  +631 

5.  Oovornnient  grants  and  capital,  net —2,805  —4,257  —1,452 

Grossoutflows -4,054  -5,129  -1,075 

Scheduled  repayments  (excluding  military  credits) 553  866  +313 

Advance  repayments 696  6  —690 

Subtotal  (items  2-5) -3,447         -4,450  -1,003 

Total +1,997  -967  -2,964 

Capital  flows  (excluding  U.S.  Government  capital  outflow): 

6.  Private  U.S.  and  foreign  capital  (including  errors  and  omis- 

sions)   -4,462  -4,235  +227 

Special  U.S.  Government  liabilities  other  than  military 

advance  payments +95  +353  +258 

7.  Net  (excluding  "official  foreign  capital  inflow") -4,367  -3,882  +485 

Official  foreign  capital  i  nflow +1, 274  +1,  274 

8.  Net  capital  outflow -4,367         -2,608  +1,759 

Liquidity  balance -2,370         -3,575  -1,205 

Table  II. — Balance  of  payments  of  the  EC  countries,  1961-67 
[In  billions  of  dollars] 

1961        1962       1963       1964       1965       1966      1967  '     Average 

1961-67 

Current  account  balance +2.4      +0.8      -0.2      +0.5      +1.3      +2,1      +4.2  +1.6 

Capital  account  balance  2 +0.4      +0.3      +0.6      +1.6      +1.1      -0.6      -2.7  +0.1 

Overall  balance +2.8      +1.1      +0.4      +2.1      +2.4      +1.5      +1.5  +1.7 

Overall  surplus  used  to: 

(i)  Increase  net  official  reserves 1.9         0.6         1.3         1.8         1.5         1.1  1.4  1.4 

(ii)  Increase  net  commercial  bank 

foreign  assets -0.4      -0.3      -1.2         0.2         0.7         0.1         0.1  -0.1 

(iii)  Prepay  official  debt 1.2         0.8         0.4 0.2         0.3 0.4 

Memorandum  item: 

Percentage   change  in   net   official 
reserves 13,1         3,8         6.8         8.5         6.9         4.1         5.3  6.9 

1  Partially  estimated. 

-  Includes  errors  and  omissions  and  net  settlements  by  France  on  account  of  Overseas  Franc  Area. 

Sources.— IMF  and  OECD  statistics,  adapted. 

Exhibit  55. — Statement  by  Acting  Assistant  Secretary  Petty,  April  5,  1968,  before 
the  Senate  Committee  on  Banking  and  Currency,  on  S.  3218,  a  bill  to  provide 
an  export  expansion  facility  through  the  Export -Import  Bank 

I  welcome  this  opportunity  to  appear  before  this  committee  in  support  of  S. 
321<S.  I  would  like  to  emphasize  the  importance  of  S.  3218  in  the  framework  of 
our  comprehensive  program  to  restore  equilibrium  to  our  international  accounts. 

The  need  for  action  to  eliminate  the  balance  of  payments  deficit  is,  in  the 
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wiinls  of  RrcsitU'iit  Jolmsoii,  "a  national  aiul  internal  ioii.il  ivspoiisihility  of  the 
liij;licst  iwiority."  Tlit*  rfasons  for  this  [iriority  arc  almiidantly  cUsir.  Th»' 
strciiKtli  of  till'  dollar  abroad  depends  on  our  imyiiieiits  position.  The  international 
monetary  system  whieh  rests  so  lars;ely  on  tiie  doll.ir  will  be  yreatly  strentjthened 
by  eliminiition  of  the  United  States  payments  deticit.  A  stable  iuteruatioual 
iiionetiiry  system  is  essential  to  assure  expanding  world  trade,  and  a  prosperous 
international  economy. 

On  January  1  of  this  year,  the  I'residcnt  proposed  a  comprehensive  balance 
of  payments  program  designed  to  bring  our  balance  of  payments  position  close 
to  etiuilibrium  in  the  year  ahead.  The  program  is  broad  and  comprehensive.  It 
re(iuires  additional  savings  in  many  phases  of  our  activities  abroad.  It  affects 
Government  expenditures  overseas,  foreign  loans  and  investments,  foreign  travel 
and  forei.gn  trade. 

A  great  part  of  this  program  has  already  tiiken  concrete  form.  A  program  has 
been  established  to  cut  Government  personnel  and  other  expenditures  overseas 
as  well  as  to  reduce  the  impact  on  our  balance  of  jtayments  of  security  expendi- 
turt^s  wliich  cannot  be  further  reduced.  The  Office  of  Foreign  Direct  Investment 
is  now  administering  a  program  of  tenipm'ary  restraint  on  direct  investment  and 
tlie  Federal  Reserve  has  greatly  strengthened  its  existing  voluntary  restraints 
on  lending  abroad  by  banks  and  other  financial  institutions. 

In  the  field  of  travel,  the  Administnttion  has  made  a  numlter  of  propos.-ils,  now 
under  consideration  by  Congress,  to  decrease  the  amount  of  money  spent  abroad 
by  U.S.  tnivelers.  We  are  hoijeful  that  these  measures  will  be  enacted.  On  the 
earnings  side,  the  Industry-Government  'i'ask  Force  on  Travel,  chaired  by 
Ambassador  McKinney,  has  made  comprehensive  recommendations  to  promote 
the  flow  of  foreign  travelers  to  the  United  States.  Many  of  the  recommendations 
of  the  Task  Force  have  already  been  implemented. 

Moreover,  negotiations,  initiated  by  the  President,  are  in  progress  to  improve; 
our  trade  position. 

The  President  in  his  January  1  message  also  focused  on  the  long-term  meas- 
ures which  would  assure  a  strong  balance  of  payments  position  for  the  ITnited 
States.  Besides  enacting  the  anti-inflation  tax,  encouraging  wage-price  restraints 
and  reducing  crippling  work  stoppages,  three  areas  were  cited  where  further 
efforts  are  needed:  (1)  Increases  in  exi>orts ;  (2)  reduction  of  nontariff  bar- 
riers; and  (3)  increased  foreign  investment  and  travel  in  tlie  United  States. 

The  most  important  way  to  earn  foreign  ext-hange  is  through  increased 
exports.  Unfortunately  our  trade  surplus  has  decreased  from  $G.G  billion  4  years 
ago  to  less  than  .$3.6  billion  last  year.  Increased  exports  are  the  cornerstone 
of  our  balance  of  payments  position.  In  addition  to  measures  to  keep  the  domestic 
economy  competitive  and  stable  and  to  keep  world  markets  open  to  U.S.  goods 
and  services,  we  need  to  make  our  industry  more  export-minded  through  export 
expansion  programs. 

To  accomplish  this  objective,  the  President  proposed  : 

(1)  A  ,5-year  $200  million  Commerce  Department  program  to  promote  the  sale 
of  American  goods  overseas. 

(2)  A  joint  Export  Association  program  under  the  Commerce  Department  to 
provide  direct  financial  support  to  American  corporations  joining  together  to  sell 
abroad. 

(3)  A  more  liberal  rediscount  system  to  be  provided  by  Export-Import  Bank 
to  encourage  banks  to  help  firms  increase  their  exports,  and 

(4)  The  Export  Expansion  Facility. 

The  Export  Expansion  Facility  legislation  which  is  before  you  today  can  make 
a  significant  contribution  to  a  larger  U.S.  trade  surplus  and  thus  to  our  balance 
of  payments  position.  It  can  do  this  principally  through  heli)ing  in  the  develop- 
ment of  new  markets  for  U.S.  goods  and  services  and  by  assisting  smaller  com- 
panies in  exi)orting.  President  Johnson  in  his  letter  of  March  20,  I06S, 
transmitting  the  export  expansion  facility  draft  bill  and  requesting  approval  of 
a  $2.4  million  supplemental  appropriation  to  launch  the  .'^-year  Commerce  pro- 
gram to  promote  American  exports  said  "Roth  actions  I  recommend  today  will 
help  increase  America's  exports  ...  a  vital  element  in  the  balance  of  payments 
efjuation." 

The  establishment  of  this  facility  within  the  Export-Import  Bank  was  specifi- 
cally endor.sed  by  the  President's  Cabinet  Committee  on  the  Balance  of  Payments. 
The  Action  Committee  on  Export  Financing  of  the  Natiomil  Export  Expansion 
Council   in   VM\(\  proposed  the  creation  of  a  somewhat  similar  national  interest 
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fund  in  the  Export-Import  Bank  which  would  permit  Export-Import  Banlv  to 
support  U.S.  exports  on  the  basis  of  less  stringent  credit  judgments  than  called 
for  by  existing  Bank  standards.  The  proposal  also  finds  its  origins  in  the  Export 
Expansion  Act  introduced  in  1965  by  Senator  Magnuson.  It  is  evident  that  con- 
siderable thought  and  study  have  gone  into  this  proposal. 

I  would  like  to  emphasize  that  the  legislation  before  you  is  designed  to  im- 
prove the  U.S.  balance  of  payments  by  expanding  U.S.  exports  on  a  commercial 
basis.  Mr.  Linder  has  already  emphasized  that  the  new  facility  is  designed  to  give 
further  support  to  our  commercial  export  trade.  We  in  the  Treasury  are  keenly 
aware  that  a  loan  financing  exports  is  only  helpful  to  our  balance  of  payments 
to  the  extent  down  payments  and  installments  are  received.  Therefore  we  sup- 
port S.  3218  because  we  are  convinced  that  the  Export  Expansion  Facility  will 
encourage  acceptance  of  our  exports  in  difficult  markets.  It  will  permit  our  prod- 
ucts to  become  established  in  new  markets  where  the  potential  for  follow-on 
sales  is  high  and  it  will  finance  receivables  on  commercial  terms  for  which  we 
will  be  paid.  In  markets  where  competition  is  aggressive  it  will  facilitate  the 
maintenance  and  expansion  of  existing  export  markets. 

For  these  reasons,  Mr.  Chairman,  the  Treasury  believes  that  S.  3218  will  assist 
our  exporters  to  obtain  new  sales  abroad  and  contribute  to  elimination  of  our 
balance  of  payments  deficit. 

Exhibit  56. — Remarks  by  Assistant  Secretary  Petty,  May  14,  1968,  before  the 
New  York  Society  of  Security  Analysts,  New  York,  on  international  financial 
considerations  "When  Peace  Comes" 

In  looking  ahead  and  thinking  about  the  subject  of  this  seminar  "When  Peace 
Comes,"  I  am  reminded  of  that  stage  of  childhood  when  the  concept  of  time  or 
magnitude  has  not  yet  really  sunk  into  the  young  mind  and  the  inquiring  little 
face  looks  up  and  asks,  "Daddy,  when  is  tomorrow?"  For  the  purposes  of 
this  exercise  this  morning  I  want  to  adopt  that  state  of  mind  where  I  know 
there  is  going  to  be  a  tomorrow.  After  all,  I  hear  everyone  talking  about  it — 
but  I  just  do  not  have  any  sense  of  timing  about  it.  Proceeding  from  this  point 
perhaps  you  can  share  with  me  my  trepidation  about  trying  to  discuss  in  a 
comprehensive,  much  less  intelligent,  way  what  the  international  financial  impli- 
cations will  be,  "When  Peace  Comes." 

I  will  address  myself  to  this  problem  by  discussing  first,  in  broad  terms,  some 
aspects  of  the  shape  of  the  international  financial  system  as  it  emerged  after 
World  War  II,  and  I  will  point  out  what  important  changes  I  think  are  already 
under  way,  not  only  in  the  system  itself  but  in  the  roles  of  the  cast  of  players 
who  are  enacting  it. 

Next,  I  will  speak  on  what  our  balance  of  payments  position  is  today,  and  then 
discuss  the  post-Vietnam  period  in  its  more  immediate  and  in  its  long-term 
aspects. 

Finally,  I  will  mention  some  points  concerning  the  international  liquidity 
system  and  the  international  adjustment  process,  both  of  which  are  so  essential 
to  the  proi>er  functioning  of  a  viable  and  expansive  world  trading  system. 

The  preeminent  position  of  the  United  States  after  World  War  II 

The  functioning  of  the  international  financial  system  in  the  mid-1940's  and 
after  placed  tremendous  reliance  upon  the  United  States  to  bring  economic 
growth  and  stability  to  the  economies  of  Western  Europe. 

The  job  at  that  time  was  to  reconstruct  war-torn  Europe  and  to  reestablish  a 
world  trading  and  financial  system  that  would  facilitate  a  healthy  and  accelerated 
growth  of  trade.  It  was  only  natural  that,  as  the  major  industrial  nation  surviv- 
ing the  havoc  of  the  war,  the  largest  effort  to  rebuild  the  peace  fell  upon  us. 
The  creation  of  economic  conditions  in  which  freedom  and  democratic  institutions 
could  flourish  was  deemed  a  national  necessity  of  not  much  less  priority  than 
the  defeat  of  the  Third  Reich  itself.  For  the  United  States,  the  decade  following 
the  end  of  World  War  II  was  a  period  involving  the  deliberate  transfer  of  re- 
sources to  Western  Europe. 

Should  circumstances  of  the  future  occasion  a  similar  policy,  the  means  em- 
ployed to  achieve  this  objective  must  of  necessity  be  difft-rent  from  today's. 

A  review  of  the  early  debates  on  reparations  and  World  War  I  debt  illustrates 
that  the  financial  terms  of  aid  can  play  a  crucial  role  in  reconstructing  the  peace; 
that  the  seemingly  mundane  technical  financial  considerations — frequently  ob- 
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scured  by  the  pressures  of  the  moment — can  loom  larse,  with  proiioniicod  political 
ramifications  in  following  years. 

A  re-reading  of  Keynes'  1920  classic,  "Economic  Consequences  of  the  Peac^e," 
should  convince  any  doubters  on  this  point. 

The  low  priority  on  financial  viability 

While  Keynes  argued  that  the  terms  of  the  World  War  I  peace  were  unduly 
harsh,  after  World  War  II  perhaps  the  other  extreme  was  demonstrated.  Again 
it  was  shown  that  the  terms  of  the  lender,  or  in  this  case  donor,  can  have  pro- 
found influences  upon  subsequent  events:  had  the  terms  of  our  aid-giving  for 
the  last  20  years  been  different,  that  is,  had  the  aid  given  Western  Europe  for 
purposes  of  reconstruction  after  World  War  II  been  only  in  the  form  of  loans,  it 
is  quite  likely  that  the  gold  stock  of  the  United  States  today  would  be  substan- 
tially larger  than  it  is.  This  is  easy  to  say  today  but  one  must  not  forget  the  politi- 
cal environment  prevailing  at  the  time  these  decisions  were  made. 

This  recitation  is  not  meant  to  second  guess  upon  the  past ;  rather  it  is  to 
illustrate  a  cardinal  principle  that  must  be  borne  in  mind  in  assuming  our  in- 
ternational political,  military  and  economic  commitments  in  the  future :  the 
financial  viability  of  the  undertaking  must  be  established  at  the  time  of  the 
takeoff,  and  not  at  a  later  stage  of  the  flight. 

The  atmosphere  in  which  international  financial  policy  evolved,  that  is,  the 
period  of  the  dollar  gap,  permitted  this  country  to  place  future  returns  rather 
low  on  the  list  of  priorities  of  considerations  weighed  in  reaching  a  decision. 

The  question  of  the  durability  of  the  financial  structure  was  considered  deserv- 
ing of  less  attention  than  achievement  of  the  immediate  objectives.  Moreover, 
there  was  a  general  failure  to  anticipate  the  rapidity  and  vigor  of  the  postwar 
economic  recovery  on  the  continent  of  Western  Europe.  Neither  the  emergence 
of  the  persistent  continental  European  surplus  nor  the  size  of  the  continuing 
U.S.  deficits  were  anticipated  in  the  early  postwar  years. 

The  industry  counterpart 

There  is  a  counterpart  in  the  private  sector  to  the  experience  of  the  public 
sector.  It  is  that  during  this  same  postwar  period,  U.S.  industry  and  labor  had 
the  luxury  of  looking  upon  the  export  market,  and  more  importantly,  competition 
from  abroad,  as  a  marginal  opportunity  and  a  marginal  concern,  respectively. 
All  too  frequently,  the  export  market  was  sort  of  an  overflow  market,  a  residual 
demand,  that  could  be  satisfied  if  domestic  activity  w^as  off  its  peak.  Imports 
seemed  to  be  primarily  specialty  items  concentrating  upon  various  small  sectors 
of  local  demand. 

While  the  rise  in  imports  is  an  increasing  cause  of  concern,  the  benefits  of  a 
liberal  trading  world  are  too  real  and  too  immediate  to  respond  to  this  develop- 
ment with  a  return  to  protectionism.  On  the  contrary,  the  reduction  in  our  trade 
account  must  call  forth  from  industry  and  labor  the  same  type  of  concern,  the 
same  type  of  initiative,  the  same  type  of  imagination  and  energy  as  that  which 
has  gone  into  the  space  pi-ogram,  for  example,  or  is  being  devoted  to  the  problem 
of  pollution  or  the  antiballistic  missile.  How  recently,  for  example,  has  manage- 
ment asked  itself  if  it  can  license  for  domestic  production  and  sale  a  foreign 
product  now  imported  in  this  country?  Until  and  unless  management  takes  reg- 
ularly into  the  board  room,  and  down  to  the  level  of  office  managers  and  super- 
visors, a  conscious  thinking  of  the  balance  of  payments  impact  of  possible  busi- 
ness decisions,  we  will  not  get  the  results  from  industry  and  labor  that  are 
needed  to  bring  our  trade  surplus  up  to  the  high  level  at  which  it  must  be 
maintained. 

Industries  of  our  trading  partners  abroad  have  the  great  advantage  of  operat- 
ing in  an  economy  where  exports  might  be  as  high  as  one-third  of  the  gross 
national  product  of  the  country  and  this  must  mean  that  many  companies  maiui- 
facture  primarily  for  export.  With  our  exports  not  4  percent  of  gross  nati<iiial 
product,  with  agriculture  and  Government  assistance  making  up  a  good  i)art 
of  this,  it  is  not  hard  to  suspect  that  export  promotion  or  import  substitution 
are  not  active  topics  at  board  meetings.  Management  and  labor  must  adopt  the 
same  type  of  awareness  of  the  balance  of  payments  implications  of  their  actions 
as  Government  is  doing. 

Our  current  balance  of  payments  position 

Against  this  background,  then,  where  are  we  now  and  where  are  we  headed 
today  in  terms  of  our  international  financial  accounts? 
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After  holding  our  deficit  to  a  level  of  about  $1.3  billion  in  the  years  1965  and 
IDGt),  we  found  our  Ijalance  of  payments  situation  only  slightly  worse  during  the 
first  three  quarters  of  1967.  This  partly  reflected  increased  expenditures  in  con- 
nection with  the  Vietnam  conflict.  In  the  fourth  quarter  of  last  year,  there  was 
a  sharp  deterioration  in  our  position.  The  trade  surplus  declined  by  three  quarters 
of  a  billion  dollars  from  the  third  quarter  level.  The  United  Kingdom  liquidated 
over  $500  million  of  U.S.  securities  to  bolster  its  reserves  in  support  of  the  pound 
sterling.  The  "errors  and  omissions"  item  which  may,  among  other  things,  repre- 
sent changes  in  short-term  capital  flows,  became  less  favorable.  Our  deficit 
soared  to  $1.8  billion,  slightly  exceeding  the  combined  deficits  of  the  three  pre- 
ceding quarters. 

While  much  of  the  sharp  deterioration  in  the  fourth  quarter  was  due  to 
temporary  factors,  the  very  size  of  the  deficit  and  the  loss  of  gold  it  entailed  were 
so  great  as  to  require  immediate  action  by  the  Government.  The  result  was  a 
strengthened  balance  of  payments  program  which  was  announced  by  President 
Johnson  on  January  1.  I  will  not  go  into  details  about  it  but  I  would  like  to 
note  the  following : 

— The  program  is  designed  to  cover  a  wide  sector  of  the  American  people- 
business  firms  making  direct  investments  abroad,  banks  making  foreign  loans, 
Americans  traveling  outside  the  Western  Hemisphere,  companies  capable  of 
entering  the  export  market,  the  Government  itself  as  a  large  foreign  spender 
in  a  wide  variety  of  military  and  peaceful  operations  overseas  and,  of  course, 
1  he  general  level  of  economic  activity  as  well. 

— The  program  combines  temporary  restraint  measures  with  short-  and  longer- 
term  positive  inducements  to  develop  more  receipts  for  the  U.S.  balance  of 
payments. 

First  quarter  1968  balance  of  payments  position 

We  are  releasing  today  our  balance  of  payments  results  for  the  first  quarter. 
The  deficit  was  $600  million — a  very  substantial  drop  from  the  $1.8  billion  in  the 
fourth  quarter  and  almost  back  to  the  quarterly  level  of  the  first  half  of  last 
year.  This  improvement  was  achieved  despite  a  $223  million  decline  from  the  low 
last-quarter  figure  in  our  trade  surplus,  occasioned  in  part  by  an  11-day  dock 
strike  in  New  York  and  a  very  strong  upsurge  in  domestic  demand  ;  despite  a  rise 
in  U.S.  residents'  purchases  of  foreign  securities;  and  despite  failure  of  the 
Congress  to  enact,  to  date,  some  basic  parts  of  the  President's  January  1  program, 
including  most  importantly,  the  tax  surcharge  proposal  which  would  moderate 
domestic  demand  and  the  growth  of  our  imports. 

One  part  of  the  balance  of  payments  program  for  which  we  have  first  quarter 
data  shows  good  results.  The  1968  target  of  a  $400  million  reduction  in  out- 
standing bank  loans  to  foreigners  was  almost  achieved  in  the  first  quarter  alone 
when  such  loans  declined  by  $359  million  on  a  seasonally  adjusted  basis. 

The  effects  of  the  mandatory  direct  investment  program  in  the  first  quarter 
v>'ill  not  be  known  until  late  next  month,  and  we  do  not  yet  have  first  quarter 
data  on  tourist  expenditures  abroad  or  expenditures  abroad  by  Government 
agencies. 

It  is  not  too  early  to  say,  however,  that 
— if  Congress  passes  the  tax  surcharge, 
— if  the  business  community  and  the  public  at  large  cooperate  in  other  aspects 

of  the  program,  and,  very  importantly, 
— if  foreign  countries  in  balance  of  payments  surplus  cooperate  by  avoiding 
policies  designed  to  maintain  those  surpluses, 
we  will  be  in  a  much  better  position  to  achieve  the  goal  set  by  the  President  on 
January  1. 

The  immediate  post-Vietnam  period 

During  the  past  few  years  heavy  emphasis  has  been  placed  on  temporary 
restraints  on  capital  outflow  under  the  Commerce  program  and  the  Federal 
Reserve  program.  No  doubt  a  question  in  your  minds  as  well  as  ours  is  :  Assuming 
peace  in  Vietnam,  and  the  tapering  off  of  defense  expenditures  for  Southeast 
Asia  over,  say,  a  year  and  a  half,  would  this  be  enough  to  correct  our  balance  of 
payments  position  by  1970  or  thereabouts,  and  enable  us  to  do  without  the  selec- 
tive measures  of  the  past  years?  Or  is  it  necessary  to  achieve  more  than  this  by 
way  of  improvement  in  the  trade  and  service  account,  or  through  a  reduction  or 
more  effective  neutralization  of  the  foreign  exchange  costs  of  Government  and 
military  outlays  in  all  parts  of  the  world? 
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We  havo  {jcm'rall.v  pul  llic  direi-t  foroi;;ii  oxcliaiiKe  iiupact,  of  iioslilitifs  in 
Siiiidit'ast  Asia  at  about  .fl.."  iiillion.  This  tisiiro  is  dorivod  from  a  coinivarison 
of  the  current  foreign  exchange  outlays  in  certain  Asiatic  countries  witli  an 
earlier  base  period. 

In  answering  these  questions  we  must  remember  that  we  had  a  deficit  of  $3Vi 
billion  in  1967,  and  that  a  reduction  of  $1Mj  billion,  taken  alone,  would  carry  us 
less  than  half  way  toward  equilibrium.  More  than  that,  the  deficit  in  1007  could 
have  been  larger  without  the  voluntary  restraints  on  investment  abroad. 

Thus,  it  is  not  clear  to  me  that  ijeace  in  Vietnam  alone  would  improve  our 
balance  of  payments  problem  to  the  point  where  we  could  do  away  with  our 
restraint  measures.  In  the  immediate  period  it  might  not  even  permit  us  to  relax 
the  selective  measures  that  have  become  necessary  to  permit  an  approach 
toward  the  equilibrium  that  is  so  important  to  the  continued  strength  of  our 
currency.  We  might  still  need  a  substantial  improvement  in  our  current  trade 
and  .service  account  and  a  further  reduction  or  neutralization  of  our  continuing 
military  foreign  exchange  expenditures  in  other  parts  of  the  world. 

Thus  it  becomes  extremely  important,  from  the  point  of  view  of  our  balance  of 
payments  program,  that  we  avoid  an  excessive  rate  of  growth  in  the  gro.ss 
national  product  in  monetary  terms  in  order  to  escape  an  excessive  spillover 
demand  for  foreign  imports,  and  to  maintain  a  reasonable  rate  of  growth  in  our 
exports.  It  is  equally  important  that  the  surplus  countries  abroad  maintain  a 
reasonable  growth  rate  that  is  not  too  dependent  on  a  surplus  with  the  rest  of 
the  world.  It  is  quite  understandable  that  they  wish  to  avoid  inflationary  pres- 
sures, just  as  we  do,  that  would  be  associated  with  excessive  domestic  expansion. 
But  it  seems  to  us  reasonable  that  countries  with  large  surpluses  on  current  trade, 
service  and  military  accounts,  should  feel  a  stronger  responsibility  for  main- 
tjiining  adequate  growth  than  countries  in  less  fortunate  positions.  On  their  side, 
the  deficit  countries  should  recognize  the  need  for  an  added  measure  of  caution 
lo  avoid  too  strong  a  domestic  expansion.  In  both  surplus  and  deficit  countries, 
there  appears  to  be  a  good  deal  of  sensitivity  in  the  trade  and  service  accounts 
to  the  steepness  of  the  curve  of  rising  gross  national  product  in  monetary  terms. 

The  long  term  post-Vietnam  period 

In  the  long  term  post-Vietnam  period  the  situation  is  diffieult  to  foresee.  T  am 
defining  this  period  as  one  following  the  completion  of  the  economic  adjustment 
attendant  to  the  deescalation  of  hostilities.  This  should  be  a  period  when  equilib- 
rium might  hopefully  have  been  reached  on  the  liquidity  measure  of  our  balance 
of  payments  and  we  should  be  working  aggressively  toward  a  period  of  sus- 
tainable equilibrium  which  in  my  definition  must  include  the  absence  of  the  type 
of  restrictions  that  were  part  and  parcel  of  our  January  1  balance  of  payments 
I^rogram. 

In  reflecting  about  this  period  ahead  there  are  several  areas  we  must  bear  in 
mind.  We  have  traditionally  looked  upon  the  United  States  as  a  natiiral  capital 
cxitiorter.  A  country  generating  such  substantial  savings,  a  financial  community 
which  marshals  these  assets  .so  efiiciently,  an  industry  reaching  out  tf)  i>enetrate 
new  markets  abroad,  combined  with  countries  of  the  world  needing  new  funds 
to  achieve  the  capabilities  of  their  lands  and  the  re(|uiremeiits  of  their  i)eoi)le 
indicates  that  no  other  course  should  be  i)ursued.  Tliis  traditional  position  can 
only  go  unchallenged  as  long  as  we  maintain  a  strong  current  account  and  in  this 
regard  our  dwindling  trade  surplus  is  disturbing. 

Economic  assistance  will  continue  to  make  substantial  demands  ui)on  our 
capital,  both  to  maintain  our  bilateral  economic  assistance  program  as  well  as 
our  multilateral  program  which  involves  contril>utions  to  such  agencies  as  the 
World  Hank,  the  Inter-American  Development  Rank,  and  the  Asian  I)eveloi)in<'nt 
r.ank.  These  demands  are  also  in  the  form  of  borrowing  by  these  banks  in  our 
bond  markets  to  finance  their  development  activities. 

One  area  of  spwial  interest  and  particular  need  of  study  is  that  of  direct 
investment.  What  is  the  relationship  of  these  investments  to  development  in  the 
lesser  developed  areas?  Does  direct  investment  contribute  to  the  financial 
strength  and  econonuc  leadership  of  the  United  States?  Or  does  it  just  replace 
ex]»orts?  I  doubt  that  this  is  a  subject  which  lends  itself  to  generalizations:  how- 
ever, this  is  what  the  dialogues  on  the  subject  involve.  A  series  of  careful  studies 
compiled  in  balance  of  payments  and  perhaps  other  terms  for  each  of  several 
indu.stries  should  improve  the  information  available  in  this  area. 

In  looking  back  at  our  balance  of  payments  |>icfure  for  the  last  20  years,  we 
cite  too  frequ(>nll.v  the  persistent  stream  of  delicits  and  f.ail  to  realize  that  as  a 
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country  we  were  building  up  assets  at  a  rate  substantially  faster  than  our 
cumulative  deficits.  These  assets,  of  course,  were  the  direct  investments  acquired 
by  our  corporations  in  their  foreign  investment  program,  and  as  we  shall  see, 
these  investments  yield  important  returns.  Our  gross  plant  and  equipment  ex- 
penditures overseas  for  the  last  couple  of  years  have  been  increasing  at  the  rate 
of  around  $10  billion  a  year  and  these,  too,  should  be  throwing  off  earnings  before 
long.  At  the  present  time,  our  dividend  receipts  and  our  royalties  and  fees  bring 
back  over  $5  billion  a  year  and  in  thinking  ahead  to  the  future,  it  seems  clear  that 
this  return  on  our  past  investment  will  be  our  most  reliable  and  constantly  grow- 
ing inflow  in  our  balance  of  payments  picture.  AVe  are  very  alert  to  this  and 
must  take  pains  to  foster  these  receipts. 

The  United  States  is  a  substantial  capital  importer  as  Avell.  Besides  receipts 
from  monetary  authorities  this  involves  primarily  an  inflow  of  portfolio  capital 
to  buy  the  types  of  securities  in  which  much  of  this  audience  specializes.  The 
control  of  inflation  and  a  stable  and  steady  growth  record  is  the  best  assurance 
that  these  funds  will  continue  to  be  entrusted  to  our  economy. 

No  doubt  we  will  continue  to  have  mutual  security  commitments  in  the  long 
term  which  I  am  postulating,  but  I  suspect  that  they  will  involve  amounts  well 
reduced  from  the  current  level  and,  what  is  more,  measured  in  net  l)alance  of 
payments  terms,  the  cost  will  be  less  than  some  have  feared.  The  basic  principle 
that  in  fulfilling  mutual  security  objectives  the  contributing  country  should 
not  suffer  balance  of  payments  costs,  is  already  understood.  Indeed  acceptance 
of  this  standard  should  figure  prominently  in  the  considerations  establishing 
future  mutual  security  obligations.  This  is  but  another  aspect  of  international 
financial  cooperation. 

It  is  too  hazardous  to  try  to  bring  these  elements,  and  others  I  have  not  men- 
tioned, together  for  any  one  composite  picture  of  our  payments  position  in  the 
long  term.  But  I  think  it  should  be  clear  that  the  realities  of  our  international 
responsibilities  and  financial  position  will  be  such  that  both  the  public  and 
private  sectors  of  our  economy  will  continue  to  be  vitally  concerned  with  this 
proiblem. 

The  international  financial  markets 

Returning  now  to  the  more  immediate  i>eriod.  I  might  comment  briefly  on  the 
international  financial  markets. 

The  initial  impact  of  the  decision  to  begin  peace  talks  has  been,  from  all  ap- 
pearances, a  positive  factor  in  the  gold  and  exchange  markets.  It  means  that 
one  of  the  storm  clouds  that  has  threatened  the  smooth  functioning  of  the 
world's  monetary  system  may  gradually  lift.  In  any  case,  this  cloud  appears 
le.ss  likely  to  bear  down  on  the  financial  markets  with  full  force.  Thus,  we  wel- 
come the  immediate  p.sychological  effect,  though  it  is  very  difficult  to  measure  it 
in  any  quantitative  way.  The  markets  have  seen  in  the  Vietnam  hostilities  sev- 
eral reasons  for  concern.  There  is  first  the  direct  impact  on  the  U.S.  balance  of 
payments  which  is  the  result  of  any  significant  level  of  hostilities.  This,  and  the 
possibility  of  escalation,  was  a  factor  contributing  to  speculative  movements  of 
funds  on  the  part  of  foreigners  into  gold. 

Then  there  was  a  more  general  fear  that  growing  demands  on  U.S.  resources 
would  add  to  the  budgetary  deficit  and  to  general  inflationary  pressures  in 
the  United  States.  While  this  consideration  may  now  be  somewhat  less  clearcut 
than  was  the  case  before  the  action  of  the  Conference  Committee  on  the  tax- 
expenditure  package,  only  the  favorable  action  of  Congress  will  dispel  this 
concern. 

'A  movement  towards  peace  may  tend  to  ease  the  strain  on  our  public  flnances. 
These  actions  raise  confidence  in  the  dollar  and  serve  to  give  more  stability  to 
the  monetary  system  in  general.  Thus  we  may  reasonably  regard  the  initiation  of 
peace  negotiations  as  another  constructive  factor  in  the  current  flow  of  events 
affecting  the  health  and  soundness  of  the  international  monetary  system. 

Another  is  the  removal  of  suspense  about  the  role  of  gold  and  the  reaching  of 
agreement  for  the  creation  of  supplementary  reserve  assets.  The  Washington 
Communique  of  March  17,  1968,  established  a  two-tiered  gold  price  system  and 
removed  a  heavy  strain  on  ofl5cial  gold  reserves  due  to  private  speculation.  It  also 
emphasized  the  maintenance  of  an  unchanged  official  monetary  price  for  gold. 
The  Stockholm  Agreement  and  the  proposed  amendment  on  the  Special  Drawing 
Rights  made  clear  that  nearly  all  of  the  countries  of  the  world  seek  to  supplement 
the  world's  reserve  system  in  this  enlightened  way,  and  not  by  tinkering  with 
the  price  of  gold  for  monetary  purposes.  When  the  Special  Drawing  Rights 


460    19  6S  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

facility  is  in  effect,  the  future  reserve  needs  of  the  world  can  be  met  by  creatin.u 
new  SDRs.  No  other  provision  need  be  made. 

The  problem  of  balance  of  payments  adjustment 

One  of  the  more  important  factors  involved  in  a  proi>erly  functioning  world 
trading  system  is  that  international  process  by  which  countries  adjust  their 
balance  of  payments  positions  with  one  another.  Notwithstanding  substantial 
efforts  to  remove  it,  our  deficit  has  i)ersisted  for  several  years,  during  a  period 
when  the  balance  of  payments  surplus  in  continental  Europe  has  continued  longer 
than  necessary  or  appropriate.  The  process  by  which  these  surpluses  and  defi- 
cits are  each  adju.sted  toward  equilibrium  is  referred  to  as  the  balance  of 
payments  adjustment  process  and  it  is  an  important  .subject  deserving  of  more 
attention  than  it  receive.?. 

We  are  indebted  to  Working  Party  .3  of  the  Organization  for  Economic  Cooi>er- 
ation  and  Development  for  a  July  1906  report  on  this  subject.  What  this  re- 
port points  out  is  that  the  responsibility  for  adjusting  balance  of  payments 
positions,  whether  they  are  persistent  surpluses  or  deficits,  re.sts  with  each 
country  whether  they  are  in  surplus  or  deficit.  P^or  example,  a  country  in  surplus 
which  pursues  a  high-interest,  deflationary  policy  accompanied  by  trade  re- 
strictive practices  is  working  counter  to  the  adjustment  process  and  it  should 
adopt  as  a  matter  of  national  policy,  and  international  financial  cooi>eration, 
economic  measures  which  serve  to  reduce  the  surplus. 

For  the  deficit  country,  there  can  be  no  question  about  its  re.sponsibility  in 
taking  measures  to  reach  equilibrium,  and  this  applies  to  the  United  States  in 
particular.  This  is  a  major  objective  of  the  tax  surcharge  and  the  expenditure 
cut  and  it  has  certainly  been  a  factor  in  influencing  our  monetary  policy  as  well. 
These  measures  to  moderate  the  rate  of  economic  growth  and,  thereby,  improve 
our  trade  position  are  reinforced  by  other  aspects  of  our  broad  and  comprehen- 
sive balance  of  payments  program. 

In  the  long  run,  all  countries  must  persistently  work  to  improve  the  operation 
of  the  adjustment  process  because  efforts  to  reach  equilibrium  may  have  impor- 
tant effects  on  unemployment,  prices  and  the  domestic  growth  rate.  Too  sharp 
a  deflationary  policy  is  not  acceptable — and  in  the  case  of  the  United  States 
for  example,  the  slow-down  would  really  have  to  be  very  substantial  to  have 
sufficient  effect  through  reducing  imports  or  inducing  exports  to  .solve  our  prob- 
lem by  that  measure  alone. 

Summary 

In  summary,  we  have  seen  that  the  pre-eminent  role  of  the  United  States  in  the 
international  financial  system  is  rapidly  evolving  into  one  of  financial  partner- 
ship with  the  other  countries  of  the  world.  This  evolution  has  involved  a  shift 
of  more  re.sponsibility  to  the.se  other  countries.  It  requires  the  implementation 
of  principles — for  example,  that  foreign  exchange  co.sts  incurred  for  purposes 
of  mutual  security  should  be  neutralized  in  the  common  interest.  This  new 
partnership  also  involves  sharing  more  broadly  the  responsibility  of  extending 
economic  assistance  to  the  lesser  developed  areas  of  the  world.  This  partnership 
requires  positive  action  to  reduce  nontariff  barriers  to  accelerate  the  flow  of 
trade,  and  improved  access  to  capital  market.s. 

With  this  type  of  international  cooperation,  the  international  financial  sys- 
tem and  the  adjustment  process  will  work  in  a  way  which  will  foster  freer  trade 
in  goods  and  freer  flows  of  capital  in  an  atmosphere  of  expanding  world  trade. 


Exhibit  57. — Press  release,  December  21,  19fi7,  announcing  the  signing  of  an 
exchange  agreement  by  the  United  States  and  Mexico 

Secretary  of  the  Treasury  Henry  H.  Fowler  and  the  Ambassador  of  Mexico, 
Hugo  B.  Margain,  today  signed  a  .$100,000,000  Exchange  Stabilization  Agreement 
between  the  United  States  Treasury,  the  Bank  of  Mexico,  and  the  Government 
of  Mexico,  replacing  a  similar  agreement  signed  in  December  1965,  which  expires 
at  tlie  end  of  1967.  The  1965  agreement  was  in  the  amount  of  $75,000,000  and 
was  increased  to  $100,000,000  in  May  1907. 

The  Agreement  signed  today  represents  a  continuation  of  stabilization  arrange- 
ments betw'een  the  United  States  and  Mexico  which  have  been  in  effect  since 
1{>41,  and  have  proved  beneficial  to  the  financial  relationships  between  the  two 
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countries.  The  agreement  provides  reciprocal  swap  facilities  available  for  use 
both  by  Mexico  and  by  the  United  States.  These  swap  facilities  strengthen  the 
ability  of  the  financial  authorities  to  cooperate  effectively  and  to  conduct  such 
stabilization  operations  as  may  be  desirable  from  time  to  time  to  promote  stable 
and  orderly  conditions  in  the  exchange  markets. 

The  new  agreement  will  be  effective  during  the  2-year  period  ending  December 
31,  1969. 

Exhibit  58. — Press  Release,  January  18,  1968,  announcing  publication  of  a  docu- 
mentary report  on  "Maintaining  the  Strength  of  the  United  States  Dollar  in  a 
Strong  Free  World  Economy" 

The  U.S.  Treasury  Department  today  released  a  documentary  report  on  "Main- 
taining the  Strength  of  the  United  States  Dollar  in  a  Strong  Free  World 
Economy." 

The  229-page  document  describes  in  detail  the  background  and  reasons  for  the 
Action  Program  announced  by  President  Johnson  in  his  New  Year's  Day  mes- 
sage to  the  nation  on  the  balance  of  payments.  The  report  also  reviews  what  has 
been  done  and  what  is  proposed — both  short  and  long-term — to  bring  the  nation's 
balance  of  payments  into  equilibrium  and  keep  it  there — an  equilibrium  described 
by  the  President  as  "a  national  and  international  responsibility  of  the  highest 
priority." 

In  a  forewoi'd  to  the  report.  Treasury  Secretary  Henry  H.  Fowler  said  that  the 
U.S.  program  necessarily  must  involve  cooperative  actions  by  and  with  other 
nations.  "Without  such  cooperation,"  Mr.  Fowler  said,  "it  is  not  possible  to 
achieve  U.S.  payments  equilibrium  in  a  manner  conducive  in  the  long  term  to  an 
increased  flow  of  trade  and  capital  and  to  viable  and  sturdy  arrangements  for 
the  security  and  development  of  the  free  world."  Achievement  of  balance  com- 
patible with  these  objectives,  he  noted,  will  call  for  adjustments  by  America's 
trading  partners  and  allies  as  well  as  by  the  United  States. 

The  Secretary  also  said  that  the  acceptance  and  execution  of  the  U.S.  program 
will  require  the  understanding,  support,  and  participation  of  the  entire  Execu- 
tive Branch  of  the  Government,  the  Congress  and  the  American  people — business, 
labor,  financial,  and  farm  groups  alike.  He  advocated  speeding-up  plans  for  the 
creation  of  new  reserves^Special  Drawing  Rights  in  the  International  Mone- 
tary Fund — "as  our  movement  toward  payments  balance  curbs  the  flow  of  dollars 
into  international  reserves."  A  plan  for  such  Special  Drawing  Rights  was  ap- 
proved at  Rio  de  Janeiro  last  September  by  the  IMF's  107  member  countries. 

The  Treasury  document  cited  these  "key  resources"  as  ones  which  give  the 
United  States  the  strength  to  deal  with  its  underlying  long-range  payments  prob- 
lems both  constructively  and  sensibly  : 

— A  strong  economy  with  a  gross  national  product  in  excess  of  $800  billion — 
representing  40  to  45  percent  of  world  output ; 

— a  large  stock  of  foreign  assets  with  powerful  earnings  potential.  Gross  assets 
abroad — public  and  private — total  more  than  $110  billion.  The  U.S.  net  long- 
term  asset  position — approximately  $70  billion — has  increased  every  year  for  20 
years.  Private  overseas  assets  alone  now  generate  annual  earnings  of  about  $6 
billion ; 

— a  basic  trade  surplus  which  totaled  approximately  $4  billion  last  year  on 
which  the  U.S.  must  build ; 

— a  strong  reserve  po-ition — nearly  $15  billion,  or  about  20  percent  of  world 
reserves — even  after  losses  of  the  past  few  years. 

The  report  pointed  out  that  "we  can  build  on  these  elements  of  strength  and 
move  toward  balance  of  payments  equilibrium  through  short-  and  long-range 
measures  vigorously  implemented,"  and  that  passage  of  time  "will  ameliorate 
forces  that  presently  exacerbate  the  balance  of  payments  deficit  and  hide  the 
fundamental  progress  achieved." 

Ideally,  the  Treasury  Department  said,  "the  United  States  would  solve  its 
balance  of  payments  problem  through  a  gradual,  long-range  approach  in  which 
there  was  no  interference  with  the  free  movement  of  goods  and  services,  capital 
or  people."  However,  the  Treasury  said,  "the  situation  that  confronts  the  United 
States  today  requires  prompt  and  major  corrective  action.  Long-term  measures 
alone  that  take  hold  gradually  over  time  are  not  .sufiicient." 

The  Action  Program  announced  by  President  Johnson  on  January  1  consists 
of  general  and  specific  measures,  including  short-range  and  long-range  actions. 
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(lo.si,uiH'(l  to  reduce  sharply  the  U.S.  payments  deticit  in  1968,  and  bring  it  into — 
or  (lose  lo — (M|iiililirluni. 

J)irert  nioasvin'.><  liicliuh': 

— Mandatory  limits  on  dirivt  iiiveslnicnts  abroad  by  U.S.  companies  to  reduce 
the  payments  deficit  in  1U(kS  by  .$1  billion  ; 

— A  voluntary  program  for  reducing  foreign  credits  from  U.S.  banks  and  other 
financial  institutions,  expected  to  bring  a  net  inflow  of  at  least  .$500  million  in 
such  credits  in  1968 ; 

— Encouragement  of  more  foreign  travel  to  the  United  States ;  deferment  of 
nonessential  American  travel  outside  the  We.stern  Hemisphere  for  the  next  2 
years,  and  exploring  of  appropriate  legislation,  all  to  reduce  the  U.S.  travel  deficit 
by  $.500  million ; 

— A  further  reduction  of  $500  million  in  the  foreign  exchange  impact  of  Govern- 
ment programs  overseas  through  negotiations  with  our  NATO  allies  to  minimize 
foreign  exchange  costs  of  keeping  our  troops  in  Euroi)e  by  purchases  in  the 
United  States  of  more  defense  equipment  and  investment  of  exchange  receipts 
in  long-term  U.S.  securities;  reduction  of  personal  spending  by  U.S.  forces  and 
their  dejjendents ;  reduction  in  the  number  of  American  civilians  working  over- 
seas, and  reduction  of  Agency  for  International  Development  foreign  exchange 
costs  by  at  least  $100  million  in  1968  ; 

— Activities  to  increase  the  U.S.  trade  surplus  by  encouraging  exports,  with  a 
goal  of  a  $500  million  increase  in  exports  in  19(>8.  Congress  will  be  asked  to  sup- 
port an  intensified  5-year  program  to  promote  the  sale  of  U.S.  industrial  and 
agricultural  products  in  foreign  markets ;  $500  million  will  be  earmarked  by  the 
Export-Import  Bank  to  provide  better  export  insurance,  to  expand  guarantees 
for  export  financing,  and  to  broaden  the  scope  of  Government  financing  of  ex- 
ports ;  the  Export-Import  Bank  will  encourage  banks  to  help  firms  increase  their 
exports,  and  the  Commerce  Department  will  begin  a  Joint  Export  Association 
program  to  provide  financial  support  to  American  companies  joining  together 
to  sell  abroad.  Discussions  have  been  initiated,  particularly  with  nations  having 
balance  of  payments  surpluses,  to  minimize  the  handicaps  to  U.S.  trade  which 
arise  from  differences  in  national  tax  systems. 

The  Treasury  said  the  Action  Program  "will  entail  siiciufices  in  this  country 
and  it  may  cause  diflSculties  for  some  foi-eign  countries."  But  in  order  to  assure 
a  fair  sharing  of  these  sacrifices,  the  Treasury  said,  the  program  has  been  widely 
spread  over  all  sectors  of  the  U.S.  economy.  To  minimize  adverse  effects  on  tlie 
world  economy,  the  program  distinguishes  among  groups  of  countries  on  the 
basis  of  their  ability  to  absorb  reductions  in  their  foreign  exchange  receipts. 

"Restrictive  measures  are  temporary,"  the  Treasury  said.  "The  policy  of  the 
United  States  is  to  support  the  unrestricted  international  flow  of  goods,  services 
and  capital  under  a  stable  international  monetary  system  based  on  fixed  values 
for  currencies  defined  in  terms  of  gold  or  the  dollar,  linked  at  $35  an  ounce." 

An  appropriate  long-range  balance  of  payments  solution  for  the  United  States 
must,  the  Treasury  said,  be  based  on  a  substantial  and  growing  surplus  in  trade 
and  services,  including  earnings  from  U.S.  foreign  investments. 

"Unfortiuiately,  after  a  i)eriod  of  unprecedented  st^ibility,  U.S.  prices  and  costs 
rose  in  1966  and  1967.  The  rapid  expansion  in  tJie  U.S.  economy  that  is  now 
under  way  threatens  a  further  rise  in  prices  and  costs.  This  would  endanger 
our  economic  prosperity  and  undermine  our  competitive  position  in  world  mar- 
kets *  *  *  The  most  urgent  business  before  Congress  is  to  complete  this  anti- 
inflation  pi-ogram  by  enacting  a  temporary  surcharge  on  income  and  profits 
taxes,"  the  Treasury  said. 

"Even  a  strong  fiscal  policy  and  a  stringent  credit  policy  cannot  maintain  price 
stability,"  it  noted,  "unless  business  and  labor  are  willing  to  follow  price-wage 
practices  that  conform  to  the  needs  of  our  economy  *  *  *  The  country  cannot  af- 
ford the  loss  of  output  resulting  from  crippling  work  stoppages  in  critical  indus- 
tries. They  reduce  our  exports  and  increase  our  imports." 

The  mandatory  controls  on  direct  investment  outflows,  the  firmer  voluntary 
guidelines  for  banks  and  the  request  to  defer  nones.sential  travel  outside  the 
Western  Hemisphere  "are  all  measures  which  the  United  States  has  adopted 
very  reluctantly.  The  high  cost  of  these  measures  is  in  it.self  a  dramatic  witness 
to  the  priority  the  United  States  attaches  to  doing  its  full  share  in  reducing  the 
imbalance  in  world  payments — and  to  the  recognition  that  a  breakdown  of  the 
system  would  have  involved  far  higher  costs  for  the  U.S.  and  even  more  for  the 
world  economy,"  the  report  said. 

The  reduction  of  the  deficit  in  the  U.S.  balance  of  payments  must  be  allowed, 
and  even  encouraged,  by  the  rest  of  the  world,  the  Treasury  pointed  out,  adding 
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tliat  "major  positive  measures"  by  other  countries  are  required  to  bring  about 
payments  equilibrium  "consistent  witli  the  achievement  of  sound  world  economic 
growth  and  freer  as  well  as  growing  international  transactions." 

Treasury  said  It  is  a  matter  of  the  highest  priority  for  European  governments, 
particularly  the  governments  of  the  EEC  countries,  to  face  fully  the  fact  that 
their  balance  of  payments  positions  must  show  a  large  change  from  excessive 
surplus  to  much  more  moderate  surplus,  perhaps  even  to  moderate  deficit,  for  a 
short  period. 

The  document  was  placed  on  sale  by  the  Superintendent  of  Documents,  Govern- 
ment Printing  Office. 

Exhibit  59.— Press  Release,  March  4, 1968,  announcing  the  signing  of  an  exchange 
agreement  by  the  United  States  and  Nicaragua 

Secretary  of  the  Treasury  Henry  H.  Fowler,  the  Ambassador  of  Nicaragua, 
Guillermo  Sevilla-Sacasa,  and  the  Minister  of  Finance  and  Public  Credit  of 
Nicaragua,  General  Gustavo  Montiel,  today  signed  a  $4.75  million  Exchange 
Agreement  between  the  United  States  Treasury  and  the  Government  and  Central 
Bank  of  Nicaragua. 

The  Exchange  Agreement  is  for  a  1-year  period.  It  is  designed  to  assist 
Nicaragua  in  its  efforts  to  maintain  economic  stability  and  freedom  in  its  trade 
and  exchange  system.  The  Agreement  provides  for  the  conduct  of  exchange 
operations,  as  deemed  mutually  desirable  and  advantageous.  The  United  States 
may  purchase  Nicaraguan  cordobas  with  dollars  from  time  to  time,  and 
Nicaragua  will  subsequently  repurchase  the  cordobas. 

These  operations  will  have  as  their  objective  the  promotion  of  confidence  in 
the  foreign  exchange  market  and  increasing  trade  and  other  exchanges  between 
the  two  countries. 

The  Agreement  signed  today  complements  the  $19  million  standby  arrangement 
with  Nicaragua  announced  on  February  26,  19G8,  by  the  International  Monetary 
Fund. 


Exhibit  60. — Press  Release,  March  8,  1968,  announcing  a  U.S.  drawing  from  the 
International  Monetary  Fund 

The  Treasury  Department  will  draw  $200  million  in  various  foreign  currencies 
from  the  International  Monetary  Fund  today. 

The  currencies  to  be  drawn  and  their  dollar  equivalent  values  are : 

Netherlands  Guilders $100  million 

Italian  Lire 50  million 

German  Marks 35  million 

Belgian  Francs 15  million 

The  foreign  exchange  drawn  from  the  International  Monetary  Fund  will  be 
used  to  finance  U.S.  international  payments  by  repaying  short-term  swap  draw- 
ings made  by  the  United  States  late  in  1967.  These  drawings  were  made  to  facili- 
tate the  orderly  functioning  of  the  international  exchanges  at  a  time  when  there 
were  large  flows  of  funds  across  the  exchanges  in  connection  with  uncertainties 
attendant  upon  the  position  of  the  pound  sterling  and  its  devaluation.  Most  of 
the  swap  drawings  made  at  that  time  have  subsequently  been  settled. 

The  current  IMF  drawings,  together  vdth  past  drawingSj  brings  the  total 
drawn  by  the  United  States  from  the  IMF  to  $1,840  million  since  1964.  The 
amount  subject  to  repayment  by  the  United  States  to  the  IMF  amounts  to  only 
$833  million,  however,  because  of  U.S.  dollar  drawings  from  the  IMF  by  other 
countries,  including  the  amount  of  $201  million  in  U.S.  dollars  most  recently 
drawn  by  Canada.  Drawing  rights  in  the  IMF  gold  tranche  (virtually  automatic 
U.S.  drawing  rights  in  the  Fund)  of  $457  million  will  remain. 


Exhibit   61. — Press   Release,   March   18,    1968,   announcing   the   signing  of   an 
exchange  agreement  by  the  United  States  and  Venezuela 

Secretary  of  the  Treasury  Henry  H.  Fowler  and  the  President  of  the  Central 
Bank  of  Venezuela.  Benito  Raul  Losada,  signed  a  $-50  million  Exchange  Agree- 
ment today  in  Washington. 
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The  new  Agreement  will  be  in  effect  for  2  years.  It  represents  a  continuation 
of  monetary  cooperation  arrangements  between  the  United  States  Treasury  and 
the  Venezuelan  Central  Bank.  The  first  Exchange  Agreement  between  the  two 
countries  was  signed  in  Caracas  on  March  18,  1966.  The  earlier  Agreement  ex- 
pires today  and  is  being  replaced  by  the  new  Agreement  just  signed. 

The  Agreement  provides  for  reciprocal  currency  "swap"  facilities  under  which  : 

— The  U.S.  Treasury  Exchange  Stabilization  Fund  may  purchase  Venezuelan 
bolivares  in  exchange  for  dollars,  and 

— The  Venezuelan  Central  Bank  may  purchase  United  States  dollars  in  ex- 
change for  bolivares, 

— Up  to  $50  million,  at  times  and  in  amounts  as  may  be  mutually  agreed. 

The  availability  of  these  currencies  to  the  two  countries  will  increase  the 
ability  of  their  financial  authorities  to  cooperate  effectively  in  international 
economic  affairs,  and  to  promote  stable  and  orderly  conditions  in  exchange 
markets. 


Exhibit  62. — Press  Release,  April  30, 1968,  announcing  the  signing  of  an  exchange 
agreement  by  the  United  States  and  Argentina 

Secretary  of  the  Treasury  Henry  H.  Fowler  and  the  Ambassador  of  Argentina, 
His  Excellency  Alvaro  Alsogaray,  today  signed  a  $75  million  Exchange  Agree- 
ment in  Washington. 

The  new  Agreement  provides  for  reciprocal  currency  "swap"  facilities  which 
enable  either  the  United  States  or  Argentina  to  draw  the  currency  of  the  other 
country  up  to  an  aggregate  amount  of  $75  million.  The  drawings  may  be  made 
at  times  and  in  amounts  that  are  mutually  agreeable  to  both  countries. 

The  new  Agreement  will  be  in  effect  for  one  year.  It  replaces  an  expiring  1-year 
Agreement  signed  May  2, 1967. 

The  reciprocal  availability  of  currencies  will  increase  the  ability  of  financial 
authorities  of  the  United  States  and  Argentina  to  cooperate  effectively  in  inter- 
national economic  affairs,  and  to  promote  stable  and  orderly  conditions  in  the 
foreign  exchange  markets. 

Exhibit  63. — Other  Treasury  testimony  published  in  hearings  before  congres- 
sional committees,  July  1,  1967-June  30,  1968 

Secretary  Fowler 

Statement  on  the  new  plan  for  international  monetary  reserves,  published  in 
hearings  before  the  Subcommittee  on  International  Exchange  and  Payments  of 
the  Joint  Economic  Committee,  U.S.  Congress,  90th  Congress,  1st  session, 
September  14, 1967,  pages  2-19. 

Statement  published  in  hearings  before  the  Committee  on  Banking  and  Cur- 
rency, House  of  Representatives,  90th  Congress,  2d  session  on  H.R.  14743,  a  bill 
to  eliminate  the  reserve  requirements  for  Federal  Reserve  notes  and  for  U.S. 
notes  and  Treasury  notes  of  1890,  January  23, 1968,  pages  4-21. 

Statement  on  the  balance  of  payments  and  international  finance  published  in 
hearings  before  the  .Joint  Economic  Committee  (Part  I),  U.S.  Congress,  90th 
Congress,  2d  session,  February  15,  I'KJS,  pages  277-279  and  284-290. 

Statement  published  in  hearings  before  the  Committee  on  Foreign  Relations, 
U.S.  Senate,  90th  Congress.  2d  session  on  S.  3423  and  H.R.  16911,  bills  to  pro- 
vide for  United  States  participation  in  the  facility  based  on  Special  Drawing 
Rights  in  the  International  Monetary  Fund,  May  13,  1968,  pages  2-28. 

Statement  published  in  hearings  before  the  Committee  on  Foreign  Relations, 
U.S.  Senate,  90th  Congress,  2d  session  on  S.  3378,  a  bill  to  provide  for  increased 
participation  by  the  United  States  in  the  International  Development  Association, 
May  21, 1968,  pages  2-15. 

Statement  published  in  hearings  before  the  Committee  on  Finance,  U.S.  Senate, 
90th  Congress,  2d  session,  on  H.R.  16241,  an  act  to  extend  the  tax  on  the  trans- 
portation of  persons  by  air  and  to  reduce  the  personal  exemption  from  duty  in 
the  case  of  returning  residents,  June  25, 1968,  pages  1.5-62. 

Under  Secretary  Barr 

Statement  published  in  hearings  before  the  Committee  on  Banking  and  Cur- 
rency, House  of  Representatives,  90th  Congress,  1st  session  on  H.R.  6649,  a  bill 
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to  amend  the  Export-Import  Bank  Act  of  1945,  to  shorten  the  name  of  the  Bank, 
to  extend  to  5  years  the  period  within  which  the  Bank  is  authorized  to  exercise 
its  functions,  and  to  increase  the  Bank's  lending  authority  and  its  authority  to 
issue  against  fractional  reserves,  export  credit  insurance  and  guarantees, 
September  12, 1967,  pages  5-6. 

Statement  published  in  hearings  before  the  Committee  on  Foreign  Relations, 
U.S.  Senate,  90th  Congress,  2d  session  on  S.  2975,  a  bill  to  provide  for  increased 
participation  of  the  United  States  in  the  Inter-American  Development  Bank, 
March  25, 1968,  pages  1-5. 

Under  Secretary  for  Monetary  Affairs  Deming 

Statement  on  the  new  plan  for  international  monetary  reserves,  published  in 
hearings  before  the  Subcommittee  on  International  Exchange  and  Payments 
of  the  Joint  Economic  Committee,  U.S.  Congress,  90th  Congress,  1st  session, 
September  14, 1967,  pages  20-27. 

Assistant  Secretary  Petty 

Statement  published  in  hearings  before  the  Committee  on  Banking  and  Cur- 
rency, House  of  Representatives,  90th  Congress,  2d  session  on  H.R.  16102,  a  bill 
to  enable  the  Export-Import  Bank  of  the  United  States  to  approve  extension  of 
certain  loans,  guarantees,  and  insurance,  May  13,  1968,  pages  10-12. 


Gold  and  Silver  Operations 

Exhibit  64. — Press  release,  July  14,  1967,  concerning  Treasury  sales  of  silver 

Success  of  the  Treasury  Department's  coinage  program  in  producing  silverless 
"clad"  coins  in  numbers  which  can  meet  any  foreseeable  needs  has  led  to  a 
decision  to  halt  Treasury  sales  of  silver  at  $1.29  an  ounce. 

Future  Treasury  sales  of  silver  will  be  at  going  market  prices  in  amounts  up 
to  2  million  ounces  a  week. 

The  former  price  was  maintained  by  Treasury  in  order  to  keep  silver  coins 
circulating  to  meet  the  needs  of  the  national  economy. 

The  rights  of  people  who  hold  U.S.  silver  certificates  to  exchange  them  for 
silver  at  the  $1.29  rate  will  not  be  affected.  Also,  the  legal  prohibition  against 
melting,  treatment  or  export  of  U.S.  silver  coins  will  remain  in  effect. 

Secretary  of  the  Treasury  Henry  H.  Fowler,  acting  on  a  recommendation  made 
today  at  a  meeting  of  the  Joint  Commission  on  the  Coinage,  has  halted  all  sales 
of  Treasury  silver  at  the  $1.29  price,  effective  immediately,  and  has  stated  that 
the  Department  will  consult  with  General  Services  Administration  on  arrange- 
ments for  conducting  future  sales  of  Treasury  silver. 

It  will  be  sold,  as  recommended  by  the  Coinage  Commission,  under  a  competi- 
tive sealed  bid  procedure,  with  small,  as  well  as  large,  purchasers  given  the 
opportunity  to  bid  for  it,  and  in  amounts  to  be  determined  for  each  sale  by  the 
Secretary  of  the  Treasury.  Details  of  the  bidding  and  selling  procedure  will  be 
announced  as  soon  as  they  are  worked  out. 

The  Secretary  will  make  reports  from  time  to  time  to  the  Coinage  Commission 
on  Treasury  silver  supplies  and  the  results  of  these  sales. 

Because  world  demand  for  silver,  which  exceeds  world  supplies,  would 
threaten  the  U.S.  silver  coinage,  the  Treasury,  in  1965,  obtained  enactment  of 
legislation  to  allow  the  minting  of  new  dimes  and  quarters  containing  no  silver, 
and  a  half-dollar  with  silver  content  reduced. 

Since  then,  in  2  years,  the  Mints  have  worked  on  expedited  schedules,  to 
produce  8%  billion  of  the  new,  silverless  dimes  and  quarters,  as  compared  to 
total  Mint  production  of  12%  billion  dimes  and  quarters  over  the  prior  25  years. 

The  Treasury  found  it  necessary,  in  mid-May  of  this  year,  to  confine  sales  at 
$1.29  an  ounce  to  U.S.  buyers  normally  using  silver  in  their  operations  and  to 
invoke  its  legal  authority  to  prohibit  melting,  treatment  or  export  of  silver 
coins.  This  came  about  because  of  a  rapid  rise  in  purchases  of  Treasury  silver 
which  started  in  early  May  and  threatened  to  exhaust  existing  stocks.  Until  then, 
the  Treasury  had  been  selling  at  the  $1.29  an  ounce  price  to  all  comers,  in 
order  to  keep  the  world  price  of  silver  down  until  the  point  could  be  reached 
in  new  coin  production  at  which  the  supply  of  the  older  silver  coins  would  not 
be  a  critical  factor  in  maintaining  orderly  commercial  transactions. 
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At,  tli.-it  tiiuo,  on  May  IS.  the  Treasury  estimated  that  hy  the  end  of  this  year, 
if  not  earlier,  there  slioiihl  he  enougli  of  the  new  <'oins  to  meet  all  ll.S.  needs. 
Today's  decision  rei)resents  the  conclusion  of  the  .Foint  Commission  on  the  Coin- 
age, as  well  as  that  of  Treasury  and  Mint  officials,  that  this  point  has  now 
been  reached. 

With  an  estimated  8^2  billion  dimes  and  quarters  in  clnuhition.  the  Treasury 
liad  produced  8^^  billion  new  coins  of  these  (lenominations  as  of  yesterday. 
Moreover,  Mint  production  is  planned  at  a  rate  of  olHJ  million  coins  a  month  for 
the  balance  of  this  year,  and  the  Treasury  has  enough  of  the  new  coin  blanks 
on  hand  to  increase  this  production  rate  to  700  million  a  month  if  necessary. 

The  chart  below  shows  how  Treasury  coinage  production  met  the  need  for 
new  coins  over  the  past  2^4  years. 
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Exhibit  65. — Amendments  to  silver  regulations,  September  21,  1967 

Title  31— MONEY  AND  FINANCE:  TREASURY 

Chapter  I — Monetary  Offices,  Department  of  the  Treasury 

PART  56— OFFICE  OF  DOMESTIC  GOLD  AND  SILVER  OPERATIONS  SALE  OF  SILVEIt 

PART  93— OFFICE  OF  DOMESTIC  GOLD  AND  SILVER  OPERATIONS  PROCEDURES  AND 

DESCRIPTIONS   OF   FORMS 

Miscellaneous  Amendments 

On  July  14,  11K57,  the  Treasury  Department  discontinued  sales  of  silver  at 
$1.2929202  per  fine  troy  ounce.  Since  that  date,  sales  of  silver  have  been  con- 
ducted by  the  General  Services  Administration  for  the  Treasury  Department 
under  competitive  bidding  procedures.  I'art  no  is  liereby  amended  to  describe 
the  conditions  under  which  such  sales  are  carried  out.  Because  of  the  nature 
and  puri>ose  of  this  part,  it  was  found  that  notice  and  i»ublic  procedure  were 
impracticable,  unnecessary,  and  contrary  to  tlie  public  interest. 

1.  Section  56.1  is  hereby  amended  to  read  as  foUows  : 

§  56.1     Conditions  upon  which  silver  will  be  sold. 

The  General  Services  Administration,  as  agent  for  the  Treasury  Department, 
will  conduct  periodic  sales  of  silver  as  agreed  upon  between  GSA  and  the  Treas- 
ury Department.  Sales  will  be  under  competitive  bidding  procedures  established 
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by  agreement  between  GSA  and  the  Treasury  Department.  Details  of  the  bidding 
and  selling  procedures  are  obtainable  by  telephone  or  by  writing  to  General 
Services  Administration,  Property  Management  and  Disposal  yervice,  Industry 
Materials  Division,  Metals  Project,  Washington,  D.C.  20405. 

2.  Section  56.2  is  hereby  amended  to  read  as  follows  : 

§56.2    Sales  price. 

Sales  of  silver  will  be  at  prices  offered  through  the  competitive  bidding  proce- 
dures referred  to  in  §  56.1,  and  accepted  by  the  GSA. 

§  93.75     [Deleted] 

3.  For  the  same  reasons  as  the  revision  of  Part  56  above,  §  93.75  of  Part  93  is 
hereby  deleted. 

Subject  to  the  provisions  of  Public  Law  90-29,  approved  June  24,  1967,  silver 
certificates  will  continue  to  be  exchangeable  for  silver  on  demand  until  June  24, 
196S,  and  as  specified  in  the  first  paragraph  of  the  notice  appearing  at  29  F.R. 
3819,  March  27,  1964. 

[seal]  I'llEDEHICK  L.   DeMING, 

Under  Secretary  of  the  Treasury 

for  Monetary  Affairs. 

[F.R.  Doc.  67-11144  ;  Filed,  Sept.  21,  1967  ;  S  :47  a.m.] 


Exhibit  66.— Press  release,  March  17,  1968,  concerning  amendments  of  Treasury 

gold  regulations 

Pursuant  to  agreements  announced  by  the  central  banks  of  Belgium,  Germany, 
Italy,  the  Netherlands,  Switzerland,  the  United  Kingdom,  and  the  United  States 
in  Washington  on  March  17.  1968,^  the  Treasury  Department  has  issued  amend- 
ments of  the  Treasury  Gold  Regulations,  effective  immediately. 

The  Treasury  will  no  longer  purchase  gold  in  the  private  market  nor  will  it  sell 
gold  for  industi-ial,  professional  or  artistic  uses.  The  private  holding  of  gold  in 
the  United  States  or  by  U.S.  citizens  and  companies  abroad  continues  to  be  pro- 
hibited except  pursuant  to  existing  regulations. 

The  Gold  Regulations  have  been  amended  to  iiermit  domestic  producers  to  sell 
and  export  freely  to  foreign  buyers  as  well  as  to  authorized  domestic  users. 
Authorized  domestic  users  i-egularly  engaged  in  an  industry,  profession,  or  art  in 
which  gold  is  required  may  continue  to  impoi-t  gold  or  to  purchase  gold  from 
domestic  producers  within  the  limits  of  their  licenses  or  authorizations  in  the 
Gold  Regulations. 

Exhibit  67. — Amendments  to  gold  regulations,  March  18,  1968 

Title  31— MONEY  AND  FINANCE:  TREASURY 

Chapter  I— Monetary  Offices,  Department  of  the  Treasury 

PART  54— GOLD  REGULATIONS 

Import  of  Gold  by  Persons  Holding  Treasury  Licenses  and  Export  of  Newly 

Mined  Domestic  Gold 

The  purposes  of  the  amendments  set  forth  below  are  to  provide  that  the  Mints 
shall  no  longer  purchase  or  sell  gold,  and  to  provide  that  newly  mined  domestic 
gold  may  be  exported.  Persons  regularly  engaged  in  an  industry,  profession,  or 
art,  who  require  gold  for  legitimate,  customary,  and  ordinary  use,  or  persons 
holding  Treasury  gold  licenses  may  continue  to  acquire  newly  mined  gold  or  to 
import  gold  into  the  United  States  for  authorized  uses.  Because  of  the  nature  of 
the.se  amendments,  their  relationship  to  the  international  monetary  system,  and 
the  consequent  necessity  for  making  them  effective  immediately,  it  is  found  that 
notice  and  public  procedure  are  impracticable,  unnecessary,  and  contrary  to  the 
public  interest. 


See  exhibit  39. 
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1.  Section  54.7  is  amendod  by  inserting  "(a)"  at  the  beginning  thereof,  and 
by  adding  at  the  end  thereof  the  following  : 

§  54.7    General  provisions  affecting  export  licenses. 

**»♦*** 

(b)   This  section  shall  not  apply  to  exports  of  gold  authorized  under  §  54.25(b). 
§54.19     [Amended] 

2.  Section  54.19(b)  (1)  is  deleted. 

3.  Section  54.19(c)  is  amended  by  deleting  "to  the  United  States  and". 

§  54.21     [Amended] 

4.  Section  54.21(a)  (1)  is  amended  by  deleting  therefrom  the  words  '-uumelted 
scrap." 

5.  Section   54.21(a)(3)    is    amended    by    deleting   therefrom    "to    the    United 
States,". 

6.  Section  54.21(a)  (4)  is  amended  by  deleting  therefrom  "to  the  United  States 
or". 

§  54.23     [Amended] 

7.  Section  54.23  is  amended  by  deleting  therefrom  ",  or  for  sale  to  the  United 
States". 

8.  Section  54.25(b)  is  amended  by  adding  at  the  end  thereof  the  following  : 

§  54.25    Licenses. 

**♦*«*  * 

(b)  Licenses  and  authorisations  for  the  exporting  of  gold.  *  *  * 
(5)  Gold  recovered  from  natural  deposits  in  the  United  States  or  any  place 
subject  to  the  jurisdiction  thereof,  which  shall  not  have  entered  into  monetary  or 
industrial,  professional,  or  artistic  use  may  be  exported  from  the  United  States 
for  disposition  to  a  person  not  subject  to  the  jurisdiction  of  the  United  States, 
or  to  a  person  subject  to  the  jurisdiction  of  the  United  States  who  is  licensed  to 
acquire  such  gold  without  the  necessity  of  obtaining  a  license  therefor.  With 
resi^eet  to  each  such  export,  such  information  shall  be  furnished  in  such  form  and 
at  such  time  as  the  Director,  Office  of  Domestic  Gold  and  Silver  Operations 
requires  under  §  54.26(a). 

§§  54.36-54.52     [Revoked] 

9.  Sections  54.36  to  54.52,  inclusive,  are  hereby  revoked. 

Parts  92  and  93  shall  be  deemed  to  be  modified  to  the  extent  necessary  to  con- 
form to  the  amendments  to  Part  54  made  herein. 

(Sec.  5(b),  40  St.it.  415,  as  luiiended,  sees.  3,  8,  9,  11,  48  Stat.  340,  341,  342  ;  12  U.S.C.  95a, 
31  U.S.C.  442,  733,  734,  822b  ;  K.O.  6200,  Aug.  28,  1933,  as  amended  by  E.O.  10896,  25  F.U. 
12281,  E.O.  10905,  26  F.R.  321,  K.O.  11037,  27  F.R.  6967;  3  CPR,  1959-63  Comn.  and 
E.O.  6359,  Oct.  25,  1933,  E.O.  9193,  as  amended,  7  F.R.  5205;  3  CFR,  1943  Cum.  Supp., 
E.O.  10289,  16  F.R.  9499,  3  CFR,  1949-53  Comp.,  except  as  otherwise  noted) 

This  amendment  shall  become  effective  on  filing  w-ith  the  Office  of  the  Federal 
Register. 

Henry  H.  Fowler, 
Secretary  of   the  Treasury. 

[F.R.  Doc.  68-3385  ;  Filed,  Mar.  IS,  1908  ;  9  :  01  a.m.] 


Exhibit  68. — Amendments  to  gold  regulations,  April  15,  1968 

Title  31— MONEY  AND  FINANCE:  TREASURY 
Chapter  I — Monetary  OflBces,  Department  of  the  Treasury 

PART  54— GOLD  REGULATIONS 

Transactions  in  Gold 

Licensing  of  persons  to  trade  in  gold ;  prohibitions  against  transactions  in  mone- 
tary gold ;  and  transactions  in  w^hich  persons  may  act  as  brokers  or  provide  safe- 
keeping services  for  gold. 
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The  purposes  of  the  amendments  set  forth  below  are  :  ( 1 )  To  make  it  clear  that 
the  Director,  Office  of  Domestic  Gold  and  Silver  Operations,  will  henceforth  con- 
sider applications  for  licenses  submitted  by  persons  wishing  to  engage  in  the  busi- 
ness of  buying  and  selling  gold  required  by  authorized  industrial,  professional, 
and  artistic  users,  and  to  set  forth  in  more  detail  the  terms  and  conditions  of 
these  licenses;  and  (2)  to  clarify  existing  regulations  to  indicate  that  persons 
(including  banks)  may,  without  being  licensed,  purchase  gold  for  the  account 
of  persons  licensed  or  otherwise  authorized  to  acquire  gold  pursuant  to  Part  54, 
and  offer  custodial  storage  and  safekeeping  services  for  such  licensed  or  author- 
ized persons.  Persons  acting  as  agents  may  not  themselves  acquire  any  interest 
in  the  gold  which  they  buy,  sell,  or  hold  in  safekeeping  for  the  account  of  another, 
nor  extend  credit  beyond  the  normal  time  necessary  for  the  remittance  of  funds. 

Persons  who  hold  Treasury  gold  licenses  or  who  otherwise  are  authorized  by 
the  regulations  may  continue  to  acquire  newly  mined  gold  or  to  import  gold  into 
the  United  States  for  authorized  uses.  Henceforth,  all  transactions  in  gold  with 
foreign  monetary  authorities  are  prohibited. 

In  addition,  some  technical  changes  are  made  in  certain  provisions  of  the  regu- 
lations in  order  to  conform  them  with  the  amendments  to  the  Gold  Regulations 
issued  on  March  18, 1968  (33  F.R.  4677) . 

Because  the  nature  of  these  amendments  is  to  clarify  existing  regulations, 
and  there  is  a  necessity  for  making  them  effective  immediately,  it  is  found  that 
notice  and  public  procedure  are  unnecessary. 

(Sec.  5(b),  40  Stat.  415,  as  amended,  sees.  .3,  8,  9,  11,  48  Stat.  340,  341,  342  ;  12  U.S.C.  95a, 
31  U.S.C.  442,  733,  734,  822b  ;  E.O.  6260,  Aug.  28,  1933,  as  amended  by  B.O.  10896,  25  F.R. 
12281,  B.O.  10905,  26  F.R.  321,  E.O.  11037,  27  F.R.  6967  ;  3  CFR,  1959-1963  Comp. ;  and 
E.O.  6359,  Oct.  25,  1933,  E.O.  9193,  as  amended,  7  F.R.  5205,  3  CFR,  1943,  Cum.  Supp. ; 
E.O.  10289,  16  F.R.  9499,  3  CFR,  1949-1953  Comp.  ;  except  as  otherwise  noted) 

§542     [Amended] 

1.  Section  54.2(a)  is  amended  by  deleting  therefrom  "54.34"  and  substituting 
therefor  "54.35",  and  is  further  amended  by  deleting  therefrom  " ;  and  §  §  54.35  to 
54.52  refer  particularly  to  sections  8  and  9  of  the  Gold  Reserve  Act  of  1934,  as 
amended". 

§  54.4     [Amended] 

2.  Section  54.4(a)  (9)  (iii)  is  amended  by  deleting  therefrom  ".$35  per  troy 
ounce  of  fine  gold  content"  and  substituting  therefor  the  words  "the  cost  to  the 
manufacturer  of  the  gold  in  the  article". 

3.  Section  54.4(a)  (12)  is  amended  by  deleting  therefrom  the  words  "and 
includes,  but  not  by  way  of  limitation,  acts  of  agency  with  respect  thereto 
although  the  principal  be  unknown". 

§  54.6     [Amended] 

4.  Section  54.6(b)  is  amended  by  deleting  therefrom  "such  advice"  and  sub- 
stituting therefor  "any  notice  from  the  Director  of  modification  or  revocation  of 
license". 

5.  Section  54.6(b)  footnote  1  is  amended  by  deleting  therefrom  "93.18"  and  .sub- 
stituting therefore  "93.10". 

6.  Section  54.13  is  amended  to  read  as  follows  : 

§54.13    Transporting  or  holding  gold  in  safekeeping. 

(a)  Carriers  are  authorized  to  transport  gold  for  persons  who  are  either 
licensed  or  who  are  otherwise  permitted  by  the  regulations  in  this  part  to  hold 
and  transport  gold. 

(b)  Banks  and  other  persons  are  authorized  to  provide  facilities  for  the  safe- 
keeping of  gold  lawfully  held  pursuant  to  a  license  issued  under  this  part  or  other- 
wise permitted  to  be  held  by  the  regulations  in  this  part. 

§  54.20     [Amended] 

7.  Section  54.20(a)  is  amended  by  deleting  therefrom  "54.40,". 

8.  Section  54.24  is  amended  to  read  as  follows  : 

§  54.24    Applications. 

Every  application  for  a  license  under  §  54.25  (a)  and  (c)  shall  be  made  on  Form 
TG-12  (except  that  applications  for  export  licenses  shall  be  made  on  Form  TG- 
15).  Each  application  for  a  license  shall  be  filed  in  duplicate  with  the  Director, 
Office  of  Domestic  Gold  and  Silver  Operations,  Treasury  Department,  Washington, 

318-223—69 32 
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D.C.  202L'0.  Every  applicant  for  a  license  under  §54.25  (a)  or  (c)  shall  state  in 
his  application  whether  or  not  any  applications  have  l)een  filed  by  or  licenses 
issued  to  any  partnership,  association  or  corporation  in  which  the  applicant  has 
a  substantial  interest  or,  if  the  applicant  is  a  i>artnership,  association  ()r  corjw- 
ration,  by  or  to  a  i)ers(>n  having  a  substantial  interest  in  such  partnership,  associ- 
ation or  corporation.  The  Director,  Oflice  of  Domestic  Gold  and  Silver  Operations, 
shall  not  is.sue  any  license  to  any  i>erson  if  in  the  judgment  of  the  Director  more 
than  one  license  for  the  same  purpose  will  be  held  for  the  principal  use  or  benefit 
of  the  same  ix^rsons  or  intei'ests.  Any  person  licensed  under  this  subpart  acijuiring 
a  principal  interest  in  any  partnership,  associatiim,  or  corporation,  holding  a 
license  under  this  sul)part  for  this  purpose  shall  immediately  so  inform  the  Direc- 
tor, Office  of  Domestic  Gold  and  Silver  Operation.s. 
9.  Section  54.25  is  amended  by  adding  at  the  end  thereof  the  following : 

§  54.25    Licenses. 

******* 

(c)  Liccnsrs  for  the  acquisition  and  holdino,  transport  a  I  iov.  niclthifj  and 
trcatinfj,  importiuy  and  exporting,  and  difiposition  of  gold  for  the  purpose  of 
furnishiiif/  it  for  i)i(lustrii,  profession  or  art.  (1)  Ui>on  receipt  of  the  ajiplication 
si>ecilied  in  S  54.24  and  after  obtaining  such  additional  information  as  is  deemed 
necessary,  the  Director,  Office  of  Domestic  Gold  and  Silver  Operations,  shall,  if 
satisfied  (hat  the  applicant  is  qualified  in  all  respects  to  conduct  gold  operations 
in  full  compliance  with  the  provisions  of  this  part  and  the  provisions  of  a  Treas- 
ury gold  license,  issue  or  cause  to  be  issued  to  the  applicant  a  license  on  the 
approved  form,  which  shall  permit  the  applicant  to  engage  in  the  business  of 
buying  and  selling  gold  required  by  authorized  industrial,  professional  or  artistic 
users. 

(2)  Licenses  issued  under  this  section  and  paragraph  may  authorize  the 
licensee:  (i)  To  acquire  and  hold  gold  for  the  purpose  of  selling  such  gold 
within  the  United  States  and  its  Possessions  subject  to  the  conditions  and  limi- 
tations which  may  be  contained  in  the  license;  (ii)  to  transport  such  gold;  (iii) 
to  melt  or  treat  gold  or  to  have  it  melted  or  treated  for  the  licen.see's  account  to 
the  extent  necessary  to  meet  the  requirements  of  the  industries,  professions,  arts 
or  businesses  to  which  licensee  sells,  or  otherwise  to  meet  the  requirements  of 
licensee's  business;  and  (iv)  to  import  gold  for  sale  provided  that  the  aggregate 
amount  of  all  gold  held  after  such  importation  does  not  exceed  the  maximum 
amount  authorized  to  be  held  under  the  license. 

(3)  Exports  are  authorized  to  the  extent  permitted  by  paragraph  (b)  (2), 
(4)  and  (5)  of  this  section  or  licenses  issued  thereunder. 

(4)  Sales  of  gold  held  pursuant  to  a  license  issued  under  this  paragraph  may 
be  made  to  any  other  person  holding  a  license  hereunder. 

(5)  With  respect  to  each  tran.saction  engaged  in  by  licensees  jjursuant  to 
licen.ses  issued  under  this  paragraph,  including  but  not  limited  to  each  export 
of  gold  in  any  form,  such  information  shall  be  furnished  in  such  form  and  at 
such  time  as  the  Director,  Office  of  Domestic  Gold  and  Silver  Oix-rations, 
shall  require  under  §  54.26(a). 

(6)  The  aggregate  amount  of  gold  held  by  a  licensee  at  any  one  time  in  any 
form  or  from  any  source,  may  not  exceed  the  maximum  amount  authorized  to  be 
held  under  the  license. 

(7)  Nothing  contained  in  this  paragraph  or  any  license  issued  hereunder 
shall  be  deemed  to  allow  the  sale  or  delivery  of  gold  to  persons  subject  to  the 
jurisdiction  of  the  United  States  who  are  not  authorized  to  acquire  gold  under 
the  regulations  in  this  part. 

(d)  Prohibited  transactions.  Persons  subject  to  the  regulations  contained  in 
this  part  are  prohibited  from  engaging  in  transactions  with  a  foreign  monetary 
authority  involving  gold,  regardless  of  form. 

These  amendments  are  effective  upon  publication  in   (he  Ficdekal   Registkk. 

[seal]  Henry  H.  Fowlek, 

Secretary  of  the  Treasury. 

[r.R.  Doc.  68-4484  ;  Piled,  Apr.  15,  1968  ;  8  :48  a.m.] 
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Organization  and  Procedure 

Exhibit     6y. — Treasury    Department     orders     relating     to    organization     and 

procedure 

No.  15,  Revision  No.  2,  October  20,  1967. — Inspection  of  Guard  Forces 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  includ- 
ing the  authority  in  Reorganization  Plan  No.  26  of  1950,  and  confirming  the 
practice,  in  effect  since  1957,  pursuant  to  which  the  respective  Bureaus  have 
assumed  responsibility  for  inspections  of  their  guard  forces,  the  U.S.  Secret 
Service  is  hereby  relieved  of  its  responsibility  to  conduct  annual  inspections 
of  the  Bureau  of  Engraving  and  Printing  guard  force  and  the  guard  force 
under  the  supervision  of  the  Director  of  the  Bureau  of  the  Mint.  It  is  under- 
stood, however,  that  at  such  times  as  may  be  desirable  and  feasible.  Secret 
Service  will  make  inspections  when  requested  by  either  of  the  above-mentioned 
Bureaus  or  when  directed  by  me  or  by  my  delegate. 

The  provisions  of  Treasury  Department  Order  No.  15  (Revision  No.  1), 
dated  May  14, 1953,  are  modified  accordingly. 

Henry  H.  Fowler, 
Secretary  of  the  Treasury. 

No.  72,  Revised,  June  10,  1968. — Delegation  of  Authority  To  Authorize  or 

Approve  Travel 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950,  which  was  delegated 
to  me  by  Treasury  Department  Order  No.  190,  Revision  No.  5,  and  pursuant 
to  the  provisions  of  Bureau  of  the  Budget  Circular  No.  A-7,  Revised,  it  is 
hereby  ordered  that: 

(1)  The  following  officials  of  the  Treasury  Department  may  authorize  or 
approve  travel  on  official  business  of  the  Department  performed  by  themselves 
or  by  civilian  officers  and  employees  under  their  jurisdiction : 

Commissioner  of  Accounts 

Commissioner  of  Customs 

Director,  Bureau  of  Engraving  and  Printing 

Commissioner  of  Internal  Revenue 

Commissioner  of  the  Public  Debt 

Treasurer  of  the  United  States 

Comptroller  of  the  Currency 

Director  of  the  Mint 

National  Director,  U.S.  Savings  Bonds  Division 

Director,  U.S.  Secret  Service 
These  foregoing  officials  are  authorized  to  redelegate  this  authority   to  appro- 
priate subordinate  officials. 

(2)  The  exercise  of  the  authority  delegated  by  subparagraph  (1)  above, 
shall  be  subject  to  such  administrative  instructions  and  procedures  as  may 
be    prescribed   by   the   Assistant   Secretai-y  for  Administration. 

(3)  This  order  becomes  effective  immediately  and  supersedes  Treasury  De- 
partment Order  No.  72  Revised,  dated  October  12, 1965. 

A.  E.  Weatiierbee, 
Assistant  Secretary  for  Administration. 

No.  75,  Revised,  June  13,  1968. — Delegation  of  Authority  To  Authorize  or 
Approve  Travel  and  Transportation  Expenses  for  Employees  Transferred 
to  a  New  Post  of  Duty 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950,  which  was  delegated 
to  me  by  Treasury  Department  Order  No.  190,  Revision  No.  5,  it  is  hereby 
ordered  that : 

(1)  The  following  officials  of  the  Treasury  Department  may  authorize  or 
approve  the  allowance  and  payment  from  Government  funds  of  travel  and  trans- 
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poi-tation  expenses  allowable  under  5  U.S.C.  5721-r)724a.  and  5726-5730,  as  imple- 
mented by  the  regulations  prescribed  in  Bureau  of  the  Budget  Circular  No.  A-5(j : 

Commissioner  of  Accounts 

Commissioner  of  Customs 

Director,  Bureau  of  Engraving  and  Printing 

Commissioner  of  Internal  Revenue 

Commissioner  of  the  Public  Debt 

Treasurer  of  the  United  States 

Comptroller  of  the  Currency 

Director  of  the  Mint 

National  Director,  U.S.  Savings  Bonds  Division 

Director,  U.S.  Secret  Service 
These  foregoing  officials  are  authorized  to  redelegate  this  authority  to  appro- 
priate subordinate  officials. 

(2)  The  exercise  of  the  authority  delegated  by  subparagraph  (1)  above,  shall 
be  subject  to  such  administrative  instructions  and  procedures  as  may  be  pre- 
scribed by  the  Assistant  Secretary  for  Administration. 

(3)  This  order  becomes  effective  immediately  and  supersedes  Treasury  De- 
partment Order  No.  75  Revised,  dated  May  29, 1962. 

A.  E.  Weatherbee, 
Assistant  Secretary  for  Administration. 

No.  95,  Revision  No.  2,  April  19,  1968. — Assignment  of  Functions  Relating 
TO    Control  and  Custody  of   Unissued  Federal  Reserve  Notes 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950  and  under  the  authority 
vested  in  me  by  Treasury  Order  No.  190,  Revision  4,  it  is  hereby  ordered  that  the 
functions  relating  to  the  control  and  custody  of  newly  produced  Federal  Reserve 
notes  currently  performed  by  the  Comptroller  of  the  Curi'ency  and  the  Treasurer 
of  the  United  States  be  henceforth  assigned  in  the  following  manner : 

1.  In  accordance  with  Section  418,  Title  12,  U.S.C,  the  Comptroller  of  the  Cur- 
rency will  continue  to  cause  plates  and  dies  to  be  engraved  and  to  have  printed 
therefrom  and  numbered  such  quantities  of  Federal  Reserve  notes  as  may 
be  required  to  supply  the  Federal  Reserve  banks. 

2.  In  accordance  with  Section  419,  Title  12,  U.S.C,  the  Federal  Reserve  notes 
prepared  shall  be  retained  in  custody  by  the  Bureau  of  Engraving  and  Printing 
deposited  to  the  order  of  the  Comptroller  of  the  Currency  for  their  delivery 
to  a  Federal  Reserve  bank. 

3.  The  Treasurer  of  the  United  States  will  be  relieved  of  his  present  joint- 
custody  responsibilities  for  Federal  Reserve  currency. 

4.  The  Bureau  of  Engraving  and  Printing  shall  furnish  to  the  Comptroller 
of  the  Currency  and  to  the  Treasurer  of  the  Unit(>d  Stiites,  as  the  representa- 
tive of  the  Secretary  of  the  Treasury,  data  mutually  agreed  necessary  to  assure 
a   continuous   accounting  of   Federal   Reserve  currency   printed. 

The  facilities  and  resources  necessary  to  perform  the  functions  as  reassigned 
by  this  order  shall  be  redistributed  among  the  affected  agencies  as  mutually 
determined  and  agreed  to  by  the  Comptroller  of  the  Currency,  the  Treasurer 
of  the  United  States,  and  the  Director  of  the  Bureau  of  Engraving  and  Printing. 
This  order  shall  become  effective  immediately.  It  supersedes  Treasury  De- 
partment Order  No.  95  ( Revision  1 )  dated  July  20, 1955. 

Joseph  W.  Barr 
Under  Secretary  of  the  Treasury. 

No.  147-4,  September  22,  1967. — Designation  of  an  Acting  Director,  Office  of 
Law  Enforcement  Coordination 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  and  by 
virtue  of  the  authority  vested  in  me  by  Treasury  Department  Order  No.  190, 
Revision  4,  Executive  Assistant  to  the  Special  Assistant  (for  Enforcement) 
Charles  C.  Humpstone  is  designated,  effective  12:01  a.m.,  September  22,  1967, 
to  serve  as  Acting  Director,  Office  of  Law  Enforcement  Coordination,  witli  the 
authority  to  perform  all  functions,  without  limitation,  now  authorized  to  be  per- 
formed  by  the  Director,  Office  of  Law  Enforcement  Coordination.  Mr.  Humpstone 
will  contimie  to  serve  in  this  capacity  until  further  notice. 

Joseph  W.  Barr, 
Under  Secretary  of  the  Treasury. 
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No.   147-5,  March  29,  1968. — Transfer  of  INTERPOL  Functions  From  the 
Bureau  of  Narcotics  to  the  Office  of  the  Secretary 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  and  by 
virtue  of  the  authority  vested  in  me  by  Treasury  Department  Order  No.  190, 
Revision  4,  it  is  hereby  ordered  that  as  of  April  1,  1968,  staff  and  operations 
services  heretofore  furnished  by  the  Bureau  of  Narcotics  to  the  United  States 
representative  to  the  International  Criminal  Police  Organization  (INTERPOL) 
are  transferred  to  the  OflSce  of  the  Special  Assistant  to  the  Secretary  (for 
Enforcement). 

These  services  will  be  performed  under  the  supervision  of  the  Special  Assistant 
(for  Enforcement)  and  will  consist  of  receipt,  transmittal,  processing,  and 
handling  of  correspondence,  inquiries,  investigative  referrals  and  the  like  from 
and  to  the  Secretariat  of  INTERPOL  and  its  individual  national  central  bureaus. 

The  Special  Assistant  to  the  Secretary  (for  Enforcement)  is  designated  as  the 
U.S.  representative  to  INTERPOL;  and  he  will  in  that  capacity  deal  with  all 
questions  relating  to  INTERPOL  dues,  INTERPOL  functions,  obligations  of 
membership  and  agenda  of  and  representation  at  INTERPOL  conferences  and 
General  Assembly  sessions. 

Such  positions,  records,  and  equipment  which  are  determined  by  the  Assistant 
Secretary  for  Administration  and  the  Commissioner  of  Narcotics  in  consultation 
with  the  Special  Assistant  to  the  Secretary  (for  Enforcement)  to  be  necessary 
to  the  performance  of  the  staff  and  operations  services  described  above  shall  bo 
transferred  from  the  Bureau  of  Narcotics  to  the  Office  of  the  Secretary.  Such 
funds  as  are  necessary  to  the  performance  of  the  said  services  shall,  for  the  period 
April  1,  1968,  through  June  30,  1968,  be  transferred  to  the  Office  of  the  Secretary. 

This  order  supersedes  Treasury  Department  Order  No.  147-2  of  March  23, 1967. 

Joseph  W.  Barr, 
Under  Secretary  of  the  Treasury. 

No.  156-1,  Revision  No.  1,  April  10,  1968. — Delegation  of  Authority  to  Make 
Withdrawals  From  Trust  and  Deposit  Fund  Accounts 

By  virtue  of  the  authority  vested  in  me  through  Reorganization  Plan  No.  26 
of  1950,  and  Treasury  Department  Order  No.  190,  there  is  delegated  to  the  Com- 
missioner of  Accounts  authority  to  approve  schedules  for  withdrawals  from  all 
trust  and  deposit  fund  accounts  administered  by  the  Bureau  of  Accounts  for  the 
Secretary  of  the  Treasury. 

The  authority  delegated  by  this  order  may  be  redelegated  to  personnel  of  the 
Bureau  of  Accounts. 

John  K.  Carlock, 
Fiscal  Assistant  Secretary. 

No.  165-20,  July  17, 1967. — Delegation  of  xIuthority  To  Authorize  Publication 
OF  Advertisements,  Notices,  and  Proposals 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury  by  5  U.S.C. 
302  and  delegated  to  me  by  Treasury  Department  Order  No.  190  (Revision  4), 
dated  December  15,  1965,  there  is  hereby  delegated  to  the  following  officials  of  the 
Bureau  of  Customs  the  authority  vested  in  the  Secretary  by  Section  3828  of  the 
Revised  Statutes  (44  U.S.C.  324)  to  authorize  the  publication  of  advertisements, 
notices  and  proposals  in  commercial  newspapers,  periodicals,  and  other  media 
for  the  recruitment  of  personnel  to  serve  in  the  Bureau  of  Customs : 
Commissioner  of  Customs 
Deputy  Commissioner  of  Customs 

Assistant  Commissioner  of  Customs  for  Administration 
Director,  Personnel  Management  Division 
The  administrative  duties  involved  in  accomplishing  the  advertising  may  be 
assigned  to  such  subordinate  officers  as  may  be  required. 

A.  E.  Weatherbbe, 
Assistant  Secretary  for  Administration. 

No.  17.3-3,  Amendment  No.  1,  December  26, 1967. — Realignment  of  Headquarters 
Functions  and   Responsibilities  in  the  United   States   Secret  Service 

Pursuant  to  the  authority  vested  in  the  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950,  and  pursuant  to  the  author- 
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ity  vested  in  me  by  Treasury  Department  Order  No.  190  (Revision  No.  4),  tlu> 
first  paragraph  of  Treasury  Department  Order  No.  173-3  is  amended  to  read  as 
follows : 

"By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  includ- 
ing the  authority  in  Reorganization  Plan  No.  2G  of  lO.'O,  the  following  offices  are 
hereby  established  iu  the  Headquarters  of  the  United  States  Secret  Service : 
Director 
Deputy  Director 

Assistant  Director  (Protective  Intelligence) 
Assistant  Director  (Investigations) 
Assistant  Director  (Protective  Forces) 
Assistant  Director  (Administration) 
Counsel 

Assistant  to  the  Director  (Inspection  &  Audit) 
Assistant  to  the  Director  ( Public  Affairs) " 

James  P.  Hendrick. 
Special  Assistant  to  the  Secretary 
(for  Enforcement) . 

No.  174,  Amendment  No.  2,  Aprh,  2(>,  1968. — Transfer  of  the  Func!tion  of 
Auditing  and  Verifying  the  Inventory  of  Unissued  Stocks  of  Federal 
Reserve  Notes 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950  and  under  the  authority 
vested  in  me  by  Treasury  Department  Order  No.  190,  Revision  5,  it  is  hereby 
ordered  that  the  function  of  auditing  and  verifying  the  inventory  of  unissued 
stocks  of  Federal  Reserve  notes  be  transferred  from  the  Bureau  of  Accounts  to 
the  Bureau  of  Engraving  and  Printing.  The  Bureau  of  Engraving  and  Printing 
Avill  furnish  certified  copies  of  the  results  of  audits  made  pursuant  to  this  Order 
to  the  Board  of  Governors  of  the  Federal  Reserve  System,  to  the  Comptroller  of 
the  Currency  and  to  the  Treasurer  of  the  United  States. 

This  order  supersedes  and  cancels  Treasury  Department  Order  174.  Amend- 
ment 1.  of  October  10.  19.")8,  and  paragrnph  P,  of  Treasury  Department  Order  No. 
174  of  May  27,  1953,  and  revokes  the  provisions  of  any  other  Treasury  Depart- 
ment Order  or  authority  issued  prior  hereto,  which  are  in  conflict  with  this  order. 

This  Order  shall  become  effective  upon  completion  by  the  Bureau  of  Accounts 
of  the  verification  of  inventories  of  unissued  Federal  Reserve  notes  made  in  con- 
junction with  the  transfer  of  currency  custody  responsibilities  ordered  by  Treas- 
ury Department  Order  No.  95  (Revision  No.  2)  dated  April  19,  1968. 

Joseph  W.  Barr, 
Under  Secretary  of  the  Treasnry. 

No.  177-21,  October  20,  59(57. — Dei^gation  of  Authority  To  Appoint  Uniformed 
Guards  as  Speciai,  Policemen  for  a  Temporary  Period 

1.  I'ursuant  to  the  authorit.v  vested  in  the  Secretary  of  the  Treasury,  includ- 
ing that  vested  in  him  by  delegation  from  the  Administrator  of  General  Services 
82  F.R.  31968  (1967),  and  pursuant  to  the  authority  vested  in  me  by  Treasury 
Department  Order  No.  190  (Revision  4)  : 

(1)  authority  is  hereby  delegated  to  the  Director  of  the  United  States  Secret 
Service  to  appoint  uniformed  guards  as  special  policemen  and  to  make  all  need- 
ful rules  and  regulations  for  the  protection  of  the  Treasury  Building  and  Treas- 
ury Annex,  Washington,  D.C. ; 

(2)  authority  is  hereby  delegated  to  the  Director  of  the  Bureau  of  Engraving 
and  Printing  to  appoint  uniformed  guards  as  special  policemen  and  to  make  all 
needful  rules  and  regulations  for  the  protection  of  the  Bureau  of  Engraving  and 
Printing  and  Bureau  of  Engraving  and  Printing  Annex,  Washington,  D.C. 

2.  This  delegation  shall  be  effective  immediately  and  shall  remain  in  effect 
until  12 :00  noon  on  Monday,  October  ."^O,  1967. 

3.  This  iiuthority  shall  be  exercised  in  nccordnnce  with  the  Act  of  June  1, 
1948  (62  Stat.  281). 

James  Pomeroy  Hendriok. 
Special  Assistant  to  the  Secretary 
(for  Enforcement) . 
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No.     177-25,    November    28,     19G7. — Delegation    of    Authority    To    Appoint 
Uniformed  Guards  as  Special  Policemen 

rur.suant  to  tlic  autliority  vested  in  the  Secretary  of  the  Treasury,  ineluding 
that  vested  in  him  by  delegation  from  the  Administrator  of  General  Services, 
32  F.R.  11968  (1967),  and  pursuant  to  the  authority  vested  in  me  by  Treasury 
Department  Order  No.  190  (Revision  4)  : 

(1)  authority  is  hereby  delegated  to  the  Director  of  the  United  States  Secret 
Service  to  appoint  uniformed  guards  as  special  policemen  and  to  make  all  need- 
ful rules  and  regulations  for  the  protection  of  the  Treasury  Building  and  Treas- 
ury Annex,  Washington,  D.O. ; 

(2)  authority  is  hereby  delegated  to  the  Director  of  the  Bureau  of  Engraving 
and  Printing  to  appoint  uniformed  guards  as  special  policemen  and  to  make  all 
needful  rules  and  regulations  for  the  protection  of  the  Bureau  of  Ii]ngraving  and 
Printing  and  Bureau  of  Engraving  and  Printing  x\nnex,  Washington,  D.C. ; 

(3)  authority  is  hereby  delegated  to  the  Director  of  the  Bureau  of  the  Mint 
to  appoint  uniformed  guards  as  special  policemen  and  to  make  all  needful  rules 
and  regulations  for  the  protection  of  the  United  States  Mint,  Denver,  Colorado; 
the  United  States  Bullion  Depository,  Fort  Knox,  Kentucky ;  the  United  States 
A.ssay  Office,  32  Old  Slip,  New  York,  New  York ;  the  United  States  Mint,  16th 
and  Spring  Garden  Streets,  Philadelphia,  Pennsylvania;  the  United  States  Assay 
Office,  155  Herman  Street,  San  Franci.sco,  Calif;  and  the  United  States  Bullion 
Depository,  West  Point,  New  York. 

The  authority  conferred  by  this  order  shall  be  exercised  in  accordance  with  the 
Act  of  June  1, 1948  (62  Stat.  281) . 

Joseph  W.  Barr, 
Under  Secretary  of  the  Treasury. 

No.    19(">,    Revision    No.    5,    March    26,    1968. — Supervision    of    Bureaus    and 
Performance  of   Functions   in   the  Treasury  Department 

1.  The  following  bureaus,  offices,  and  staff  assistants  shall  be  under  the  direct 
supervision  of  the  Secretary  and  the  Under  Secretary  : 

Internal  Revenue  Service 

Office  of  the  Comptroller  of  the  Currency 

Assistant  to  the  Secretary  (National  Security  Affairs) 

Assistant  to  the  Secretary  (Public  Affairs) 

Special  Assistants  to  the  Secretary 

Director,  Executive  Secretariat 

2.  The  following  bureaus,  offices  and  other  organizational  units  shall  be  under 
the  general  supervision  of  the  Secretary  and  the  Under  Secretary  and  under 
the  direct  supervision  of  the  officials  indicated  : 

A.  Tinder  Secretary  for  Monetary  Affairs 

Deputy  Under  Secretary  for  Monetary  Affairs 
Office  of  Financial  Analysis 
Office  of  Domestic  Gold  and  Silver  Operations 
Office  of  Debt  Analysis 
The  Assistant  Secretary  (International  Affairs) 
and  the  Fiscal  Assistant  Secretary,  to  the  extent  of 
their  responsibilities  for  international  and 
domestic  monetary  and  fiscal  policies 
Assistant  to  the  Secretary  (Debt  Management) 
United  States  Savings  Bonds  Division 

B.  General  Counsel 

Legal  Division 

Office  of  Director  of  Practice 

C.  Assistant  Secretary 

Bureau  of  Customs 

Bureau  of  Engraving  and  Printing 

Office  of  Congressional  Relations 

D.  Assistant  Secretary  (International  Affairs) 

Office  of  International  Affairs 

Office  of  Foreign  Assets  Control  (Through  Assistant 
to  the  Secretary  for  National  Security  Affairs) 

E.  Assistant  Secretary  (Tax  Policy,  including  international  tax  affairs) 

Office  of  Tax  I^egislative  Counsel 
Office  of  Tax  Analysis 
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F.  Assistant  Secretary 

Bureau  of  the  Mint 

Office  of  Eniplo.vnieiit  Policy  I'rograin 

G.  Special  Assistatit  to  the  Secretary  (for  Enforcement) 

United  States  Secret  Service 

Office  of  Law  Enforcement  Coordination 
H.  Fiscal  Assistant  Secretary 

Bureau  of  Accounts 

Bureau  of  the  Public  Debt 

Office  of  the  Treasurer  of  the  United  States 
I.  Assistant  Secretary  for  Administration 

Office  of  Administrative  Services 

Office  of  Budget  and  Finance 

Office  of  Management  and  Organization 

Office  of  Personnel 

Office  of  Planning  and  Program  Evaluation 

Office  of  Security 

3.  The  Under  Secretary,  the  Under  Secretary  for  Monetary  Affairs,  the 
General  Counsel,  the  Assistant  Secretaries,  and  the  Special  Assistant  for  Enforce- 
ment, are  authorized  to  perform  any  functions  the  Secretary  is  authorized  to 
perform.  Each  of  these  officials  shall  perform  functions  under  this  authority 
in  his  own  capacity  and  under  his  own  title,  and  shall  be  responsible  for  re- 
ferring to  the  Secretary  any  matter  in  which  action  should  appropriately  be 
taken  by  the  Secretary.  Each  of  these  officials  will  ordinarily  perform  under  this 
authority  only  functions  which  arise  out  of,  relate  to,  or  concern  the  activities 
or  functions  of  or  the  laws  administered  by  or  relating  to  the  bureaus,  offices,  or 
other  organizational  units  over  which  he  has  supervision.  Any  action  heretofore 
taken  by  any  of  these  officials  in  his  own  capacity  and  under  his  own  title  is 
hereby  affirmed  and  ratified  as  the  action  of  the  Secretary. 

4.  The  following  officers  shall,  in  the  order  of  succession  indicated,  act  as 
Secretary  of  the  Treasury  in  case  of  the  death,  resignation,  absence,  or  sickness 
of  the  Secretary  and  other  officers  succeeding  him,  until  a  successor  is  appointed 
or  until  the  absence  or  sickness  shall  cease : 

A.  Under  Secretary 

B.  Under  Secretary  for  Monetary  Affairs 

C.  General  Counsel 

D.  Presidentially  appointed  Assistant  Secretaries  in  the  order  in  which 

they  took  the  oath  of  office  as  Assistant  Secretary. 

5.  Treasury  Department  Order  No.  190  (Revision  4)  is  rescinded,  effective 
April  8,  1968. 

Joseph  W.  Bark, 
Acting  Secretary  of  the  Treasury. 

Xo.  193-1.  Revision  No.  2,  Octobeu  2(>,  19G7. — Delegation  of  Authority  to  the 
Director,  Office  of  Domestic  Gold  and  Silver  Operations 

Treasury  Department  Order  No.  193-1,  Rev.  1,  dated  January  19,  1967,  is  re- 
vised as  follows : 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950,  and  by  virtue  of  the  au- 
thority vested  in  me  as  Under  Secretary  for  Monetary  Affairs  by  Treasury  De- 
partment Order  190  (Revision  4),  there  is  hereby  delegated  to  the  Director  of 
the  Office  of  Domestic  Gold  and  Silver  Operations  all  authority  vested  in  the 
Secretary  by  Part  82  of  Title  31  of  the  Code  of  Federal  Regulations  and  all 
authority  vested  in  me  by  Part  54  of  Title  31  of  the  Code  of  Federal  Regulations. 
Any  action  heretofore  taken  by  the  Director  of  the  Office  of  Domestic  Gold  and 
Silver  Operations  which  involved  the  exercise  of  authority  hereby  granted  is 
affirmed  and  ratified. 

The  authority  vested  in  the  Director  of  the  Office  of  Domestic  Gold  and  Silver 
Operations  by  this  order  and  by  Parts  54,  81,  and  93  of  Title  31  of  the  Code  of 
Federal  Regulations  may  be  delegated  by  him  upon  such  terms  and  conditions 
as  he  deems  appropriate. 

Frederick  L.  Demino, 
Under  SccreUiry  of  the  Treasury  for  Monetary  Affairs. 
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No.  210,  October  G,  19G7. — Designation  of  the  Director  of  the  Bureau  of 
Engraving  and  Printing 

By  virtue  of  the  authority  vested  in  me  as  the  Secretary  of  the  Treasury,  Mr. 
James  A.  Oonlon  is  designated  Director,  Bureau  of  Engraving  and  Printing, 
effective  12:01  a.m.,  October  9,  1967.  Mr.  Oonlon  will  serve  with  the  authority 
to  perform  all  functions,  without  limitation,  now  authorized  to  be  performed 
by  the  Director,  Bureau  of  Engraving  and  Printing. 

Henry  H.  Fowlek, 
Secretary  of  the  Treasury. 

No.   211,   December  21,   1967. — Establishment  of  an   Executive  Assignment 

Board 

By  virtue  of  the  authority  vested  in  me  as  Secretary  of  the  Treasury,  including 
the  authority  in  Reorganization  Plan  No.  26  of  1950,  and  in  order  to  carry  out 
the  objectives  of  Executive  Order  11315  establishing  an  Executive  Assignment 
System,  I  hereby  establish  and  authorize  in  the  Treasury  (1)  an  Executive  As- 
signment Board,  (2)  an  Executive  Assignment  Committee  of  that  Board,  and 
(3)  auxiliary  boards,  panels  and  committees  as  provided  in  Section  3  hereof.  All 
of  these  units  shall  function  in  accord  with  regulations  of  the  Civil  Service 
Commission  and  of  the  Treasury  Department,  as  approved  in  Civil  Service 
Commission  letter  of  December  5,  1967. 

Section  1.  The  Executive  Assignment  Board 

A.  The  permanent  composition  of  the  Executive  Assignment  Board  is  as 
follows : 

Under  Secretary  of  the  Treasury Chairman 

Under  Secretary  for  Monetary  Affairs Alternate  Chairman 

General  Counsel Member 

Assistant  Secretaries Members 

Commissioner  of  Internal  Revenue Member 

Special  Assistant  to  the  Secretary  (for 

Enforcement)     Member 

Fiscal  Assistant  Secretary Member 

Assistant  Secretary  for  Administration Member 

Director  of  Personnel Executive  Secretary 

The  Office  of  the  Director  of  Personnel  will  provide  administrative  support  to  the 
Board.  Action  may  be  taken  for  the  Board  between  meetings  as  provided  in  the 
bylaws  by  the  Chairman  (or  Alternate  Chairman),  the  member  whose  jurisdic- 
tion is  involved,  the  Assistant  Secretary  for  Administration,  and  the  Director  of 
Personnel. 

B.  The  Board  shall  have  the  following  functions : 

(a)  Approval  of  significant  executive  manpower  policy  planning,  of  staff- 
ing and  utilization  of  executives,  and  of  filling  specific  positions  either  in  the 
Bureaus  or  the  Office  of  the  Secretary,  as  deemed  necessary  by  the  Under 
Secretary  or  as  required. 

(b)  Approval  of  Executive  Assignment  Committee  recommendations  or 
review  of  actions,  as  deemed  necessary  by  the  Under  Secretary,  or  as 
required. 

(c)  Approval  of  other  matters  relating  to  the  Executive  Assignment 
System  as  requested  by  the  Under  Secretary,  or  as  required. 

(d)  Performance  of  the  function  of  outside  search  for  executive  talent 
placed  upon  an  Executive  Assignment  Board  by  Subchapter  3  of  Chapter 
305  of  the  Federal  Per.sonnel  Manual,  to  the  extent  and  in  the  manner 
authorized  by  the  Civil   Service  Commission. 

The  Executive  Assignment  Board  will  develop  its  bylaws  and  begin  operations 
immediately.  It  is  desirable  that  some  of  the  functions  of  the  Board  evolve 
gradually  and  after  careful  study.  Therefore,  the  full  functions  of  the  Board  will 
be  activated  in  stages,  as  the  Board  deems  appropriate. 

Section  2.  The  Executive  Assignment  Committee 
A.  The  permanent  composition  of  the  Executive  Assignment  Committee  is  as 

follows : 

Under  Secretary  of  the  Treasury Chairman 

Assistant  Secretary  for  Administration Member 

Director  of  Personnel Member 


478    19  6S  REPORT  OF  THE  SECRETARY  OF  THE  TREASURY 

Ad  hoc  membors  shall  be  otlior  iiu'mijer.s  of  the  I'.oard,  liureaii  Hearts,  or  mem- 
bers of  Kureau  Boards  and  Panels.  Assoeiate  Members  shall  be  Stafit"  Representa- 
tives in  the  Ufiice  of  the  Assistant  Secretary  for  Administration  and  of  Staffs  in 
the  Bureaus  \vh(»  will  i)rovide  administrative  supiwrt. 
B.  The  Committee  shall  have  the  following  functions : 

(a)  Executive  manpowei'-management  jtlanning,  staffing  and  utilization  in 
the  Office  of  the  Secretary  and  review  of  Bureau  recommendations  on  these 
matters  and  (m  the  staffing  and  filling  of  specific  positions. 

(b)  Assessment  of  Office  of  the  Secretary  and  Treasury  Department  long 
range  executive  manpower  needs. 

(c)  Early  identification  of  i>otential  executive  vacancies. 

(d)  Analysis  of  Office  of  the  Secretary  and  Bureau  executive  manpower 
resources. 

(e)  Analysis  of  organizational  structure. 

( f )  Review  of  Bureau  recommendations  for  Outside  Search. 

(g)  Approval  of  all  other  Executive  Assignment  System  matters  except  in 
cases  where  Executive  Assignment  Board  action  Is  deemed  necessary  by  the 
Under  Secretary,  or  as  required. 

Section  8.   E.siahlislttncnt  of  Aii.viUurii   llodrds,  rands  and  ('(unniitlccti 

The  Executive  Assignment  Committee  may  establish  auxiliary  boards  and 
subcommittees.  Heads  of  Bureaus  and  Offices  may  establish,  with  the  approval 
of  the  Assistant  Secretary  for  Administration  or  the  Director  of  Personnel, 
sucli  auxiliary  boards,  panels  and  committees  or  subcommittees  as  may  be 
necessary  to  effectuate  the  Executive  Assignment  System. 

Henky  H.  Fowlek, 
Secretary  of  the  Treasury. 

No.  213,  M.\RCH  12,  1968. — Tkansfer  of  Functions  Within  the  Bureau  of  the 

Mint 

By  virtue  of  the  authority  vested  in  the  Secretary  of  the  Treasury  by  Reorga- 
nization Plan  No.  26  of  1950,  and  by  virtue  of  the  authority  vested  in  me  as 
Assistant  Secretary  of  the  Treasury  by  Treasury  I')epartment  Order  No.  190 
(Revision  4),  I  hereby  transfer,  effective  March  12,  1968,  all  of  the  functions  of 
the  superintendent  of  the  coining  department  of  the  Mint  at  Philadelphia  and  all 
of  the  functions  of  the  superintendent  of  that  Mint,  wuth  respect  to  striking  of 
national  and  other  medals,  to  the  Director  of  the  Mint,  to  be  performed  by  her 
through  such  officers  and  employees  of  the  Bureau  of  the  Mint  and  at  such  Mint 
institution  or  institutions  as  she  may  designate. 

Robert  A.   Wallace, 
Assistant  Secretary  of  the  Treasury. 
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No.  212,  January  29,  19C8. — Official  Seal  of  the  Department  of  the  Treasury 

Whereas  I  have  caused  to  he  mit(h>,  pursuitiiL  to  r>  U.S.C!.  301  .-lud  til  U.S.C. 
1002  and  1008,  a  seal  for  the  Treasury  Department,  the  design  of  which  accom- 
panies and  is  hereby  made  a  part  of  this  order  and  which  is  described,  in  heraldic 
terms,  as  follows : 

Arms :  Or,  a  chevron  azure  between  in  chief  a  pair  of  balanced  scales  and 
in  base  a  key  ward  downward  to  dexter,  both  azure,  with  13  mullets  argent 
on  the  chevron. 

The  arms  are  displayed  upon  a  circular  background  of  American  blue. 
Within  a  legend  ring  surrounding  the  arms  and  circumscribed  by  two  con- 
centric white  rings  appears  the  inscription  The  Department  of  the  Treasury 
in  white  capital  letters  of  Cheltenham  Bold  font.  Also  within  the  legend  ring, 
directly  helow  the  base  of  the  shield,  appears  the  date  1189  in  white  numerals 
of  Cheltenham  Bold  font. 
And  whereas  the  central  device  of  the  seal  is  essentially  the  same  as  that  used 
by  Treasury  throughout  its  entire  history ;  and 

Whereas  it  appears  that  this  seal  is  of  suitable  design  and  appropriate  for  use 
as  the  official  seal  of  the  Treasury  Department ; 

Now,  therefore,  by  virtue  of  the  authority  vested  in  me  as  the  Secretary  of  the 
Treasury,  I  hereby  approve  this  seal  as  the  oflBcial  seal  of  the  Treasury  Depart- 
ment, provided  that  the  Treasury  seal  currently  in  official  use,  including  the  dies, 
rolls,  plates,  and  like  devices  now  in  the  possession  of  the  Bureau  of  Engraving 
and  Printing,  shall  continue  to  be  equally  effective  as  the  official  seal  of  the 
Treasury  Department  and  shall  continue  to  be  so  used  by  each  Treasury  officer 
and  employee  having  possession  of  the  device  of  the  seal  until  that  particular 
device  needs  to  be  replaced  and  is  replaced. 

Henry  H.  Fowler, 
Secretary  of  the  Treaavry. 
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Advisory  Committees 

Exhibit  70. — Advisory  committees  utilized  by  the  Department  of  the  Treasury 
under  Executive  Order  11007 

During  the  fiscal  year  1968,  the  advisory  committees  Hsted  below  were  con- 
tinued in  use  or  newly  established  after  a  finding  of  public  interest  by  the  Secretary 
of  the  Treasury  in  accordance  with  the  requirements  of  Executive  Order  11007, 
dated  February  26,  1962.  The  information  concerning  these  committees  is  being 
published  in  the  annual  report  in  compliance  with  section  10  of  the  order. 


Office  of  the  Secretary 

DEBT  MANAGEMENT  COMMITTEES 

The  Treasury  Department,  in  connection  with  debt  management  duties,  uses 
in  an  advisory  capacity  the  services  of  a  number  of  committees  representing 
organizations  which  form  a  cross  section  of  the  American  financial  community. 
The  committees  meet  periodically,  at  the  invitation  of  the  Treasury,  to  discuss 
and  advise  upon  current  and  future  Federal  financings.  The  Treasury  finds  dis- 
cussions with  these  advisory  groups  to  be  of  great  value,  primarily  in  assessing 
the  general  market  sentiment  prior  to  a  major  refinancing  of  maturing  obligations. 
Their  recommendations  are  carefully  considered  by  Treasury  officials  and  serve 
as  a  part  of  the  background  environment  for  the  final  financing  decisions.  These 
committees  are  as  follows: 

American  Bankers  Association,  Government  Borrowing  Committee 

Investment  Bankers  Association  of  America,  Governmental  Securities 
Committee 

National  Association  of  Mutual  Savings  Banks,  Committee  on  Govern- 
ment Securities  and  the  Public  Debt 

Life  Insurance  Association  of  America  and  American  Life  Convention, 
Joint  Economic  Policy  Committee 

U.S.  Savings  and  Loan  League,  National  League  of  Insured  Savings 
Associations,  Advisory  Committee  on  Government  Securities 

Independent  Bankers  Association,  Government  Fiscal  Policy  Committee 

Four  meetings  were  held  with  the  Government  Borrowing  Committee  of  the 
American  Bankers  Association  in  fiscal  1968,  on  July  26-27,  October  24-25,  Jan- 
uary o0-31,  and  Ajn-il  .'^0-j\Iay  1. 

Membership  of  the  Committee  was  as  follows : 

Willis  W.  Alexander,  Jr.  President,    Trenton    Trust    Co.,  Ti-onton,    Mo. 

Henry  T.  Bodman  Chairman,  National  Bank  of  Detroit,  Detroit, 

Mich. 

Thomas  O.  Cooper  President,  Jefferson  State  Bank,  Jefferson,  Iowa 

George  Champion  Chairman,  The  Chase  Manhattan    Bank,    New 

York,  N.Y. 

Jack  T.  Conn  Chairman,    Fidelity   National  Bank   and  Trust 

Co.,  Oklahoma  City,  Okla. 

Archie  K.  Davis  Chairman,     Wachovia    Bank    and    Trust    Co., 

Winston-Salem,  N.C. 

George  S.  Eccles  President,  First  Security   Bank  of    Utah,    Salt 

Lake  City,  Utah. 

Robert  V.  Fleming  Advisory  Chairman    of  the  Board,  The    Riggs 

National  Bank  of  Washington,  D.C.,  Wash- 
ington, D.C. 

Robert  Y.  Empie  President,  Stock  Yards  Bank,  Oklahoma  City, 

Okla. 

William  G.  Foulke  President,   Provident  National  Bank,  Philadel- 

phia, Pa. 

James  M.  Kemper,  Jr.  Chairman,  Commerce  Trust  Company,  Kansas 

City,  Mo. 

James  P.  Ilickok  Chairman,  First  National  Bank,  St.  Louis,  Mo. 

David  M.  Kennedy  Chairman,   Continental  Illinois  National   Bank 

and  Trust  Company,  Chicago,  III. 
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Frank  L.  King 

S.  J.  Kryzsko 

Murray  Kyger 

Frederick  G.  Larkin,  Jr. 

(Chairman) 
John  J.  Larkin 

J.  Howard  Laeri 

John  A.  Mayer 

Robert  P.  Mayo 

George  A.  Murphy 

Kenneth  V.  Zwiener 

Rudolph  A.  Peterson 

James  D.  Robinson,  Jr. 

James  S.  Rockefeller 

Robert  G.  Rouse 
Edward  B.  Smith 

Emmett  G.  Solomon 

William  H.  Moore 

Paul  I.  Wren 

Charls  E.  Walker 

William  T.  Heflfelfinger 
Thomas  R.  Atkinson 


Chairman,  United  California  Bank,  Los  Angeles, 

Calif. 
President,  Winona  National  and  Savings  Bank, 

Winona,  Minn. 
Chairman,    The    First    National    Bank,     Fort 

Worth,  Tex. 
President,   Security   First   National   Bank,    Los 

Angeles,  Calif. 
Senior  Vice  President,  First  National  City  Bank, 

New  York,  N.Y. 
Vice    Chairman,    First    National    City    Bank, 

New  York,  N.Y. 
President,    Mellon    National    Bank   and    Trust 

Company,  Pittsburgh,  Pa. 
Vice    President,    Continental    Illinois  National 

Bank  and  Trust  Co.,  Chicago,  111. 
Chairman,  Irving  Trust  Company,  New  York, 

N.Y. 
Chairman,    Harris    Trust    and    Savings    Bank, 

Chicago,  111. 
President,  Bank  of  America  N.T.  &  S.A.,  San 

Francisco,  Calif. 
Chairman,  The  First  National  Bank  of  Atlanta, 

Atlanta,  Ga. 
Chairman,  First  National  Citv  Bank,  New  York, 

N.Y. 
Partner,  Laidlaw  and  Co.,  New  York,  N.Y. 
Chairman,  The   Northern  Trust  Co.,  Chicago, 

111. 
President,  Crocker-Citizens  National  Bank,  San 

Francisco,  Calif. 
Chairman,  Bankers  Trust  Company,  New  York, 

N.Y. 
President,  Old  Colony  Trust  Company,  Boston, 

Mass. 
Executive  Vice  President  and  Executive  Man- 
ager, The  American  Bankers  Association,  New 

York,  N.Y. 
Federal  Administrative  Adviser,  The  American 

Bankers  Association,  Washington,  D.C. 
Director  of  Research,  American  Bankers  Associ- 
ation, New  York,  N.Y. 

Four  meetings  were  held  with  the  Governmental  Securities  Committee  of  the 
Investment  Bankers  Association  in  fiscal  year  1968,  on  Julj'  25-26,  October  24-25, 
January  30-31,  and  April  30  and  May  1. 

Membership  of  the  Committee  was  as  follows: 

Daniel  S.  Ahearn  Vice   President,    Wellington   Management   Co., 

Philadelphia,  Pa. 

Chairman,  Executive  Committee,  Discount 
Corp.  of  New  York,  New  York,  N.Y. 

Vice  Chairman,  The  National  City  Bank,  Cleve- 
land, Ohio. 

Vice  President,  Bank  of  America,  N.T.  &  S.A., 
San  Francisco,  Calif. 

Senior  Vice  President,  The  First  Boston  Corpora- 
tion, New  York,  N.Y. 

Senior  Vice  President,  The  First  National 
Bank,  Boston,  Mass. 

Senior  Vice  President  and  Dii'ector,  Merrill 
Lynch,  Pierce,  Fenner  &  Smith,  Inc.,  New 
York,  N.Y. 

Senior  Vice  President,  Wells  Fargo  Bank, 
San  Francisco,  Calif. 

Vice  President,  First  National  Bank  of  Chicago, 
Chicago,  111. 


Robert  H.  Bethke 
Robert  B.  Blyth 
Alan  K.  Browne 
Carl  F.  Cooke 
G.  Lamar  Crittenden 
Stewart  A.  Dunn 

Lester  H.  Empey 
Tilford  C.  Gaines 
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Alfred  H.  Hauser 

Alger  J.  Jacobs 

Ralph  F.  Leach 

Eugene  S.  Lee 

Edward  D.  McGrew 

John  II.  Perkins 

WiUiam  W.  Pevear 

Edward  R,  McMillan 

William  E.  vSimon 

Robert  B.  Rivcl  (Chairnuiu) 

Girard  L.  Spencer 

Franklin  Stockbridge 

Robert  W.  Stone 

Paul  E.  Uhl 

C.  Richard  Youngdahl 


Executive  Vice  President,  Chemical  Bank  New 

York  Trust  Company,  New  York,  N.Y. 
Senior  Vice  President,  Crocker-Citizens  National 

Bank,  San  Francisco,  Calif. 
Executive  Vice  President  and  Treasurer,  Morgan 

Guaranty  Trust  Company,  New  York,  N.Y. 
Executive  Vice  President,  Valley  National  Bank, 

Phoenix,  Ariz. 
Senior    Vice    President,    The    Northern    Trust 

Company,  Chicago,  111. 
Senior  Vice  President,  Continental  Illinois  Na- 
tional Bank  and  Trust  Company,  Chicago,  111. 
Senior  Vice  President,    Irving  Trust  Company, 

New  York,  N.Y. 
Vice  President,   National   Bank   of    Commerce, 

Seattle,  Wash. 
Partner,    Salomon    Brothers    &    Hutzler,    New 

York,  N.Y. 
Senior  Vice  President,    The  Chase  Manhattan 

Bank,  New  York,  N.Y. 
Partner,  Salomon  Brothers  and  Hutzler,    New 

York,  N.Y. 
Senior  Vice  President,  Security  First  National 

Bank,  Los  Angeles,  Calif. 
Senior  Vice  President,  National  Bank  of  DcLroil, 

Detroit,  Mich. 
Senior  Vice  President,  United  California  Bank, 

Los  Angeles,  Calif. 
President,   Aubrey  G.   Lanston  and    Company, 

Inc.,  New  York,  N.Y. 

The  Committee  on  Government  Securities  and  the  Pui)lic  Debt  of  the  National 
Association  of  Mutual  Savings  Banks  did  not  meet  in  fiscal  1968. 
Membership  of  the  Committee  was  as  follows: 

Herman  J.  Arnott  President,  The  Farmers  and  Mechanics  Savings 

Bank  of  Minneapolis,  Minneapolis,  Minn. 
President,    The   Kings   County   Savings   Bank, 

Brooklyn,  N.Y. 
President,  Arlington  Five  Cents  Savings  Bank, 

Arlington,  Mass. 
President,   Waltham  Savings   Bank,   Waltham, 

Mass. 
President,  The  Brooklyn  Savings  Bank,  Brooklyn, 

N.Y. 
President,    The    Poughkeepsic    Savings    Bank, 

Poughkeepsie,  N.Y. 
Executive  Vice    President,    Dry    Dock   Savings 

Bank,  New  York,  N.Y. 
President,  Lynn  Institution  for  Savings,  Lynn, 

Mass. 
President,  Buffalo  Savings  Bank,  BufiFalo,  N.Y. 
President,    The    Boston    Five    Cents    Savings 

Bank,  Boston,  Mass. 
Senior  Vice  President  and  Treasurer,  Providence 

Institution  for  Savings,  Providence,  R.I. 
President,    Beneficial    Mutual    Savings    Bank, 

Philadelphia,  Pa. 
Senior  Vice  President,  East  River  Savings  Bank, 

New  York,  N.Y. 
Executive  Vice  President  and  Treasurer,  Maine 

Savings  Bank,  Portland,  Maine. 
President,    Syracuse   Savings    Bank,    Syracuse, 

N.Y. 
President,  Burlington  Savings  Bank,  Burlington, 

Vt. 
President,     The     Middletown    Savings    Bank, 

Middletown,  Conn. 


Charles  F.  Brau 

Edward  P.  Clark 

George  D.  DeGrasse 

Paul  F.  Ely 

Charles  B.  Grubb 

Robert  Ilonsfield 

Howard  L.  Iluxfable 

WiHiam  H.  Harder 
G.  Churchill  Francis 

Bernard  H.  Ineson 

Edward  F.  McGinley,  Jr. 

Alfred  C.  Middlebrook 

Barrett  C.  Nichols 

Lester  J.  Norcross 

Frederick  P.  Smith 

Howard  B.  Smith 
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William  H.  Smith,  2d 
Harlan  J.  Swift 
Dr.  Grover  W.  Ensley 
Albert  N.  Place 
Sheldon  L.  Ladd 
William  B.  Licklider 
Theodore  W.  Lowen 
John  W.  Raber 
Norman  C.  Ramsey 
Leo  F.  Stanley 
Saul  B.  Klaman 
Robert  R.  Poston 


President,    Holyoke    Savings    Bank,    Holyoke, 

Mass. 
President,  Erie  County  Savings  Bank,  Buffalo, 

N.Y. 
Executive  Vice  President,  National  Association 

of  Mutual  Savings  Banks,  New  York,  N.Y. 
President,  Woonsocket  Institution  for  Savings, 

Woonsocket,  R.I. 
President  and  Treasurer,  The  Meriden  Savings 

Bank,  Meriden,  Conn. 
President,  The  United  States  Savings  Bank  of 

Newarli,  Newark,  N.J. 
President,     Savings     Banks     Trust     Company, 

New  York,  N.Y. 
President,    The    Green    Point    Savings    Bank, 

Brooklyn,  N.Y. 
President  and  Chairman  of  the  Board,  Broadway 

Savings  Bank,  New  York,  N.Y. 
President,    The    New    Haven    Savings    Bank, 

New  Haven,  Conn. 
Vice  President  and  Chief  Economist,  NAMSB, 

New  York.  N.Y. 
Director-Counsel,  NAMSB,  Washington,  D.C. 


No  meeting  was  held  with  the  Advisory  Committee  on  Government  Securities 
of  the  Savings  and  Loan  Business  in  fiscal   1968. 
Membership  of  the  Committee  was  as  follows: 


C.  L.  Clements,  Sr. 

(Chairman) 
Junius  F.  Baxter 

James  A.  Aliber 

James  E.  Bent 

Frederick  Bjorklund 
Henry  A.  Bubb 

E.  Stanley  Enlund 
Jonathan  M.  Fletcher 
Lacy  Boggess 
W.  O.  DuVall 
Fred  F.  Enemark 
Richard  G.   Gilbert 
L.  W.  Grant,  Sr. 
George  E.  Leonard 

Roy  M.  Marr 
George  A.  Mooney 
Gordon  Mosentine 
A.  D.  Theobald 


Chairman,    Chase    Federal    Savings    and    Loan 

Association,  Miami  Beach,  Fla. 
President,  Western  Federal  Savings  and  Loan 

Association,  Denver,  Colo. 
Executive  Vice  President,  First  Federal  Savings 

and   Loan   Assn.,    Detroit,    Mich. 
Chairman    of    the    Board,     Hartford    Federal 

Savings    and    Loan    Association,     Hartford, 

Conn. 
President,     Minnesota     Federal     Savings    and 

Loan  Association,   St.   Paul,    Minn. 
President  and  Chairman  of  the  Board,  Capitol 

Federal     Savings     and     Loan     Association, 

Topeka,  Kans. 
President,     First     Federal    Savings    and    Loan 

Association,  Chicago,    111. 
President,    Home    Federal    Savings    and    Loan 

Association,  Des  Moines,  Iowa. 
President,   Mutual  Savings  and  Loan   Associa- 
tion, Fort  Worth,  Tex. 
President,   Atlanta  Federal  Savings  and  Loan 

Association,  Atlanta,  Ga. 
Executive  Vice  President,  Marin  County  Savings 

and  Loan  Association,  San  Rafael,  Calif. 
President,    The    Citizens    Savings    Association, 

Canton,  Ohio. 
Chairman,    Home   Federal    Savings   and   Loan 

Association,  Tulsa,  Okla. 
President   and   Cliairman    of   the   Board,    First 

Federal     Savings     and     Loan     Association, 

Phoenix,  Ariz. 
Chairman  of  the  Board,  Leader  Federal  Savings 

and  Loan  Association,   Memphis,   Tenn. 
President,  Washington  Heights  Federal  Savings 

and  Loan  Association,  New  York,  N.Y. 
Treasurer,  Minnesota  Federal  Savings  and  Loan 

Association,  St.  Paul,  Minn. 
President,     First    Federal    Savings    and    Loan, 

Peoria,  111. 
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Senior  Vice  President,  California  Federal  Savings 

and  Loan  Association,  Los  Anodes,  C'alif. 
President  and  C^hairniau  of  the  Board,  Pacific 
First  Federal  Savings  and  Loan  Association, 
Tacoma,  Wash. 
President,    National    Permanent    Savings    and 

Loan  Association,  Washington,  D.C. 
Assistant    Secretary,    U.S.    Savings    and    Loan 
League,  Chicago,  111. 
Two  meetings  were  held  with  the  Government  Fiscal  Policy  Committee  of  the 
Independent  Banlcers  Association  on  Septemlx'r  19,  1967,  and  May  G,  19GS. 

Membership  of  the  Committee  was  as  follows: 
Milton  J.  Hayes  (Chairman)         Vice    President,    American    National    Banlv    & 

Trust  Co.,  Chicago,  111. 


Donald  A.  Thompson 
Gcrrit  Vander  Ende 

John  W.  Stradtler 
James  A.  HoUensteiner 


S.  E.  Babington 
Stanley  R.  Barber 
W.  F.  Enright,  Jr. 
H.  L.  Gerhart,  Jr. 
O.  K.  Johnson 
Marshall  Barnes 
Kenneth  J.  Benda 
Carl  M.  Floyd 

B.  Meyer  Harris 
John  A.  Jenkins 
Glenn  II.  Larson 
Rod  L.  Parsch 

C.  Herschel  Schooley 

O.  M.  Jorgenson 

R.  C.  Liddon 

W.  W.  Marshall,  Jr. 

T.  II.  Milner,  Jr. 

Gene  Moore 

Herschel  R.  Page 


President,    Brookhaven   Bank   and   Trust    Co., 

Brookhaven,  Miss. 
President,    Wellman    Savings    Bank,    Wellman, 

Iowa. 
Senior  Vice  President,  American  National  Bank 

of  Saint  Joseph,  St.  Joseph,  Mo. 
President,  The  First  National  Bank  of  Newman 

Grove,  Newman  Grove,  Nebr. 
President,    Whitefish    Bay    State    Bank,    Mil- 
waukee, Wis. 
President,   Beaver   Dam   Deposit   Bank,   Beaver 

Dam,  Ky. 
President,  The  llartwick  State  Bank,  Ilartwick, 

Iowa. 
Senior    Vice    President,    The    Fulton    National 

Bank  of  Atlanta,  Atlanta,  Ga. 
President,     The     Yellowstone     Bank,     Laurel, 

Mont. 
Board  Chairman  and  President,  Pinellas  Central 

Bank  &  Trust  Company,  Largo,  Fla. 
President,   First  State  Bank,  Thompson  Falls, 

Mont. 
Executive  Vice  President,  The  Lapeer  County 

Bank  and  Trust  Company,  Lapeer,  INIich. 
IBAA  Washington  Office  JNIanager,  Washington, 

D.C. 
Chairman,   Security   Trust  and  Savings  Bank, 

Billings,  Mont. 
Chairman,  The  Security  Bank,  Corinth,  Miss. 
President,     Commercial     National     Bank     and 

Trust  Co.,  Grand  Island,  Nebr. 
President,     The     National     Bank     of     Athens, 

Athens,  Ga. 
Secretary,    Independent    Bankers    Association, 

Sauk  Centre,  Minn. 
President,  Farmers  and  IMerchants  State  Bank, 

Plankinton,  S.  Dak. 

One  meeting  was  held  with  the  Joint  Economic  Policy  Committee  of  the  Life 
Insurance  Association  of  America  and  American  Life  Convention  in  fiscal  1968, 
on  August  8,  1967. 

Membership  of  the  Committee  was  as  follows: 

Chairman   of   the   Board.    New    York   Life  In- 
surance Company,  N(nv  York,  N.Y. 
Chairman    of    the    Board,    The    National   Life 
and    Accident    Insurance    Company,     Nash- 
ville, Tenn. 
President,     North     American     Life     Insurance 

Company  of  Chicago,  Chicago,  111. 
Chairman    of    the    Board    and    President,    The 
Northwestern   Mutual  Life  Insurance  Com- 
pany, Milwaukee,  Wis. 


Richard  K.  Paynter,  Jr. 
G.  Daniel  Brooks 

L.  O.  Copeland 
Robert  E.  Dineen 
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U.  Howard  Dol^bs,  Jr. 

John  T.  Fey 

I'^lwaid  AI.  Karnnami 

John  J.  Magovcrn,  Jr. 

Frederic  M.  Peirce 

rreiiry  R.  Roberts 

Ok'Ott  ]).  Smith  (Chaiiinan) 

Sterling  T.  Tooker 

Charles  R,.  Tyson 

Edward  B.  Rust 

\V.  Roger  Soles 


President,  Life  Insin-aiice  Company  of  Cieorgia, 

Atlanta,  Ga. 
President,    National   Life   Lisuraufe    Company, 

Montpelier,  \'t. 
President,     American     United     Life     Insurance 

Company,  Indianapolis,  Infl. 
President,  The  Mutual  Benefit  Life  Insurance 

Company,  Newark,  N.J. 
President,     General    American    Life     Insurance 

Company,  St.  Lo\ns,  Mo. 
President,   Connecticut  General  Life   Insurance 

Company,  Hailford,  Conn. 
Chairman,     Aetna     Life    Insurance     Company, 

Hartford,  Conn. 
President,   The  Travelers  Insiu-ance  Company, 

Hartford,  Conn. 
President,    The   Penn    Mutual   Life   Insurance, 

Philadelphia,  Pa. 
President,    State    Farm    Life    Insurance    Com- 
pany, Bloomington,  111. 
President,    Jefferson    Standard    Life    Insurance 

Co.,  Cireensboro,  N.C. 


Staff  Members  of  the  Assocmtions 

American  Life  Convention: 

Lee  Shield,  Executive  Vice  President,  Chicago,  111. 
Life  Insurance  Association  of  America: 

Kenneth  L.  Kimble,  Vice  President  and  General  Counsel,  Washington,  D.C. 

Ralph  J.  McNair,  Vice    President,  Federal  Government   Relations,  Wash- 
ington, D.C. 

Blake  Newton,  President,  Institute  of  Life  Insurance,  New  York,  N.Y. 

Robert  H.  Parks,  Assistant  Director  of  Economic  Research,  New  York,  N.Y. 

Benjamin  F.  Small,  Executive  \'ice  President,  New  York,  N.Y. 

Eugene  M.  Thore,  President,  New  York,  N.Y. 


ADVISORY    COMMITTEE    ON    CUSTOMS    ADMINISTRATION 

This  Committee  was  established  October  20,  1966,  with  the  approval  of  Secre- 
tary Fowler  to  enable  the  Treasury  Department  to  maintain  a  regularly  estab- 
lished mechanism  of  consultation  with  representatives  of  commercial  and  other 
private  interests  principally  concerned  with  the  administration  of  the  customs 
laws  and  regulations.  The  Committee  is  intended  to  provide  a  forum  for  new 
ideas  on  simplification  and  streamlining  of  customs  procedures. 

The  members  of  the  Committee,  which  lield  no  meetings  in  fiscal  196S,  were 
as  follows: 


Joseph  M.  Bowman 

(Chairman) 
Matthew  J.  Marks  (Vice 

Chairman) 
I.  M.  Bomba 

J.  David  Brothers 

Ralph  Casey 

J.  Bradley  Colburn 

J.  Edward  Dav 


Ralph  Dewey 
Lester  D.  Johnson 


Assistant  Secretary  of  the  Treasury 

Deputy  to  tlie  Assistant  Secretary  of  the  Treas- 
ur.y 

President,  National  Council  of  American  Im- 
porters, New  York,  N.Y. 

First  Vice  President,  American  Trucking  As- 
sociations, Richmond,  Va. 

President,  American  Merchant  IMarine  Insti- 
tute, Inc.,  New  York,  N.Y. 

President,  Association  of  Customs  Bar,  New 
York,  N.Y. 

(Former  Postmaster  General  of  the  United 
States) 

Sidley,  Austin,  Burgess  &  Smith,  Washington, 
D.C. 

President,  Pacific  American  Steamship  Associa- 
tion, San  Francisco,  Calif. 

Commissioner  of  Customs,  Washington,  D.C. 
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Daniel  P.  Loomis  President,   Association  of  American    liailroads, 

Washington,  D.C. 

Wal1(>r  J.  Morccr  President,    National   Customs   Brokers  &   For- 

warders Association  of  America,  New  York, 
N.Y. 

John  J.  Murphy  President,   National  Customs  Service  Associa- 

tion, Edgewater,  Md. 

William  J.  Taylor  President,    Railway  Express  Agency,  Inc.,  New 

York,  N.Y.        ^ 

Stuart  G.  Tipton  President,  Air  Transport  Association  of  Amer- 

ica, Washington,  D.C. 

UEOinXAL     AND     niSTIUCT     AOVISORY     COMMITTKES     ON     CUSTOMS     ADMINISTR  A  TIO  \ 

The  Secretary  of  th(»  Treasury  authorized  thc^  establLshmiint,  as  of  Juiu^  1(1, 
1967,  of  thr(!(^  kegional  Advisory  Committees  on  Customs  Administration,  and 
2S  District  Advisory  Committees  on  Customs  Administration.  The  Committees 
were  estal)lished  as  part  of  a  continuing  effort  to  improve  (io\ernment  operations 
and  communications  with  the  ptiblic  and  l)usiness  commiuiity  on  Customs 
matters. 

The  various  Conunittees  met  informally  during  the  year.  The  members  of  tlie 
Conlmitte(^s  and  the  dates  of  their  meetings  during  fiscal  lOfiS  follow: 

llegion  II  (New  York)  meeting  dates — October  10,  1<)()7,  and  Mai-ch  14,  HltiS. 

Alichael  Straniiello  iCliairman)     Regional  (^>niiuissioner  of  Customs,  New  York, 

N.Y. 

I  )a\id  F.  Cjirdoza  Deputy    Regional    Commissioner    of    Customs, 

New  York,  N.Y. 

I*' rank  Unit  National  Customs  Brokers  it   Forwarders   Asso- 

ciation of  America,  Inc.,  New  York,  N.Y. 

('.loarH.  i*;ittei-ini  General     Manager,      Port      .Vut horilv,     J.F.K. 

International  Airport,  New  York,  N.Y. 

.Uexandev  P.  Clii)|)in  Chairman,     New     York    Shipping    Association, 

New  York,  N.Y. 

Thomas  F'.  ilonev  Association    of   the    C\istoms    Bar,    New    York, 

N.Y. 

Al  Shea  Kennedy  Airport  Airline;  ManagenuMit   Council, 

New  York,  N.Y. 

Tliomas  \V.  (lleason  President,   International   Loiigsiioremen's  Asso- 

ciation, New  York,  N.Y. 

Donald  T.  Canu-ron  President,  New  York  Foreign  Freight  Forwarders 

and  Brokers  Association,  Inc.,  New  York, 
N.Y. 

.\nt  iiony  .1.  Tozzoli  Alanager,     ]Marin<>     Planning    it     Construction 

Division,  Port  of  New  York  Authority,  New 
York,  N.Y. 

Region  \'  (New  Orleans)  meeting  date — October  10,  \'M'u. 

Raymond   F.  Ilud't    (('hairman)    Regional      C'onunissioner      of      ('ustoins.      New 

Orleans,  La. 
^\■illiam  St.  .John,  .Ir.  \'ice  President,  W.  R.  Zanes  it  Co.  of  La.,  Inc., 

New  Orleans,  La. 
F-lgin  Scliwiil),  Sr.  Manager,      Customs      Di\ision,      Lykes      Bros. 

Steamshij)  Company,  Inc.,  New  Orleans,  La. 
lkO>  .1.  i)iipre  Regional  Sales  Manager,   Federal  Barge  Lines, 

Inc.,  New  Orleans,  La. 
S;il\;i(lor  Iv  Bert  ucci  Freight  Agent,  Lit  N  Railroad,  Union  Passenger 

Terminal,  New  Orleans,  La. 
B.  B.  Miillikin  District    Manager,     Gordons    Transports,    Inc., 

N(!W  Orleans,  La. 
Philip  (i.  Scofield  Station  Manager,  Eastern  .Mrlines,  New  Orletms 

Internation.al  Airport,  New  Orhians,  La. 
P.enjainin  W.   ^'an(•ey  Terriberry,    Hault,    Carroll,    Yancey   &    Farrell, 

International  Trade  ^Nlart,   Now  Orleans,   La. 
.loseph  H.  Honl  President,  Surety  .Association  of  Louisiana,  New 

Orleans,  La. 
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Assistant  Mce  President,  Foreign  Trade  JJepart- 
ment,  National  Bank  of  Commerce,  New 
Orleans,  La. 

A'icc  President,  Ryan  Stevedoring  Co.,  Inc., 
New  Orleans,  La. 

Region  \l  (Houston)   meeting  dates — September  7,   19G7,  and  June  lo,  litGS. 

Cleljurne  .M.  INIaier  (Chairman)      Regional   Commissioner  of   Customs,   Houston, 

Tex. 

Assistant  Regional  Commissioner  of  Customs, 
Houston,  Tex. 

Assistant  Regional  Commissioner  of  Customs, 
Houston,  Tex. 

JJirector,  Export  Development,  Texas  Industrial 
Commission,  Austin,  Tex. 

Division  Director,  La  Domencia  Corp.,  Heath 
Canj'on,  Tex. 

Customhouse  Broker,  Vice  President,  National 
Customs  Brokers  Association,  for  the  Gulf 
Coast  Area,  Houston,  Tex. 

Owner,  The  Crispin  Company,  Chairman,  In- 
ternational Business  Committee,  Houston 
Chamber  of  Connnerce,  Houston,  Tex. 

Vice  President,  Ciulf  Atlantic  Warehouse,  Hous- 
ton, Tex. 

Customhouse  Broker,  Laredo,  Tex. 

Vice  President-Field  Marketing,  Southwest 
Region  BraniflF  International,   Houston,  Tex. 

A'ice  President,  Lykes  Bros.  Steamship  Co., 
New  Orleans,  La. 

The  Boston,  iNlass.,  District  held  no  meetings  in  iiscal  1()G8. 

William  J.  Critlin  (Chairman)       Regional    Commissioner    of    C'ustoms,    Boston, 

^lass. 
District  Director  of  Customs,  Boston,  Mass. 
Chairman  of  the  Board,   Gillette  Safety  Razor 

Co.;  Chairman,   Massachusetts  Port  Author- 
ity, Boston,  Mass. 
Executive  Vice  President,  ^lassachusetts  Motor 

Truck  Association,  Boston,  ]\Iass. 
President,  Boston  Shipping  Association,  Boston, 

Mass. 
President,     Boston     Wool     Trade     Association, 

Boston,  Mass. 
President,    Pennsylvania     Petroleum    Products 

Corp.,  Boston,  Niass. 
Pan    American    Airways,    Logan    International 

Airport,  Boston,  Mass. 
Pistorino  &  Co.,  Inc.,  Boston,  Mass. 
Executive    Director,    World    Trade  Center    of 

New  England,  Boston,  Mass. 

Bridgeport,  Conn.,  District  meeting  dates — October  11,  11)67,  and  May  4,  19(38. 


Edwin  G.  Jewel t 
Frank  E.  Beeson,  Jr. 


Palmer  ¥.  King 
Kenneth  W.  Wisecarver 
James  B.  Swann 
( iene  Morgan 
R.  W.  Smith 

Andre  A.  Crispin 

J.  11.  Branard,  Jr. 

John  Lewis 
John  A.  Fasolino 

Ashlev  W.  Lott 


Jos(,'ph  A.  Curnane 
Carl  Gilbert 


John  Bresnahan 

John  Dennehy 

James  Lynch 

Nelson  Burke 

(iene  Kelly 

Leo  Pistorino 

Ellis  B.  Ilillgrove,  Jr. 


Mrs.  Gertrude  M.  Cwikla 

( Chairman) 
Edward  F.  Cm-ley 

Douglas  Bennett 

Fred  Biebel,  Jr. 

William  M.  Denison 

Manning  Ivxtnn 


District  Director  of  Customs,  Bridgeport,  Conn. 

Assistant  District  Director  of  Customs,  Bridge- 
port, Conn. 

Chairman,  Connecticut  Regional  Export  Ex- 
pansion Coiuicil,  Bridgeport,  Conn. 

Executive  Directoi-,  Wine  &  Spirits  Wholesalers 
of  Connecticut,  Bridgeport,  Conn. 

Secretary-Treasvu'er,  P\u'chasing  Agents  Associa- 
tion of  Connecticut,  Bridgeport,  Conn. 

International  Trade  Specialist,  Connecticut  De- 
velopment Commission,  Bridgeport,  ('onn. 


488       i!t(is    ];i;i'()i;t  of  Tin:   skcijktary   of  tfie   treasui;y 

Jose])!)  Ilaiuioii  Ext'cutivo    Secretary,    lirewcrs    &    ANIiolcsalers 

Board  of  Trade,  Bridgeport,  C'oini. 
C.  Frank  Ililehoock  President,  Motor  Transport  Association  of  Con- 

uecticut.  Inc.,  Bridj^eport,  (Jonn. 
John  F.  O'Hricu  Executive      Director,      Connecticnt      I'etrolcuni 

Council,  liridjieport,  ('onn. 
11.  iV  WCthi  icll  Director,  Aeronautics,  Connecticut   Department 

of  Aeronautics,  Bridgeport,  Conn. 
Frederick  .\.  Huhin  Executive   Director,   Chamber  of  Commerce  of 

Northwest  Connecticut,  Bridgeport,  Conn. 

Buffalo,   X.V.,    Disiriel    meeting  dates —Octobi'r   12,    I'.MiT,  and   Marcii    14,  and 
Ai^ril  10,  19GS. 

John  F.  Chilton  (Chairman)  District  Director  of  Customs,  Buffalo,  X.Y. 

Harold  B.  Krhlich  Director,  Port  Authority,  Buffalo,  N.  V. 

Leland  .\.  Wells  State   of    New    York    Representative,    Buffalo, 

N.Y. 

Edward  T.  Brick  Manager,    Foreign     Affairs    &    Transportation, 

Buffalo  Chamber  of  Commerce,  Buffalo,  N.  Y. 

F'red  Xeffke  Supervisor,   Customs   Hailwav  Expre.ss  Agency, 

Buffalo,  N.Y. 

F]dwaid  .1.  Beimel  t  President  (^^lanagement  Croup)  Trucking  Fed- 

eration of  Niagara  Frontier,  Inc.,  Buffalo, 
N.Y. 

Frank  Croiiin  District    Sales    Manager,     New     ■^'ork    Central 

Railroad,  Buffalo,  N.^'. 

Hugh  Willis  Operations  Manager,  Buffalo  &  F'ort  Kv'w  Public 

Bridge  Authority,  Buffalo,  N.Y. 

Alfred  V.  Croiu;  Executive  Vice    President,    Brake    Beam    Com- 

panv;  Chairman,  Puljlic  Affairs  Committee, 
Central  Railway  Club,  Buffalo,  N.Y. 

Better  Tower  C.  J.  Tower  &  Sons,  Inc.,  Customhouse  Brokers, 

Buffalo,  N.Y. 

{lordon  Muriiliy  Kingsway     Transportation     Company,     Trans- 

portation Industry  Representative,  Associa- 
tion of  International  Border  Agencies,  Buffalo, 
N.Y. 

Cieorge  Crban  [Manager,    Niagara    Falls    Bridge    Conunission, 

Niagara  Falls,  N.Y. 

Jav  Douglas  Manager,  Niagara  Falls  Airport,  Niagara  Falls, 

N.Y. 

Providence,    i!.I.,   District  meeting  dates — October'.),   llKiT,  and  NoNcniber  i;!, 
H»G7. 

Alfred  ]M.  Dumoucliel  District  Director  of  Customs,  Providence,    II. I. 

(Chairman) 
A\'illiam  F.  Harper  Secretary   &   Treasurer,    AYorld    Trade    Clulj   of 

th(»    Gr<'at(T    Providence    Chaml)er    of    Com- 
merce, Providence,   li.I. 
Jolni  M.  Fiaser,  Jr.  Vic(^   President,    Phode    Island    Hospital    Trust 

Co.   (International  Dei)artment),  Provichnice, 

li.I. 
Duncan  W.  Booth  A'ice      President,      Industrial      National      Bank 

(International  D(ipart ment),  ProvideiuM-,  li.I. 
liol)ert  N.  Nelson  Wcr    President,     Goff    &     Page    Co.     (Customs 

Brokers),  Providence,    H.I. 
Herljert  S.  Lowell  \  ice     Fresidtmt,     J.     F.     Moran    Co.     (Customs 

Brokers),  Providence,   li.I. 
Blake  Schultz  Chairman,     Managers    C'onference    of    Airlines 

Operations,  Theodore  F'rancis  Green  .\irport, 

Providence,   P.I. 
Jolm  ,1.  ( )i  r  President,    Rhode    Island    Shipping    Association 

Inc.,  Provid(Mice,   li.I. 
John  \.  Sylvia  President     &     Business     Agent,      International 

Longshoremen's  Association,  Local  l(iS4,  Prov- 
idence,   li.I. 
Mattliew  J.  Bento  Business    Agent,    Internal  ional    Longshoremen's 

Association,  Local   i:>2',t,  Pro\id(mce,    li.I. 
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Baltimore,  Mfl.,  District  meeting  date — October  11,  19G7. 

District  Director  of  Customs,  Baltimore,  Mel. 

Assistant  District  Director  of  Customs,  Balti- 
more, Md. 

Assistant  District  Director  of  Customs,  Balti- 
more, INld. 

President,  Customhouse  BroktM's  &  Forwartlers 
Association,  Baltimore,  Md. 

Foreign  Commerce  Representative,  ^Maryland 
Port  Authority,  Baltimore,  Md. 

Vice  President,  Lavship  of  Baltimore,  Inc.; 
President,  Steamshii)  Trarle  Association, 
Baltimore,  ]\Id. 

Airport  Manager,  Pan  American  Airways, 
Association  of  Scheduled  Airlines  of  Balti- 
more, Md.,  Baltimore,  'Sid. 

Pubhc  Relations,  McCormick  &  Co.,  Inc., 
Baltimore,  Md. 

Station  Manager,  Eastern  Airlines,  Baltimore, 
Md. 

Air])ort  Director,  Friendship  International  Air- 
port, Baltimore,  Md. 

Associate  Attorney,  Gordon,  Fienblatt  &  Roth- 
man,  Baltimore,  Md. 

President,  National  Customs  Service  Associ- 
ation, Baltimore  Branch,  Baltimore,  Md. 


Leslie  L.  Spiers  (Chairman) 
James  P.  McCann 

Vincent  J.  McGettigan 

M.  Sigmund  Shapiro 

F.  Peter  Polimini 

^laurice  E.  Curlee 

Robert  McCormick 

Paul  Welch 
John  Cotton 
Col.  John  Scott 
David  IT.  Fishman 
Norbt'rt  J.  Anderson 


Norfolk,  \a.,  District  meeting  date — October  .j,  19G7. 


H.  Singleton  Garrett 

(Chairman) 
John  D.  Seldon 

Edmund  T.  Pen/.old,  Jr. 

James  G.  Page 

Robert  Ilasler 

James  ]\I.  Crumbley 
S.  C.  Bowman,  Jr. 

F.  E.  Dickerson 

Joseph  D.  Dean,  Jr. 

Alfred  Bernard  III 
Henry  W.  McDermott,  Jr. 

Philadelphia,  Pa.,  District  ii 

Edward  J.  Henry  (Chairman) 
C.  Everett  Langhans 

William  J.  Lawrence 

John  Cook 

James  Kelly 

William   Keogh 


District  Director  of  Customs,  Norfolk,  \'a. 

Assistant  District  Director  of  Customs,  Norfolk, 

Va. 
Assistant  District  Director  of  Customs,  Norfolk, 

Va. 
Secretarv,       Customs       Brokers       Association, 

Norfolk,  \'a. 
General     Partner,     Ilasler    &     Co.,     Steamship 

Agents;  Chairman,  Hampton  Roads  Maritime 

Association     Committee     on     Commerce     & 

Transpoi'tation,  Noi'folk,  ^'a. 
Cieneral  Manager,   Norfolk  Ports  &   Industrial 

Authority,  Norfolk,  \'a. 
President,  A'irginia  Highway  I'sers  Association; 

President,  Virginia  Hauling  Co.  of  Richmond, 

Richmond,  Va. 
President,  Lamberts  Point  Docks,  Inc.,  Norfolk, 

Xa. 
President,     Burlington     Industries     Wool     Co., 

Clarksville,  Va. 
Attorney,  P.  A.  Agelasto,  Norfolk,  Xii. 
Regional    Vice    President,     National    Customs 

Service  Association  Region  III,  Norfolk,  \'a. 

leeting  date — October  11,  19G7. 

District  Director  of  Customs,  Philadelphia,  Pa- 
Assistant  District  Director  of  Customs,  Philadel- 
phia, Pa. 
Program  Assistant,  U.S.  Customs,  Philadelphia, 

Pa. 
Cargo    Sales    Officer,    British    Oxcrseas    Airway 

Corp.,  Philadelphia,  Pa. 
Deputy  Director,  Port  Development,  Delaware 

River  Port  Authority,  Philadelphia,  Pa. 
Manager,   Port   Department,    Lavino  Shipping 
Co.,  Philadelphia,  Pa. 
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Fraiici.-^  Muldooii  President,  J.  A.  ^[eCarthy  Steamship  Company; 

President,  Pliiladolphia  .\rarinc  Tradc^  Associa- 
tion, Pliiladclpliia,  Pa. 

Carson  Simon  President,   Frei{i,ht  Brol<ers,  Forwaiders  it   Cus- 

toms   Brokers    Association,    Philadelphia,    I'a. 

Thomas  .J.  Tarrell  Pre-sident,    National    Customs   Service   Associa- 

tion, Philadelphia  Branch,   Philadelphia,  Pa. 

Aliami,  Fla.,  District  nu'eliii;^  dates — September  14  and  Noveml)er  10,  11)07. 

James  K.  Townsend  District  Director  of  Customs,  Miami,  Fla. 

(Chairman) 
W.  ]M.  Stankiewicz  As.si.stanl    I)istiict  Director  ol"  Cusloms,   .Miami, 

Fla. 
!•'.  llenninaii  .V.'^sistant  District    Dii'eclor  of  Customs,   Miami, 

Fla. 
Carl  Matusek  Picsident,  Curl  Alatiisek,  Inc.,  Miami,  I'la. 

L.  Cors(;ttnuui  Presidcsnt,  Customs  Brokers  <t  Forwardeix  A.sso- 

ciation,  Miami,  Fla. 
.Jolm  ,1.  Otto  Miami      Manager,      Pan      American      Airways, 

Miami,  Fla. 
1.  .1.  Stephens  Director,  Dade  County  Seaport,  .Miami,  Fla. 

1\.  1*].  Lund  Customs    Broker   &    Freight     For\vard(;r,    West 

Palm  Beach,  Fla. 
W .  T.  Norton  Chief,    Operations  A:   Security,    Miami    Interna- 

tional Airport,  Miami,  Fla. 
Da\  id  .\ucanii)  .Managed',    Port    l^erglades    Operations    Dept., 

Port  I'^NC'rglades,  Fla. 
Miss  Sandra  Oshorne  Supervisor,     Import    OpenUions,     .\ir    IjXjjress 

International  Agency,  Miami,  Fla. 
( leorgt-  .\.  Smith  National  Customs  Service  Association,    .Miami, 

Fla. 

San  Juan,  P.lv.,  Disirict  meeting  dates — August  28  and  November  io,  l'J07. 

1!.  .\.  Torrens  (Cliairman)  District  Director  of  Customs,  San  Juan,  P.H. 

Pedro  R.  Acevedo  .\ssistant  District  Director  of  Customs,  San  Juan, 

P.K. 
.lulio  Barreto  .\ssistant    District    Director    of    Customs,    San 

Juan,  P.K. 
l*'rancisco  Arroyo  Oj)erations    Supervisor,    Sealand    Service,    Inc., 

San  Juan,  P.R. 
Claudio  .\rce  Representative,  New  '^'ork  Port  Aultioritv,  San 

Juan,  P.R. 
•lolni  .\.  Feruande/,  Airport  Customer  Ser\ice  Manager,  Pan  .\mer- 

ican  Airways,  Inc.,  S;in  Juan,  P.I!. 
i'Crmin   It.  .Morale>  ( 'ustondiouse  Broker,  San  Juan,  P.K. 

Jninu"  Cionzale/y  01i\cr  President,  Tra\ el  .\gents  .\ssociatiou  of  Puerto 

Kico,  San  Juan,  P.K. 
Kobert  C.  Stimson  (leneral    Manager,    Railway    ICxpress    Agency, 

Inc.,  San  Juan,  P.R. 
.1.  .M.  .Mlieri  Custondiouse  Broker,  San  Juan,  P.K. 

Kobert  N.  Altman  Customs  Attorney,  San  Juan,  P.K. 

-Vgustine  Beniti'z  i^egional  Director,  AFL-CIO  for  Puerto   Kico, 

San  Juan,  P.Pv. 

'I'anijKi,   l<'la.,    i)isti-ict   meeting  dates — July  27,    l'.l()7,  and  FebiMuii'y   iti,   I'.tOS. 

.\.  B.  Angle  (Chaiiinanj  District  Director  of  Customs,  Tampa,  Fla. 

\  ernon  K.  Flarbee  .\ssistant  District  Director  of  Customs,  Tampa, 

Fla. 
Waiter  .M.  ('lin(!  .Vssistant  District  Director  of  Cusloms,  T.ampa, 

Fla. 
Sam  Caill;ird  ['resident,      Block      Terminal,      Inc.,      Shipi)ing 

Agent,    Lyke   Bros.,   Tampa,    Fla. 
Jack  Fitzgerald  Manager,  Tami)a   Port   .\uthority,  Tampa,   Fla. 

tieorge  Beam  Mtinager,  Tami)a  Inleinational  .\irpor),  Tampa, 

Fla. 
Francis  Sack  Customhouse   Broker,    Tanqni,    Fla. 
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Howard  Baron  Manager,    International    Div.,    Florida     Citrus 

Exchange,  Tampa,  Fla. 

Aiihui-  Ilciiflcrsoii  ^Manager,  Agency  Services,  Transoceanic  Freight- 

ing Services,  Tampa,  fla. 

Julio  Feijoo  Director,   Pan   American   Commission,   Tampa, 

Fla. 

John  E.  Probst  Area  Manager,  Pan  American  Airways,  Tampa, 

Fla. 

David  Rawls  Manager,  Port  Authority,  Jacksonville,  Fla. 

John  G.  McGiffin  Customhouse    Brokers    '&    P^reight    Forwardei-, 

Jacksonville,  Pla. 

George  King  Manager,  Port  Authority,  Cape  Canaveral,  Fla. 

liaymond  W.  Gage  President,    South    Atlantic   &    Caribbean    Ports 

Association;  Executive  Director,  Florida 
Ports  &  Foreign  Trade  Council,  Tampa,  Fla. 

Miss  Sliaron  (iaiter  Executive  Secretary,  Bonanni  Ship  Supply  Co., 

Tampa,  Fla. 

iiayniond  1).  elites  President,    National   Customs   Service   Associa- 

tion, Tampa,  Fla. 

New  (Orleans,   La.,  District   meeting  date — Octol)er  4,   liXlT. 

Milton  LeBhmc  (Chairman)  District  Director  of  Customs,  New  Orleans,  La. 

David  W.  Tuttle  President,    New  Orleans   Customho\ise   Brokers 

Association,    New   Orleans,    La. 
Thomas  \l.  Spedden  President,      Forwarding      Agents      &      P'oreign 

Brokers    Association    of    New    (Ji'leans,    New 

Orleans,  La 
Salvato)-e  Giallanza  N'ice  President,  New  Orleans  Steamship  Associ- 

ation,  New-  Orleans,   La. 
John  W.  :\Ierritt  Partner,  R.  H.  Keen  &  Co.,  New  Orleans,  La. 

Maurice  Juge  President,   A.   AL   Juge  Co.,   New  Orleans,   La. 

John  J.  Cruthirds  Mce    President,    Maloney   Trucking  &   Storage, 

Lie,  New  Orleans,  La. 
Cecil  M.  Shilstone  President,     Shilstone     Laboratory,     Inc.,     N(>w 

Orleans,  La. 
Aniliony  A.  Tlei-nande/  President,     New     Orleans     Branch,     National 

Customs   Servic(^   Association,    New   Orleans, 

La. 

Mobile,  Ahu,  District  meeting  dates— October  12,  1967,  and  March  19,  196>S. 

Clarence  C.  Howard  District    Director    of    Customs,     Mobile,     Ala. 

(Chairman) 

James  T.  Lee  Vice  President,  Page  &  Jones,  Inc.,  Mobile,  Ala. 

11.  S.  Price  President,  Mobile  Steamship  Association,   Mo- 

bile, Ala. 

John  L.  Godwin  President,  Forwarding  Agomts  &  Foreign  Freight 

Brokers  Association  of  Mobile,   Mobile,  Ala. 

I).  M.  Hargett  Vice    President,    De\'au    Insp(>ction    C'o.,    Inc., 

Mobile,  Ala. 

W.  A.  Stein  ])istrict  Traffic  Manager,  Aluminum  Company 

of  America,  Mobile,  Ala. 

Harvey  L.  Peiry  President,    Mobile    Branch,    National    Customs 

Service  Association,   Mobile,   Ala. 

C.  H.  llaig,  Jr.  General  Traffic  Alanager,  Alabama  Stale  Docks 

Department,  Mobile,  Ala. 
John  P.  McKay  District    Manager,     Gordens    Transi)oi-t,     Inc., 

Mobile,  Ala. 
B.  L.  Skinner  Assistant    Freight    Traffic    Manager,    Soutliei-n 

Railway  System,    Mobile,   Ala. 

Dallas  and  Fort  Worth,  Tex.,  District  meeting  date — October  10,  ]9()7. 

llarrv  Ci.  Kellv  (C'hairmau)  District  Director  of  Customs,  Houston,  Tex. 

W.  W.  Follett"  Customs  Port  Director,  Dallas,  Tex. 

D.  W.  Michael  Customs  Port  Director,  Fort  Worth,  Tex. 
Patrick  S.  Lacy  Customs  Port  Director,  Oklahoma  City,  Okla. 
D.  Dupre  Chamber  of  Commerce,  Dallas,  Tex. 
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]>].  I{.  Larnicr  C'haiiitKT  of  Comiucrcc,  Fort  Worth,  Tex. 

.).  r.  Little  Oklahoma   Chy   Ohainhcr  of  ('oiniiicrcc.   Okla- 

homa City,  Okla. 

M.  Diicnwiiif!;  Tulsa  ChamlxM-  of  Commerce,  Tulsa,  Okla. 

(}   K    Posev  Customhouse     lirokers     Association,     Houston, 

Tex. 

W.  O.  Black  Central  Freight   Lines,  Houston,  Tex. 

liaredo,  Tex.  District  meeting  date — September  IG,  1967. 

IL  V.  Outlaw  (Chairman)  District    Director    of    Customs,     Laredo,     Tex. 

^lerle  L.  Murphy  Customs  Port  Director,  Brownsville,  Tex. 

Jose  Cruz  Customs  Port  Director,  Eagle  Pass,  Tex. 

Kav  .\.  Ilaux  Station      Manager,      Ann-rican      Airlines.      San 

Antonio,   Tex. 
Frank  Davila  ^Member,    Board    of    Directors,    Hcmisfair    '(is, 

San  Antonio,  Tex. 
T.  11.  (lonzale/  Customhouse  liroker,  lOagle  Pa.ss,  Tex. 

.L  (!.  (luci-ra  ^Manager,    Brownsville-Matamoros    Bridge   Co., 

Brownsville,  Tex. 
W.  (!.  lIoNcl,  .Jr.  Customhouse  Brokei-,  Laredo,  Tex. 

L.  I).  Kerr  Kerr's  Curios,  San  Antonio,  Tex. 

A\'    L    Webber  Traffic  ^Manager,  Texas-Mexican   Pvailroari  Co., 

Laredo,  Tex. 

El  Paso,  Tex.,  District  meeting  date — September  IS,  1!)()7. 

U.  H.  Dwigans  (Chaii'nian)  District  Director  of  Customs,  El  Paso,  Tex. 

John  E.  Martin  ]\Iartin  Brokerage  Co.,  El  Paso,  Tex. 

Antonio  J.  Taylor  Old  Mexico  Shop,  l^l  Paso,  Tex. 

Bill  Aforrow  Western    N'ending    Co.;    ?ileml)er    International 

Relations  Committee,  Chamber  of  Commerce, 
El  Paso,  Tex. 

Eini(iue  Munoz  Broliez  President,     Chamber     of     Commerce,     Juarez, 

Chih.,  Alexico. 

T.  J.  \\'oodsid(;  Cioneral    ^Manager,    American    Smelting   it    He- 

fining  Co.,  El  Paso,  Tex. 

Bishoj)  L.  Bailey,  Sr.  Bailey  Fluorspar  Co.,  ALarathon,  Tex. 

(ialveston,  Houston,  and  Port  Arthur,  Tex.,  Districts  meeting  date   -October  .'!, 
1!)67. 
Harry  (i.  Kelley  District  Director  of  Customs,  Houston,  Tex. 

(Co-Chairman). 
(ieorge  L.  C.  Pratt  District   Director  of  Customs,  (lalvc'ston,  Tex. 

(Co-Chairman). 
Pvobert  A.  Cole  (Co-Chairman)      District  Director  of  Customs,  Port  Arthur,  Tex. 
]•].  11.  Harder  Thomas  J.  Lipton,  Inc.,  (!al\-eston,  Tex. 

S.  J.  Wet)ster,  Sr.  Strachan  Shipping  Co.,  (ialveston,  Tex. 

J.  W.  Campbell  South(!rn  Pacific  Co.,  Houston,  Tex. 

R.  E.  Reed  Hansen  tt  Tidemann,  Houston,  Tex. 

J.  II.  Raspberry  President,   International   Longshorenuai's   .Vsso- 

ciation  [127;]),  (ialveston,  Tex. 
J    M.T.Stewart  International   Longshoremen's  I'nion,    Houston, 

Tex. 
\N'.  W.  Fitzpati'ick,  Jr.  Port    Arthur   Steatnship    Agencv,    Porl    .Vrlhur, 

Tex. 

Los  Angeles,  Calif.,  District  meeting  dates — October  4  and  November  oO,  liitu, 
and  January  17,  and  March  20,  lVt6S. 

\\illiam  C.  Knoke  (Chairman)       District      Director     of     Customs,     Los   .\ngeles, 

Calif. 
Lewis  v..  C^oppersmilh  President,    Foreign    Trade    Club    of    Southern 

California;   President,   Customhouse   Brokers, 

Los  Angeles,  Calif. 
Hannan  J.  DeLacy  President,     Transportation     CIuIj    of    Southern 

California;     (!enei-al    Freight    Agent,     Union 

Pacific    Railroad,    Los    Angeles,    Calif. 
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J.  A.  Berry 

Miss  Marjorie  M.  Shostak 

John  A.  Sowers 
Francis  V.  Swanson 
Robert  L.  Waggoner 

William  D.  White 
Clifford  N.  Bailey 
Jerome  K.  Nelson 


President,  Southern  California  Terminal  Op- 
erators Association,  Los  Angeles,  Calif. 

Chairman,  Import  Legislation  &  Customs  Com- 
mittee, Los  Angeles  Chamber  of  Commerce; 
Customs  Attorney,  Stein  &  Shostak,  Los 
Angeles,  Calif. 

Manager,  World  Trade  Department,  Los 
Angeles  Chamber  of  Commerce,  Los  Angeles, 
Calif. 

President,  Los  Angeles  Steamship  Association; 
Assistant  Manager,  Inter-Olsen  Agencies, 
Los  Angeles,  Calif. 

Chairman,  Customs  Coordinating  Committee, 
Los  Angeles  Air  Cargo  Association;  President, 
International  Customs  Service,  Inc.,  Los 
Angeles,  Calif. 

Chairman,  Licensed  Customhouse  Broker 
Association;  President,  Frank  P.  Dow  Co., 
Los  Angeles,  Calif. 

Chairman,  Los  Angeles  Orange  Unit  of  the 
California  Trucking  Association,  Los  Angeles, 
Calif. 

National  Vice  President,  National  Customs 
Service  Association,  Los  Angeles,  Calif. 


San  Francisco,  Calif.,  District  meeting  date — November  15,  1967 
Ben  A.  Burk  (Chairman) 


George  K.  Brokaw 
Paul  A.  Ahearn 
Ted  L.  Rausch 
Don  Van  Iderstine 

Karl  E.  Giradi 

A.  S.  Glickbarg 

F.  E.  Kriebel 
Tom  Caylor 
Jack  Gomperts 
James  Baker 


Regional  Commissioner  of  Customs,  San  Fran- 
cisco, Calif. 

District  Director  of  Customs,  San  Francisco, 
Calif. 

Chairman,  Air  Facilitation  Committee,  San 
Francisco,  Calif. 

President,  Customs  Brokers  «&:  Freight  For- 
warders Association,  San  Francisco,  Calif. 

Manager,  Freight  Department,  Pacific  Far  East 
Lines  &  Pacific  Steamship  Association,  San 
Francisco,  Calif. 

President,  San  Francisco  Chapter,  National 
Customs  Service  Association,  San  Francisco, 
Calif. 

Board  Chairman,  Pacific  Intermountain  Ex- 
press; and  Member,  American  Trucking 
Association,  San  Francisco,  Calif. 

Vice  President,  Southern  Pacific  Railroad,  San 
Francisco,  Calif. 

Chairman,  World  Trade  Division,  Chamber  of 
Commerce,  San  Francisco,  Calif. 

President,  California  Council  for  International 
Trade,  San  Francisco,  Calif. 

Business  Agent,  Teamsters  Local  No.  85,  San 
Francisco,  Calif. 


Seattle,  Wash.,  District  meeting  date — November  17,  1967. 


Ben  A.  Burk  (Chairman) 

Roy  L.  Peterson 
George  E.  Harrison 

Joe  Hansford 


Walt  Litch 

Frank  O.  Rasmussen 


Regional  Commissioner  of  Customs,  San  Fran- 
cisco, Calif. 

District  Director  ot  Customs,  Seattle,  Wash. 

District  Manager,  Transportational  Services, 
Northwest  Airlines,  Seattle,  Wash. 

President,  George  S.  Bush  &  Co.;  President, 
Seattle  Customs  Brokers  &  Freight  For- 
warders Association,  Seattle,  Wash. 

Secretary,  Puget  Sound  Steamship  Operators 
Association,  Seattle,  Wash. 

President,  Washington  Chapter,  National  Cus- 
toms Service  Association,  Seattle,  Wash. 
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Carl  H.  PickreU 

Martin  O'  Rorkc 

J.  Eldon  Ophcim 
Oliver  Olson 

Henry  Levinger 


Foreign  Freight  Agent,  Northern  Pacific  Rail- 
road, Seattle,  Wash. 

ISIanager,  World  Trade  &  Transportation  Depart- 
ment, Chomber  of  Commerce,  Seattle,  Wash. 

General  INlanager,  Port  of  Seattle,  Seattle,  Wash. 

President,  International  Longshoremen's  & 
Warehousemen's  Union,  Seattle,  Wash. 

Assistant  Director,  Port  of  Seattle's  Trade  & 
Development  Department,  Seattle,  Wash. 


The  Juneau,  Alaska,  District  held  no  meetings. 
Ben  A.  Burk  (Chairman) 


William  J.  Ritchie 
Frank  M.  Murkowski 

C.  A.  Schule 


Don  Dickey 
Ralph  Sanders 
Cliflf  Taro 
Henry  Hedberg 


Regional  Commissioner  of  Customs,  San  Fran- 
cisco, Calif. 

District  Director  of  Customs,  Juntuxu,  Alaska. 

Commissioner,  Department  of  Economic  De- 
velopment, State  of  Alaska,  Juneau,   Alaska 

Chairman,  Air  Facihtation  Committee,  North- 
west Airlines,  International  Airport,  Anchor- 
age, Alaska 

General  Manager,  Alaska  State  Chamber  of 
Commerce,  Juneau,  Alaska 

]\lanaging  Director,  Alaska  Carriers  Association, 
Juneau,  Alaska 

President,  Southeast  Stevedoring  Corp.,  Ketchi- 
kan, Alaska 

Secretary-Treasurer,  State  Federation  of  Labor, 
AFL-CIO,  Juneau,  Alaska 


The  Honolulu,  Hawaii,  District  held  no  meetings 
Ben  A.  Burk  (Chairman) 


Regional  Commissioner  of  Customs,  San  Fran- 
cisco, Calif. 

District  Director  of  Customs,  Honolulu,  Ha- 
waii 

Airport  Service  Manager,  Pan  American  Air- 
ways; Chairman,  Honolulu  Air  Facilitation 
Committee,  Honolulu,  Hawaii 

President,  American  Customs  Brokerage  Co., 
Inc.,  Honolulu,  Hawaii 

Vice  President,  Matson  Navigation  Co.,  Hono- 
lulu, Hawaii 

President,  Hawaii  Branch,  National  Customs 
Service  Association,  Honolulu,  Hawaii 

Deputy  Director  for  Operations,  Dept.  of 
Transportation,  State  of  Hawaii,  Honolulu, 
Hawaii 

Director  of  Advertising,  Dillingham  Corp., 
Honolulu,  Hawaii 

Chicago,  III.,  District  meeting  dates — September  26,  1967,  and  January  16,  1968. 


Dr.  Ernest  I.  Murai 
Jack  Ellis 

Francis  J.  Kojima 

W.  Russell  Starr 

Harry  K.  Brown,  Jr. 

Admiral  E.  A.  Wright,  USN 
(Retired) 

Walter  Dodds,  Jr. 


Fred  R.  Boyett  (Co-Chairman) 

Heinz  L.  Herz  (Co-Chairman) 
Edward  E.  Russell 

Warren  J.  Simmons 

Marcus  J.  Kitchelt 
William  E.  Downes,  Jr. 

John  J.  INTanley 

Robert  A.  Procknow 

Werner  J.  K.  Burchard 


Regional   Commissioner  of  Customs,   Chicago 

111. 
District  Director  of  Customs,  Chicago,  111. 
Assistant  District  Director  of  Customs,  Chicago 

111. 
Assistant  District  Director  of  Customs,  Chicago, 

111. 
Customs  Agent  in  Charge,  Chicago,  111. 
Commissioner,    Department  of   Aviation,    City 

of  Chicago,  Cliicago,  111. 
Port    Director,     Department    of    the    Port    of 

Chicago,  Chicago,  111. 
President,    Importers    Association    of    Chicago, 

Chicago,  111. 
Acting  Executive  Secretary,   U.S.   Great  Lakes 

Shipping  Association,  Chicago,  111. 
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William  A.  McGinty 
Vilas  Johnson 

Dimitri  Tsohas 
William  Noorlag,  Jr. 
Foy  Phillips 
Vid  Rapsys 
John  Shanahan 

Martin  H.  Plotnick 
Maxim  M.  Cohen 


President,  Customhouse  Brokers  Association 
of  Chicago,  Inc.,  Chicago,  111. 

Director,  World  Trade  Division,  Chicago  Asso- 
ciation  of   Commerce  &    Industry,    Chicago, 

Chairman,  International  Air  Carriers  Associ- 
ation, Chicago,  111. 

General  Manager,  Central  Motor  Freight  Asso- 
ciation, Chicago,  111. 

Chairman,  O'Hare  Airlines  Managers'  Associa- 
tion, Chicago,  111. 

President,  International  Air  Cargo  Association, 
Chicago,  111. 

President,  Chicago  National  Customs  Service 
Association  &  Regional  Vice  President, 
Chicago,  111. 

Chairman,  Import  Committee,  International 
Trade  Club,  Chicago,  111. 

General  Manager,  Chicago  Regional  Port 
District,  Chicago,  III. 

Detroit,  Mich.,  District  meeting  dates — October  3,  1967,  and  January  16,  1968. 

Fred  R.  Boyett  (Co-Chairman)  Regional  Commissioner  of  Customs,  Chicago,  111. 
Louis  A.JMezzano  (Co-Chairman)  District   Director   of   Customs,    Detroit,    Mich. 

Assistant  District  Director  of  Customs,  Detroit, 
Mich. 

Assistant  District  Director  of  Customs,  Detroit, 
Mich. 

Customs    Agent    in     Charge,     Detroit,     Mich. 

President,  Detroit  Customhouse  Brokers  & 
Foreign  Freight  Forwarders,    Detroit,    Mich. 

Chairman,  Airport  Facilitation  Committee, 
Detroit,  Mich. 

Member  U.S.  Customs  Court  Bar,  Detroit, 
Mich. 

Manager,  World  Trade  Department,  Greater 
Detroit  Board  of  Commerce,  Detroit,  Mich. 

President,  Detroit  Chapter,  U.S.  Great  Lakes 
Shipping   Association,    Detroit,    Mich. 

Manager,  Michigan  Trucking  Association,  De- 
troit, Mich. 

President,  National  Customs  Shipping  Asso- 
ciation, Detroit,  Mich. 

President,  American  Federation  of  Govern- 
ment Employees,  Lodge  No.  176,  Detroit, 
Mich. 

Second  Vice  President,  International  Banking 
Department,  Manufacturers  National  Bank  of 
Detroit,  Detroit,  Mich. 

Duluth,   Minn.,   District  meeting  date — September  28,   1967. 

Regional  Commissioner  of  Customs,  Chicago,  111. 
District  Director  of  Customs,  Duluth,  Minn. 
Assistant  District  Director  of  Customs,  Duluth, 

Minn. 
Assistant  District  Director  of  Customs,  Duluth, 

Minn. 
President,      Duluth-Superior      Marine      Asso., 

Duluth,  Minn. 
Port     Director,     Seaway     Port     Authority     of 

Duluth,  Duluth,  Minn. 
President,  Twin-Ports  Agents  Association,  Asso- 
ciation of  Railroad  Agents,  Duluth-Superior, 

Duluth,  Minn. 
Vice     President,     Norman     G,     Jensen,     Inc., 

Duluth,  Minn. 


Walter  R.  Ottinger 

Joseph  Grubach 

Kenneth  R.  Aschim 
John  M.  Grose 

Richard  Daday 

John  C.  Ray 

John  W.  Kinsey 

Heinz  R.  Bonsel 

Jack  McNamara 

Homer  W.  Rice 

Robert  W.  Ehinger 

Thomas  G.  Ouelettt 


Fred  R.  Boyett  (Co-Chairman) 

C.  L.  Bingham  (Co-Chairman) 

D.  E.  Grimwood 

M.  D.  Stark 
Sven  Hubner 
David  W.  Oberlin 
John  A.  Cech 


Mrs.  Lou  V.  Moe 
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Theodore  W.  Svensson 
Melvin  Maust 

Robert  Ion 

Charles  B.  Ochis 

George  A.  Barber 


Customhouse    Broker,    Duluth,    Minn. 

President,  Twin  Ports  Motor  Carriers  Asso- 
ciation, Duluth,  Minn. 

Manager,  Duluth  International  Airport  & 
Sky   Harbor    Airport,    Duluth,    Minn. 

Senior  Agent,  North  Central  Airlines,  Duluth, 
Minn. 

President,  Minnesota  Border  Branch,  National 
Customs  Service  Association,  International 
Falls-Ranier,    Minn. 

Cleveland,  Ohio,  District  meeting  date — October  10,  1967. 

Fred  R.  Boj'ctt  (Co-Chairman)     Regional  Commissioner  of  Customs,   Chicago, 

111. 
John  F.  Kovacic  (Co-Chair-         District  Director  of  Customs,  Cleveland,  Ohio 
man) 

Assistant  District  Director  of  Customs,  Cleve- 
land, Ohio 

Assistant  District  Director  of  Customs,  Cleve- 
land, Ohio 

Customs  Agent  in  Charge,  Cleveland,  Ohio 

Executive  Director,  Cleveland  World  Trade 
Association,  Cleveland,  Ohio 

International  Traffic  Manager,  Goodyear  Tire 
&  Rubber  Co.,  Cleveland,  Ohio 

Port  Director,  Citv  of  Cleveland,  Cleveland, 
Ohio 

Commissioner  of  Airports,  Cleveland,  Ohio 

Chairman,  Cleveland  Customhouse  Brokers 
Association,  Cleveland,  Ohio 

Chairman,  Cleveland  Maritime  Association, 
Cleveland,  Ohio 

President,  Cleveland  Stevedoring  Co.,  Cleve- 
land, Ohio 

President,  Lederer  Terminals,  Cleveland,  Ohio 

Stations  Operations  Manager,  Air  Canada, 
Cleveland,  Ohio 

Secretary-Treasurer,  Fenton  Co.,  Cleveland, 
Ohio 

International  Market  Research  Analyst,  Eaton, 
Yale  &  Towne,  Inc.,  Cleveland,  Ohio 

National  Customs  Service  Association,  Cleve- 
land, Ohio 

Minneapolis,  Minn.,  District  meeting  dates — September  27,  1967,  and  Janu- 
ary 31,  and  April  24,  1968. 

Regional  Commissioner  of  Customs,  Chicago, 
111. 

District  Director  of  Customs,  Minneapolis, 
Minn. 

Assistant  District  Director  of  Customs,  Minne- 
apolis, Minn. 

Assistant  District  Director  of  Customs,  Minne- 
apolis, Minn. 

Norman  G.  Jensen,  Inc.,  Customhouse  Broker, 
Minneapolis,  Minn. 

Executive  Assistant  to  the  President,  Werner 
Transportation  Co.,  Minneapolis,  Minn. 

Chairman,  Airlines  Manager  Council,  Minne- 
apolis, Alinn. 

President,  Twin  Cities  Freight  Agents  Associa- 
tion, Miinieapoiis,  Minn. 

Import  Dir(H't()r,  Daytons,  Inc.,  Minneapolis, 
Minn. 

President,  National  Customs  Service  Associa- 
tion, Minneapolis,  Minn. 


John  K.  Cooper 

Donald  L.  Cavanaugh 

Frank  W.  Durzenski 
Lother  A.  Koeberer 

Donald  Brain 

Noel  Painchaud 

John  E.  Do3^1e,  Jr. 
Robert  Loomis 

Walter  Swanson 

Thomas  Coakley 

Herbert  Lederer 
George  Fox 

R.  W.  Gresham 

Gillen  H.  Geierman 

Warren  Slater 


Fred  R.  Boyett  (Co-Chairman) 

Mrs.  Marjorie  Maki  (Co- 
Chairman) 
Gordon  Christensen 

Francis  Fox 

John  M.  Gleason 

Mike  Bolnick 

John  Homyak 

D.  W.  Weidt 

Miss  Margaret  Abbott 

Robert  J.  Breidel 
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Milwaukee,  Wis.,  District  meeting  date — September  20,  1967. 

Fred  R.  Boyett  (Co-Chairman)     Regional  Commissioner  of  Customs,  Chicago,  111. 
Walter  P.  Turek  ^.  .  .   .   ^.  -  ~  -...        .     &  j-. 

(Co-Chairman) 
Frank  Braun 


District  Director  of  Customs,  Milwaukee,  Wis. 

Assistant  District  Director  of  Customs,  Mil- 
waukee, Wis. 

Assistant  District  Director  of  Customs,  Mil- 
waukee, Wis. 

Municipal  Port  Director,  Milwaukee  Board  of 
Harbor  Commissioners,  Milwaukee,  Wis. 

Manager,  Domestic  &  International  Trade, 
Metropolitan  Milwaukee  Association  of  Com- 
merce, Milwaukee,  Wis. 

President-Treasurer,  M.  E.  Dey  &  Co.,  Inc., 
Milwaukee,  Wis. 

Vice  President,  Salentine  &  Co.,  Inc.,  Milwaukee, 
Wis. 

President,  Hanson  Seaway,  Ltd.,  Milwaukee, 
Wis. 

Supervisor,  Freight  Operations,  Milwaukee 
Terminal,  Northwest  Airlines,  IVlilwaukee, 
Wis. 

Sales  Manager,  Consolidated  Freightways,  Mil- 
waukee, Wis. 

Manager  of  Taxes,  A.  O.  Smith  Corp.,  Milwau- 
kee, Wis. 

Secretary,  Salentine  &  Co.,  Inc.,  Milwaukee,  Wis. 

President,  National  Customs  Service  Associa- 
tion, Milwaukee,  Wis. 

St.  Louis,  Mo.,  District  meeting  date — September  20,  1967. 
Fred  R.  Boyett  (Co-Chairman)    Regional    Commissioner  of   Customs,   Chicago, 

District  Director  of  Customs,  St.  Louis,  Mo. 


Joseph  Zaharias 
Harry  C.  Brockel 
Harold  E.  Gawlik 

Richard  Gardinier 
Frank  Weber 
Ted  Hanson 
Earl  Smith 

Robert  Brown 

Larry  Lehman 

David  A.  Salentine 
Arnold  E.  Anderson 


Joseph  P.  Garrity 
(Co-Chairman) 
Charles  L.  Schwier 

Lowell  J.  Pfenning 

J.  Steinback 

W.  L.  Eilermann 

R.  Brooks 

W.  N.  Epstein 

Hector  R.  Dominquez 

B.  J.  Bowdon 

Lowell  Burns 

K.  L.  Borgmier 

Charles  L.  Schwier 


Assistant    District    Director    of    Customs,    St. 

Louis,  Mo. 
Assistant    District    Director    of    Customs,    St. 

Louis,  Mo. 
Owner,    Missouri    Flower  &    Feather    Co.,    St. 

Louis,  Mo. 
Administrative     Assistant     to     the     Manager, 

Browning  Arms  Co.,  St.  Louis,  Mo. 
Claim    Agent,     Gordon    Transports,    Inc.,    St. 

Louis,  Mo. 
Customs  Specialist,  J.  F.  Goldkamp  &  Co.,  St. 

Louis,  Mo. 
"Vice  President,  First  National  Bank,  St.  Louis, 

Mo. 
Manager,  Metal  &  Ore  Department,  American 

Zinc  Co.,  St.  Louis,  Mo. 
Director,  Department  of  Trade  Developments 

Chamber  of  Commerce,  St.  Louis,  Mo. 
Cargo  Sales  Manager,  Transworld  Airlines,  Inc., 

St.  Louis,  Mo. 
National  Customs  Service  Association,  St.  Louis, 

Mo. 
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ADVISORY  COMMITTEE  ON  INTERNATIONAL  MONETARY  ARRANGEMENTS 

The  purpose  of  the  Advisory  Committee  on  International  Monetary  Arrange- 
ments is  to  provide  to  the  Treasury  Department  advice  and  recommendations 
with  respect  to  the  development  of  means  of  assuring  an  adequate  supply  of 
world  liquidity  tlirough  international  monetary  arrangements.  The  Committee 
consists  of  persons  representing  the  U.S.  segment  of  the  international  financial 
community  and  of  economists  specializing  in  financial  and  international  monetary 
affairs.     The  functions  of  the  Committee  are  solely  advisory. 

Formation  of  the  Committee  was  announced  on  July  3,  1965.  During  fiscal 
1968,  the  Committee  held  7  meetings  with  the  Secretary  of  the  Treasury  and 
other  Government  officials  on  August  17,  November  3,  November  28,  January  9, 
February  23,  March  27,  and  April  18. 

Membership  of  the  Committee  was  as  follows: 


Douglas  Dillon  (Chairman) 
Francis  M.  Bator 
Edward  M.  Bernstein 
Kermit  Gordon 
Walter  W.  Heller 
Andre  Meyer 
David  Rockefeller 
Robert  V.  Roosa 
Frazar  B.  Wilde 


Former  Secretary  of  the  Treasury,  New  York, 
N.Y. 

Professor  of  Political  Economy,  Harvard  Uni- 
versity, Cambridge,  Mass. 

Economic  consultant  specializing  in  inter- 
national monetary  policy,  Washington,  D.C. 

President,  Brookings  Institution,  Washington, 
D.C. 

Professor  of  Economics,  University  of  Min- 
nesota, Minneapolis,  Minn. 

Senior  Partner,  Lazard  Freres  and  Co.,  New 
York,  N.Y. 

President,  Chase  Manhattan  Bank,  New  York, 
N.Y. 

Partner,  Brown  Bros.  Harriman  &  Co.,  New 
York,  N.Y. 

Chairman  Emeritus,  Connecticut  General  Life 
Insurance  Co.,  Hartford,  Conn. 


ADVISORY  COMMITTEE  ON  PENSION  PLANS 

The  Advisory  Committee  on  Pension  Plans  was  established  on  January  19, 
1967,  by  the  Treasury  Department.  The  panel  furnishes  advice  to  the  Depart- 
ment in  connection  with  its  current  review  of  the  rules  for  integrating  pension, 
annuity,  profit-sharing,  and  stock  bonus  plans  with  old-age,  survivors,  and  dis- 
ability insurance  benefits  provided  under  the  Social  Security  Act,  as  amended  in 
1965. 

The  Committee  met  on  March  12,  1968. 

The  panel  of  consultants  included  the  following : 

Professor  of  Law,  Ohio  State  University,  Co- 
lumbus, Ohio. 

Attorney,  Lee,  Toomey  &  Kent,  Washington, 
D.C. 

Vice  President  and  Group  Executive,  Inter- 
national Business  Machines  Corp.,  Armonk, 
N.Y. 

Professor  of  Business  Administration,  Univer- 
sity of  California,  Berkeley,  Calif. 

Director,  Eastman  Kodak  Co.,  Rochester,  N.Y. 

General  Counsel,  Industrial  Union  Dept., 
AFL-CIO,  Washington,  D.C. 

Vice  President  and  Treasurer,  Inland  Steel  Co., 
Chicago,  111. 

Chairman,  Pension  Research  Council,  Univer- 
sity of  Pennsylvania,  Philadelphia,  Pa. 

Partner,  Hewitt  Associates,  New  York,  N.  Y. 

Director,  AFL-CIO  Social  Security  Dept., 
Washington,  D.C. 

President,  Life  Insurance  Association  of  Amer- 
ica, New  York,  N.Y. 

Attorney,  White  &  Williams,  Philadelphia,  Pa. 


Morton  C.  Bernstein 
Herman  C.  Biegel 
Richard  H.  Bullen 

Earl  F.  Cheit 

Marion  B.  Folsom 
Leonard  Lesser 

William  Lowe 

Dan  McGill 

Thomas  H.  Paine 
Bert  Seidman 

Eugene  M.  Thor^ 

Marvin  M.  Wilf 
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NEW  YORK  PIER  COMMITTEE 

Establishment  of  the  New  York  Pier  Committee  was  approved  by  a  memoran- 
dum dated  January  31,  1966,  from  the  Secretary  of  the  Treasury  to  Assistant 
Secretary  True  Davis. 

The  function  of  the  Committee  is  to  achieve  minimum  facility  improvements 
to  the  appearance  and  functional  efficiency  of  five  New  York  City  passenger 
piers  utilized  by  the  majority  of  passenger  vessels  calling  at  New  York.  The 
Committee  met  on  December  4,  1967,  and  was  abolished  December  20,  1967. 

The  membership  in  fiscal  year  19GS  follows: 


True  Davis  (Chairman) 

Leo  E.  Brown  1 

Herbert  B.  Halbergf 
Dr.  Ottone  Empoldi 

Adm.  John  M.  Will 

Frank  C.  Grant 

C.  N.  Anderson 

A.  L.  Harbin 

Jacques  Dougnet 

Timothy  P.  Sullivan 


Assistant  Secretary  of  the  Treasury,  Treasury 

Department,  Washington,  D.C. 
Commissioner,  Department  of  Marine  and  Avia- 
tion, City  of  New  York,  New  York,  N.Y. 
General   Manager  for   the    Uiiited    States   and 

Canada,  ItaUan  Line,  New  York,  N.Y. 
Chairman    of    the    Board,     American    Export 

Isbrandtsen  Lines,  Inc.,  New  York,  N.Y. 
Vice  President,   United  States  Lines  Co.,  New 

York,  N.Y. 
President,   Cunard  Steamship   Co.,   Ltd.,   New 

York,  N.Y. 
Deputy   General  Manager,   Cunard  Steamship 

Co.,  Ltd.,  New  York,  N.Y. 
General    Manager    for    U.S.A.,    Canada,    and 

Mexico,  French  Line,  New  York,  N.Y. 
Barewald,  Porco  &  DeBore,  New  York,  N.Y. 


TREASURY    CONSULTATIVE    COMMITTEE    OF    THE    BUSINESS    COUNCIL 

The  Secretary  of  the  Treasury  proposed  this  Committee  May  8,  1965,  "to  keep 
up  a  two-way  exchange  and  dialog  on  areas  of  mutual  concern  to  the  Treasury 
and  to  the  business  community."  The  Consultative  Committee  consists  of 
members  of  the  Business  Council  from  major  industrial  and  financial  sectors. 
The  functions  of  the  Committee  are  solely  advisory. 

Formation  of  the  Committee  was  announced  on  July  8,  1965.  During  fiscal 
1968,  the  Committee  held  two  meetings  with  the  Secretary  of  the  Treasury  and 
other  Treasury  officials  on  August  21  and  December  6. 

Membership  of  the  Committee  during  fiscal  1968  was  as  follows: 


Harold  Boeschenstein  (Chair- 
man) 
Eugene  N.  Beesley 
Roger  M.  Blough 

Bert  S.  Cross 

Paul  L.  Davies 
Frederic  G.  Donner 

G.  Keith  Funston 

Thomas  S.  Gates,  Jr. 

Frank  R.  Milliken 

David  Packard 

Sidney  J.  Weinberg 

Henry  S.  Wingate 


Albert  L.  Nickers  on 


Chairman,     Owens-Corning     Fiberglas     Corp., 

New  York,  N.Y. 
President,  Eli  Lilly  &  Co.,  Indianapolis,  Ind. 
Chairman,    United    States    Steel    Corp.,    New 

York,  N.Y. 
President,  Minnesota  Mining  &  Mfg.  Co.,  St. 

Paul,  Minn. 
Senior  Partner,  Lehman  Bros.,  New  York,  N.Y. 
Chairman,   General  Motors  Corp.,  New  York, 

N.Y. 
Chairman,    Olin    Mathieson    Chemical    Corp., 

New  York,  N.Y. 
President,   Morgan  Guaranty  Trust  Co.,   New 

York,  N.Y. 
President,  Kennecott  Copper  Corp.,  New  York, 

N.Y. 
Chairman,    Hewlett-Packard    Co.,    Palo    Alto, 

Calif. 
Partner,    Goldman,   Sachs  &   Co.,   New   York 

N.Y. 
Chairman,  The  International  Nickel  Co.,  Inc., 

New  York,  N.Y. 

Ex  officio  member 

Chairman  of  the  Board,  Mobil  Oil  Corp.,  New 
York,  N.Y. 
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Commissioner  of  Customs 

JOINT  customs/airline  WORKING  GROUP  ON  AIR  CARGO 

This  Group  was  established  by  memorandum  dated  May  8,  1964,  from  the 
Secretary  of  the  Treasury  to  the  Commissioner  of  Customs. 

The  functions  of  the  Group  are  to  review  industry  procedures  for  handhng  air 
cargo  and  related  customs  procedures  for  the  assessment  and  collection  of  duties 
and  taxes  on  imported  merchandise;  to  determine  if  these  procedures  can  be 
integrated  into  a  system  to  provide  a  simplified  method  of  clearance  with  a 
minimum  of  delay  and  provide  adequate  controls  for  customs  purposes. 

The  members  of  the  Group,  which  met  in  fiscal  year  1908  on  November  8,  1967, 
and  March  6,  1968,  were  as  follows: 


G.  H.  Heidbredcr  (Chairman) 

E.  G.  Wing 
Albert  J.  Francis,  Jr. 

Edward  J.  Doyle 

John  D.  Robison 

John  B.  O'Loughlin 

J.  R.  Gorson 
S.  W.  McMillion 
L.  M.  Rogers 
Jay  L.  Sheppard 

F.  Johnson 
R.  W.  Williams 

E.  J.  Miller 

Commissioner  of  Internal  Revenue 

ADVISORY  GROUP  TO  THE  COMMISSIONER  OF  INTERNAL  REVENUE 

This  Group  was  established  by  the  Commissioner  of  Internal  Revenue  on  June 
17,  1959. 

This  Committee,  which  represents  professional  and  other  private  groups  con- 
cerned with  Federal  taxation,  provides  constructive  criticism  of  Internal  Revenue 
policies  and  procedures  and  suggests  ways  in  which  the  Service  can  improve  its 
operations. 

The  Advisory  Group  met  on  September  14-15,  and  December  18-19,  1967, 
and  March  14-15,  and  June  13-14,  1968. 

The  membership  in  fiscal  1968  follows: 

Bernard  Barnett  C.P.A.,  New  York,  N.Y. 

Carl  W.  Brieske  The  Kroger  Company,  Cincinnati.  Ohio 

Edwin  S.  Cohen  University  of  Virginia  Law  School,  Charlottes- 
ville, Va. 

Raymond  E.  Graichon  C.P.A.,  Philadelphia,  Pa. 

Harding  L.  Lawrence  Braniff  Airways,  Dallas,  Tex. 

Leonard  Lesser  AFL-CIO,  Washington,  D.C. 

A.  Byrne  Litschgi  Attorney,  Tampa,  Fla. 


Deputy  Director,  Division  of  Inspection  and 

Control,    Bureau    of    Customs,    Treasury 

Department,    Washington,    D.C. 
Operations     OflScer,     Bureau     of     Customs, 

Treasury    Department,    Washington,    D.C. 
Assistant     Director,     Office     of     Operations, 

Bureau  of  Customs,  Treasury  Department, 

Washington,  D.C. 
Assistant  Director,  Office  of  Regulations  and 

Rulings,     Bureau    of    Customs,     Treasury 

Department,  Washington,  D.C. 
Assistant     Director,     Office     of     Operations, 

Bureau  of  Customs,  Treasurj'  Department, 

Washington,  D.C. 
Assistant     Director,     Office     of     Operations, 

Bureau  of  Customs,  Treasury  Department, 

Washington,  D.C. 
Manager-Facilitation,  Air  Transport  Associa- 
tion, Washington,  D.C. 
Manager-Traffic  Agreements  and  Procedures, 

United  Air  Lines,  Chicago,  111. 
Director,    Traffic    Administration,    American 

Airlines,   New   York,  N.Y. 
Manager-Facilitation,     Pan     American     Air- 
ways, New  York,  N.Y. 
British  Overseas  Airways  Corporation,   New 

York,  N.Y. 
Director,   Customs  Service,   Seaboard  World 

Airlines,   Inc.,  JFK  International  Airport, 

Jamaica,  N.Y. 
Manager-Travel    Facilitation,    Trans    World 

Airlines,  New   York,  N.Y. 
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Max  E,  Meyer 
John  y.  Nolan 
Edwin  J.  Reimann 
Ernest  L.  Wehner 
Robert  M.  Winokur 


Attorney,  Chicago,  111. 

Attorney,  Washington,  D.C. 

Public  Accountant,  Salt  Lake  City,  Utah 

C.P.A.,  Houston,  Tex. 

Attorney,  San  Francisco,  Calif. 


ART  ADVISORY  PANEL  TO  THE  COMMISSIONER  OF  INTERNAL  REVENUE 

This  Panel  was  established  by  the  Commissioner  of  Internal  Revenue  on 
February  1,  1968. 

This  Committee,  representing  the  three  major  segments  of  the  art  world — 
museums,  universities,  and  dealers — provides  advice  to  the  Internal  Revenue 
Service  on  the  valuation  of  works  of  art  for  Federal  tax  purposes. 

The  Art  Panel  met  on  February  13-14,  and  June  13-14,  1968. 

The  membership  of  the  Panel  in  fiscal  1968  follows: 


Dr.  Richard  F.  Brown 
Charles  C.  Cunningham 
Louis  Goldenberg 
Dr.  Sherman  E.  Lee 

Edward  R.  Lubin 
A.  Hyatt  Mayor 

Allan  McNab 

Prof.  Charles  Seymour,  Jr. 

Gordon  Mackintosh  Smith 

Eugene  V.  Thaw 
Comptroller  of  the  Currency 


Director,  Kimbell  Foundation,  Ft.  Worth,  Tex. 
Director,  Art  Institute  of  Chicago,  Chicago,  111. 
Art  Dealer,  Wildenstein  &  Co.,  New  York,  N.  Y. 
Director,  Cleveland  Museum  of  Art,  Cleveland, 

Ohio 
Art  Dealer,  E.  R.  Lubin,  Inc.,  New  York,  N.Y. 
President,   Hispanic  Society  of  America,   New 

York,  N.Y. 
Art  Consultant,  La  Pointe,  Wis. 
Yale  University,  New  Haven,  Conn. 
Director,  Albright-Knox  Art   Gallery,  Buflfalo, 

N.Y. 
Art  Dealer,  E.  V.  Thaw  Co.,  New  York,  N.Y. 


ADVISORY  COMMITTEE  ON  INTERNATIONAL  BANKING 

This  Committee  was  formed  on  October  2,  1964,  by  the  Comptroller  of  the 
Currency  to  provide  the  Comptroller  with  technical  advice  and  suggestions  which 
are  essential  to  effective  supervision  of  the  international  financial  activities  of 
national  banks. 

The  members  of  this  Committee,  which  met  in  fiscal  year  1968  on  May  28, 
1968,  were  as  follows: 


Fi-ederick  Heldring  (Acting 

Chairman) 
Luis  F.  Corea 

G.  A.  Costanzo 

Clarence  L.  Hulford 

Alfred  F.  Miossi 

Matthew  P.  Murphy 

J.  Warren  Olmsted 

Herbert  P.  Patterson 

Wm.  Walter  Phelps,  Jr. 

Roland  Pierotti 

Richard  L.  Thomas 

Merlyn  N.  Trued 


Senior   Vice   President,    Philadelphia    National 

Bank,  Philadelphia,  Pa. 
Senior  Vice  President,  The  Riggs  National  Bank 

of  Washington,  Washington,  D.C. 
Executive  Vice  President,  First  National  City 

Bank,  New  York,  N.Y. 
Senior  Vice  President,  The  National  Bank  of 

Commerce  of  Seattle,  Seattle,  Wash. 
Vice   President,    Continental   Illinois    National 

Bank,  Chicago,  111. 
Senior  Vice  President,  Republic  National  Bank 

of  Dallas,  Dallas,  Tex. 
Executive  Vice  President,  First  National  Bank 

of  Boston,  Boston,  Mass. 
Executive   Vice    President,    Chase    Manhattan 

Bank,  N.A.,  New  York,  N.Y. 
Vice  President,  Mellon  National  Bank  and  Trust 

Company,  Pittsburgh,  Pa. 
Executive   Vice    President,    Bank    of    America 

N.T.  &  S.A.,  San  Francisco,  Calif. 
Executive   Vice   President,  The  First  National 

Bank  of  Chicago,  Chicago,  111. 
Senior  Vice  President,  Central  National  Bank 

of  Cleveland,  Cleveland,  Ohio 
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CONSULTING  COMMITTEE  OF  BANK  ECONOMISTS 

On  November  23,  1965,  the  Comptroller  announced  the  appointment  of  a 
consulting  committee  of  bank  economists  which  included  seven  national  bank 
economists. 

This  Committee's  function  was  to  advise  the  Comptroller  and  his  staff  and  work 
with  the  National  Advisory  Committee.  The  Committee's  primary  responsi- 
bility was  to  bring  their  specialized  experience  and  technical  knowledge  to  bear 
on  current  problems  of  banking  policy  and  practice. 

The  members  of  this  Committee,  which  met  in  the  fiscal  year  1968  on  October  18 
were  as  follows: 


John  J.  Balles  (Chairman) 
William  F.  Butler 
James  M.  Dawson 
Herbert  E.  Johnson 

Leif  H.  Olsen 

Leslie  C.  Peacock 
Eugene  C.  Zorn,  Jr. 
William  J.  Korsvik 
Walter  E.  Iloadley 


Vice  President  and  Chief  Economist,  Mellon 
National  Bank  and  Trust  Co.,  Pittsburgh,  Pa. 

Vice  President,  Chase  Manhattan  Bank,  N,A., 
New  York  City,  N.Y. 

Vice  President  and  Economist,  The  National  City 
Bank  of  Cleveland,  Cleveland,  Ohio 

Vice  President  and  Economist,  Continental  Illi- 
nois National  Bank  and  Trust  Co.  of  Chicago, 
Chicago,  111. 

Vice  President  in  charge  of  Economics  Depart- 
ment, First  National  City  Bank,  New  York 
City,  N.Y. 

Vice  President  and  Economist,  Crocker-Citizens 
National  Bank,  San  Francisco,  Calif. 

Vice  President  and  Economist,  Republic  National 
Bank  of  Dallas,  Dallas,  Tex. 

Vice  President,  The  First  National  Bank  of 
Chicago,  Chicago,  111. 

Senior  Vice  President,  Economics,  Bank  of 
America,  N.  T.  &  S.  A.,  San  Francisco,  Calif. 


INVESTMENT  SECURITIES  ADVISORY  COMMITTEE 

In  1962  the  Comptroller  of  the  Currency  established  the  Investment  Securities 
Advisory  Committee.  The  purpose  of  the  Committee  was  to  advise  the  agency 
on  matters  pertaining  to  the  regulations  concerning  investment  securities. 

Members  of  the  Committee,  who  met  in  fiscal  1968  on  July  26  and  January  31 
were  as  follows: 


John  H.  Perkins  (Chairman) 
George  E.  Barnett 
Arthur  H.  Quinn,  Jr. 
Early  F.  Mitchell 
Alan  K.  Browne 
Lewis  F.  Lyne 
Thomas  L.  Ray 
Wesley  G.  Schelke 
James  G.  Wilson 
Franklin  Stockbridge 
Albert  W.  Gray 
Robert  Rivel 


Vice    President,     Continental    Illinois     National 

Bank  and  Trust  Co.  of  Chicago,  Chicago,  111. 
Vice  President,   First  National    City  Bank,  New 

York,  N.Y. 
Vice    President,     Philadelphia    National    Bank, 

Philadelphia,  Pa. 
Senior  Vice   President,   First  National  Bank   of 

Memphis,  Memphis,  Tenn. 
Vice  President,  Bank  of  America,  San  Francisco, 

Calif. 
Senior     Vice     President,     Mercantile      National 

Bank,  Dallas,  Tex. 
Vice  President,    Mercantile  Trust  Co.,  St.  Louis, 

Mo. 
Vice    President,    Seattle    First    National     Bank, 

Seattle,  Wash. 
Vice   President,    The   National    Shawmut   Bank, 

Boston,  Mass. 
Senior   Vice   President,    Security    First   National 

Bank,  Los  Angeles,  Calif. 
Vice     President,     Northwest     Bankcorporation, 

Minneapolis,  Minn. 
Senior   Vice    President,    The    Chase    Manhattan 

Bank.  N.  A.,  New  York,  N.Y. 
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NATIONAL  ADVISORY  COMMITTEE  ON  BANKING  POLICIES  AND  PRACTICES 

On  October  4,  1965,  the  Comptroller  of  the  Currency  appointed  this  Committee, 
composed  of  leading  bankers.  The  Committee  has  participated  in  a  cooperative 
effort  to  bring  the  thinking  of  the  banking  community  to  bear  on  the  many 
matters  of  national  concern  in  which  the  banking  industry  is  vitally  involved. 

Meetings  of  this  Committee  were  held  in  fiscal  1968  on  November  1,  and  June  7. 
Members  of  the  Committee  are  as  follows: 


George  S.  Moore  (Chairman) 

Robert  C.  Baker 

Henry  T.  Bodman 

George  Champion 

Kenton  R.  Cravens 

Roger  C.  Damon 

G.  Morris  Dorrance,  Jr. 

George  S.  Eccles 

J.  A.  Elkins,  Jr. 

John  S.  Fangboner 

Sam  M.  Fleming 
Robert  D.  H.  Harvey 

William  M.  Jenkins 
David  M.  Kennedy 

Mills  B.  Lane,  Jr. 

Frederick  G.  Larkin,  Jr. 

Homer  J.  Livingston 

John  A.  Mayer 

J.  E.  Patrick 

R.  A.  Peterson 

Edward  J.  Ruetz 

W.  Harry  Schwarzschild,  Jr. 

Robert  H.  Stewart  III 

Norfleet  Turner 


Chairman   of  the   Board,    First   National   City 
Bank,  New  York,  N.Y. 
Chairman  of  the  Board  and  President,  American 

Security  and  Trust  Co.,  Washington,  D.C. 
Chairman    of    the    Board,     National    Bank    of 

Detroit,  Detroit,  Mich. 
Chairman  of  the  Board,  The  Chase  Manhattan 

Bank,  N.A.,  New  York,  N.Y. 
Chairman  of  the  Board,   Mercantile  Trust  Co., 

N.A.,  St.  Louis,  Mo. 
President,  The  First  National  Bank  of  Boston, 

Boston,  Mass. 
President,     The    Philadelphia    National    Bank, 

Philadelphia,  Pa. 
President,    First  Security   Bank   of   Utah,  N.A., 

Ogden,  Utah 
Chairman  of  the  Board,  First  City  National  Bank 

of  Houston,  Houston,  Tex. 
Chairman    of    the    Board   and   Chief  Executive 

Officer,  The  National  City  Bank  of  Cleveland 

Cleveland,  Ohio. 
President,    Third    National   Bank   in    Nashville, 

Nashville,  Tenn. 
Vice  Chairman  of  the  Board  and  Chief  Executive 

Officer,  Maryland  National  Bank,  Baltimore, 

Md. 
Chairman  of  the  Board,   Seattle-First  National 

Bank,  Seattle,  Wash. 
Chairman  of  the  Board,  Continental  Illinois  Na- 
tional Bank  and  Trust  Co.  of  Chicago,  Chicago, 

111. 
President,  The  Citizens  and  Southern  National 

Bank,  Atlanta,  Ga. 
President,    Security    First   National   Bank,    Los 

Angeles,  Calif. 
Chairman  of  the  Board,  The  First  National  Bank 

of  Chicago,  Chicago,  111. 
Chairman  of  the  Board,    Mellon   National   Bank 

and  Trust  Co.,  Pittsburgh,  Pa. 
President,    Valley    National    Bank    of    Arizona, 

Phoenix,  Ariz. 
President,  Bank  of  America  National  Trust  and 

Savings  Association,  San  Francisco,  Calif. 
Chairman  and  President,  Kenosha  National  Bank, 

Kenosha,  Wis. 
President,  The  Central  National  Bank,  Richmond, 

Va. 
President,  First  National  Bank  in  Dallas,  Dallas, 

Tex. 
Chairman  of  the  Board,  First  National  Bank  of 

Memphis,  Memphis,  Tenn. 


REGIONAL  ADVISORY  COMMITTEES  ON  BANKING  POLICIES  AND  PRACTICES 

On  November  11,  1965,  the  Comptroller  of  the  Currency  established  14  Regional 
Advisory  Committees  on  Banking  Policies  and  Practices  to  assist  the  agency  in  a 
continuing  review  aimed  at  keeping  bank  regulation  abreast  of  the  Nation's  needs. 
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The  Committees'  membership  and  the  dates  of  the  regional  meetings  during 
fiscal  1968  follow: 

Region  1  meeting  date — April  3,  1968. 
Harlan  L.  Goodwin  (Chairman)   President,  The  First  National  Bank  of  Ports- 
mouth, Portsmouth,  N.H. 

President,    Merchants    National    Bank,    Man- 
chester, N.H. 

President,  First  Agricultural  National  Bank  of 
Berkshire  County,  Pittsfield,  Mass. 

President,    Worcester   County   National    Bank, 
Worcester,  Mass. 

President,  Columbus   National  Bank   of  Rhode 
Island,  Providence,  R.I. 

President,  Connecticut  National  Bank,  Bridge- 
port, Conn. 

President,    Middlesex   County   National   Bank, 
Everett,  Mass. 

Chairman,  Hartford  National  Bank  and  Trust 
Company,  Hartford,  Conn. 

President,  Vermont  National  Bank,  Brattleboro, 
Vt. 

President,    National   Shawmut   Bank,    Boston, 
Mass. 

President,  The  First  National  Bank  of  Attleboro, 
Attleboro,  Mass. 

President,  First  National  Granite  Bank,  Augusta, 
Maine 


Ralph  A.  Mclninch  (Vice 

Chairman) 
Gardner  L.  Brown 

Edward  L.  Clifford 

Michael  A.  Gammino,  Jr. 

Alexander  Hawley 

Joseph  P.  Healey 

David  C.  Hewitt 

John  Hunter,  Jr. 

Lawrence  H.  Martin 

H.  C.  Owen,  Jr. 

H.  Alan  Timm 


Region  2  meeting  dates — November  10,  1967  and  April  5,  196S. 


President,  National  Bank  of  Westchester,  White 
Plains,  N.Y. 

President,  First  National  State  Bank  of  New 
Jersey,  Newark,  N.J. 

President,  Virgin  Islands  National  Bank,  Char- 
lotte Amalie,  St.  Thomas,  V.I. 

President,  First  Merchants  National  Bank, 
Asbury  Park,  N.J. 

President,  The  Boardwalk  National  Bank, 
Atlantic  City,  N.J. 

President,  First-City  National  Bank  of  Bing- 
hamton,  Binghamton,  N.Y. 

President,  Colonial  National  Bank,  H addon- 
field,  N.J. 

President,  The  National  State  Bank,  Elizabeth, 
N.J. 

Chairman,  Liberty  National  Bank  and  Trust 
Company,  Buffalo,  N.Y. 

President  National  Communit}^  Bank  of  Ruther- 
ford, Rutherford,  N.J. 

President,  Republic  National  Bjwk  of  New 
York,  New  York,  N.Y. 

President,  The  National  Bank  of  Geneva, 
Geneva,  N.Y. 

Region  3  meeting  date — April  17,  1968. 

William  B.  Brosius  (Chairman)      President,  National  Bank  of  Chester  County 

and  Trust  Co.,  West  Chester,  Pa. 

S.  H.  Carl  Bear  Chairman     of    the     Board,     The     Merchants 

National  Bank  of  Allentown,  Allcntown,  Pa. 

Charles  H.  Bracken  President,  Marine  National  Bank,  Erie,  Pa. 

William  G,  Foulke  President,  Provident  National  Bank,  Philadel- 

phia, Pa. 

Russell  E.  Gardner  President,    The    Hanover    National    Bank    of 

Wilkes-Barre,  Wilkcs-Barre,  Pa. 

James  B.  Grieves  Former  President,  The  Union  National  Bank 

of  Pittsburgh,  Pittsburgh,  Pa. 


Frederick  Sundermann 

(Chairman) 
Robert  R.  Ferguson,  Jr.  (Vice 

Chairman) 

D.  Victor  Bornn 

John  G.  Hewitt 
Elwood  F.  Kirkmun 
Stuart  McCarty 
Horace  G.  Moeller 
W.  E.  Roosevelt 

E.  Perry  Spink 
William  L.  Staehle 
Peter  White 
James  I.  Wyckoff 
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President,    United    States    National    Bank    in 

Johnstown,  Johnstown,  Pa. 
President,  County  National  Bank,  Clearfield, 

Pa. 
President,  The  Harrisburg  National  Bank  and 

Trust  Co.,  Harrisburg,  Pa. 
President,    First    National    Bank    of    Mercer 

County,  Greenville,  Pa. 
President,     The     First     National     Bank     of 

Williamsport,  Williamsport,  Pa. 
Chairman  of  the  Board,  National  Valley  Bank 

and  Trust  Co.,  Chambersburg,  Pa. 

Region  4  meeting  dates — November  9,  1967,  and  April  25,  1968. 

Philip  F.  Searle  (Chairman)  President,    The    Northeastern    Ohio    National 

Bank,  Ashtabula,  Ohio 

President,  The  Owensboro  National  Bank, 
Owensboro,  Ky. 

Chairman,  Liberty  National  Bank  and  Trust 
Company,  Louisville,  Ky. 

President,  First  Security  National  Bank  & 
Trust  Co.,  Lexington,  Ky. 

President,  The  Citizens  National  Bank  of 
Evansville,  Evansville,  Ind. 

Chairman,  First  National  Bank  of  Akron, 
Akron,  Ohio 

President,  The  First  National  Bank,  Bellevue, 
Ohio 

Executive  Vice  President,  Fort  Wayne 
National  Bank,  Fort  Wayne,  Ind. 

President,  The  Ohio  National  Bank  of  Colum- 
bus, Columbus,  Ohio 

President,  Merchants  National  Bank  &  Trust 
Co.  of  Indianapolis,  Indianapolis,  Ind. 

Chairman  and  President,  Lafayette  National 
Bank,  Lafayette,  Ind. 

President,  The  Second  National  Bank,  Ash- 
land, Ky. 


Owen  D.  Griffith 
F.  B.  Lansberry 
George  L.  Morrison,  Jr. 
Norman  P.  Mortensen 
A.  Dean  Swift,  Jr. 
Richard  P.  Zimmerman 


Thomas  G.  Bartlett 
W.  C.  Fisher 
LeRoy  M.  Miles 
M.  C.  Oberhelman 
Harland  E.  Paige 
Richard  P.  Raish 
Paul  E.  Shaffer 
L.  A.  Stoner 
R.  E.  Sweeney,  Jr. 
Burr  S.  Swezey,  Jr. 
E.  Paul  Williams 


Region  5  meeting  dates- 
Adrian  L.  Mc  Car  dell 

(Chairman) 
William  S.  Jenkins  (Vice 

Chairman) 

Luther  S.  Berr 

S.  Thomas  Cox 

Wilbur  M.  Feltner 

W.  Wright  Harrison 
Paul  Hinkle 

C.  C.  Hope,  Jr. 

B.  L.  Jackson,  Jr. 
Archie  W.  McLean 
Thomas  E.  Sebrell,  III 
Douglas  R.  Smith 


-October  26,  1967,  and  May  16,  1968. 

President,  The  First  National  Bank  of  Mary- 
land, Baltimore,  Md. 
President,  The  First  National  Bank  and  Trust 

Company  of  Western  Maryland,  Cumberland, 

Md. 
Executive  Vice  President,  The  Union  National 

Bank  of  Clarksburg,  Clarksburg,  W.  Va. 
President,  The  First  National  Bank  of  Altavista, 

Altavista,  Va. 
President,    Farmers   and    Merchants    National 

Bank,  Winchester,  Va. 
President,  Virginia  National  Bank,  Norfolk,  Va. 
President,     The     Charleston     National    Bank, 

Charlestown,  W.  Va. 
First    Executive   Vice    President,    First    Union 

National  Bank  of  North  Carolina,  Charlotte, 

N.C. 
President,  The  First  National  Bank  of  Bluefield, 

Bluefield,  W.  Va. 
President,  The  Planters  National  Bank  &  Trust 

Co.,  Rocky  Mount,  N.C. 
President,   First  and   Citizens   National  Bank, 

Alexandria,  Va. 
Chairman  and  President,   National  Savings  & 

Trust  Co.,  Washington,  D.C. 
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Region  6  meeting  dute — Mii}^  29,  1968. 

Godfrey  Smith  (Chairman)  President    and    Chairman,    Capital    City    First 

National  Bank   of  Tallahassee,   Tallahassee, 


Fla. 
President,  Barnett  First  National  Bank,  Jack- 
sonville, Fla. 
President,     First     National     Bank     of     South 

Carohna,  Columbia,  S.C. 
President,    Union  Trust  National    Bank  of  St. 

Petersburg,  St.  Petersburg,  Fla. 
President,  Fourth  National  Bank  of  Columbus, 

Columbus,  Ga. 
President,    First    National    Bank    at    Orlando, 

Orlando,  Fla. 
President,    First    National    Bank    of  Pompano 

Beach,  Pompano  Beach,  Fla. 
President,     First    National    Bank    of     Griffin, 

Griffin,  Ga. 
Chairman,     Citizens    and     Southern     National 

Bank  of  South  Carolina,  Charlotte,  S.C. 
President,  Liberty  National  Bank  &  Trust  Co. 

of  Savannah,  Savannah,  Ga. 
President    and    Chief    Executive    Officer,    The 

First  National  Bank  of  Atlanta,  Atlanta,  Ga. 
Chairman,  Peoples  National  Bank  of  Commerce, 

Miami,  Fla. 

Region  7  meeting  date — October  IS,  1967. 
Roland  A.  Mewhort  (Chair-  President,     Manufacturers    National    Bank    of 


Guy  W.  Botts 
William  W  Bruner 
J.  E.  Bryan 
C.  S.  Daley 
William  H.  Dial 
W.  A.  Ilobbs,  Jr. 
C.  A.  Knowles 
Hugh  C.  Lane 
G.  E.  Patterson 
Edward  D.  Smith 
Leonard  A.  Usina 


man) 
John  A.  Douglas 

J.  C.  Hauser 

H.  A.  Jacobson 

Harold  Meidell 
Travis  W.  Pearse 

Howard  J.  Stoddard 

D.  P.  Stone 

Allen  P.  Stults 

G.  J.  Trauten 

A.  D.  Van  Meter,  Jr. 

P.  R.  Wilkinson 


Detroit,  Detroit,  Mich. 
President,  The  First  National  Bank  in  Cham- 
paign, Champaign,  111. 
President,    Belleville    National    Savings    Bank, 

Belleville,  111. 
President,    American    National    Bank   &    Trust 

Co.  of  Michigan,  Kalamazoo,  Mich. 
Chairman,  LaSalle  National  Bank,  Chicago,  111. 
Chairman  and  President,   The  National  Bank 

of  Jackson,  Jackson,  Mich. 
Chairman,   Michigan  National  Bank,   Lansing, 

Mich. 
Chairman,    First    National    Bank    of    Peoria, 

Peoria,  111. 
President,    American    National   Bank   &    Trust 

Co.  of  Chicago,  Chicago,  111. 
President,   The  First   National  Bank  of   Rock 

Island,  Rock  Island,  111. 
President,  Illinois  National  Bank  of  Springfield, 

Springfield,  111. 
President,    The    National    L;^miberman's    Bank 

&  Trust  Co.,  Muskegon,  Mich. 


Region  S  meeting  date — June  IS,  1968. 
W.  W.  Campbell  (Chairman)        Chairman 


John  P.  Wright  (Vice  Chair- 
man) 
Walter  Barnes 
John  A.  Hand 

Robert  M.  Hearin 
Clyde  Hendrix,  Jr. 

Earl  L.  McCarroll 


First    National    Rank    of    Eastern 

Arkansas,  Forrest  City,  Ark. 
President,    American    National   Bank   &    Trust 

Co.,  Chattanooga,  Tenn. 
President,  First  National  Bank,  Jackson,  Tenn. 
President,  First  National  Bank  of  Birmingham, 

Birmingham,  Ala. 
President,  First  National  Bank,  Jackson,  Miss. 
President,    The    Hibernia    National    Bank    in 

New  Orleans,  New  Orleans,  La. 
President,   Union  National  Bank,  Little  Rock, 

Ark. 
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A.  R.  McDonnell 
Frank  A.  Plummer 
Walter  W.  Sckroeder 
R.  L.  Vanderpool,  Jr. 
H.  S.  Walters 


President,  Citizens  National  Bank,  Meridian. 
Miss. 

President,  First  National  Bank  of  Montgomery, 
Montgomery,  Ala. 

President,  First  National  Bank  of  Lafayette, 
Lafayette,  La. 

President,  The  Ouachita  National  Bank  in 
Monroe,  Monroe,  La. 

Chairman,  Hamilton  National  Bank,  Morris- 
town,  Tenn. 


Region  9  meeting  date — September  9,  1967. 

Joseph  R.  Hartz  (Chairman)         President,  The  First  National  Bank  of  Stevens 

Point,  Stevens  Point,  Wis. 
President    and     Chairman,     Dakota     National 

Bank  of  Fargo,  Fargo,  N.  Dak. 
Chairman,    National    Bank    of   South    Dakota, 

Sioux  Falls,  S.  Dak. 
President,    Goodhue    County    National    Bank, 

Red  Wing,  Minn. 
President,    First    Wisconsin    National   Bank   of 

Milwaukee,  Milwaukee,  Wis. 
President,  American  National  Bank  and  Trust 

Co.,  Eau  Claire,  Wis. 
President,   The  First   National   Bank   of  Saint 

Paul,  St.  Paul,  Minn. 
President,  The  First  National  Bank,  Starbuck, 

Minn. 
Chairman    of   the   Board,    The   First    National 

Bank,  Fessenden,  N.  Dak. 
President,     Kellogg-Citizens     National     Bank, 

Green  Bay,  Wis. 
President    and    Trust    Officer,    First    National 

Bank  of  Watertown,  Watertown,  S.  Dak. 

Region  10  meeting  dates — September  S,  1967,  and  May  15,  1968. 


A.  M.  Eriksmoen  (Vice 

Chairman) 
A.  E.  Dahl 

Ora  G.  Jones,  Jr. 

George  F.  Kasten 

Richard  J.  Lewis 

Philip  H.  Nason 

Thomas  E.  Olson 

Harold  C.  Refling 

John  M.  Rose 

R.  H.  Walrath 


Barret  S.  Heddens,  Jr. 

(Chairman) 
Robert  M.  Bunten  (Vice 

Chairman) 
Calvin  W.  Aurand 

Henry  G.  Blanchard 

Robert  A.  Brown 

Clarence  Coleman 

Morris  F.  Miller 
John  B.  Mitchell 

J.  0.  Peck 

Albert  M.  Price 

Carleton  C.  Van  Dyke 

Burnham  Yates 


President,  The  First  National  Bank  of  Kansas 
City,  Kansas  City,  Mo. 

Chairman  and  President,  The  Merchants  Na- 
tional Bank  of  Topeka,  Topeka,  Kans. 

President,  lowa-Des  Moines  National  Bank, 
Des  Moines,  Iowa. 

President,  The  Commercial  National  Bank  of 
Kansas  City,  Kansas  City,  Kans. 

President,  The  Home  National  Bank  of  Arkan- 
sas City,  Arkansas  City,  Kans. 

President,  Union  National  Bank  of  Wichita, 
Wichita,  Kans. 

President,  Omaha  National  Bank,  Omaha,  Nebr. 

President,  First  National  Bank  in  St.  Louis, 
St.  Louis,  Mo. 

Chairman  of  the  Board,  First  National  Bank  & 
Trust  Co.,  Columbus,  Nebr. 

Executive  Vice  President,  The  Boone  County 
National  Bank  of  Columbia,  Columbia,  Mo. 

President,  The  Troy  National  Bank,  Sioux  City, 
Iowa. 

President,  First  National  Bank  &  Trust  Co.  of 
Lincoln,  Lincoln,  Nebr. 

Region  11  meeting  date — May  11,  1968. 

T.  C.  Frost,  Jr.  (Chairman)  President,  Frost  National  Bank,  San  Antonio, 

Tex. 
Paul  Mason  (Vice  Chairman)        President,    The    First    National    Bank   of    Fort 

Worth,  Fort  Worth,  Tex. 
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Chairman,  Republic  National  Bank  of  Dallas, 

Dallas,  Tex. 
Chairman    of   the   Board,    The    First    National 

Bank,  IMidland,  Tex. 
Chairman,  Corpus  Christi  State  National  Bank, 

Corpus  Christi,  Tex. 
Chairman,    State    National   Bank   of    El   Paso, 

El  Paso,  Tex. 
Chairman,    First   National   Bank  &   Trust  Co. 

of  Tulsa,  Tulsa,  Okla. 
President,  The  Peoples  National  Bank,  Tyler, 

Tex. 
President,    Exchange    National   Bank  &   Trust 

Co.,  Ardmore,  Okla. 
Vice  Chairman,  Houston  National  Bank,  Hous- 
ton, Tex. 
Vice  President  and  Assistant  to  the  President, 

The    Liberty    National    Bank   &    Trust    Co., 

Oklahoma  City,  Okla. 
President,     The     Waggoner     National     Bank, 

Waggoner,  Tex. 

Region  12  meeting  date — June  20,  1968. 

Melvin  J.  Roberts  (Chairman)       President,  Colorado  National  Bank  of  Denver, 

Denver,  Colo. 
Chairman  of  the  Board,   Continental  National 

Bank,  Phoenix,  Ariz. 
Chairman  of  the  Board,   First  National  Bank 

in  Boulder,  Boulder,  Colo. 
President,    Farmington   National   Bank,    Farm- 

ington,  N.  Mex. 
Chairman,    First    National    Bank    of    Casper, 

Casper,  Wyo. 
President,    The    First    National    Bank,    Lovell, 

Wyo. 
Chairman  of  the  Board,  First  National  Bank, 

Loveland,  Colo. 
President,  The  Routt  County  National  Bank, 

Steamboat  Springs,  Colo. 
President,  Zions  First  National  Bank,  Salt  Lake 

City,  Utah 
President,  Cheyenne  National  Bank,  Cheyenne, 

Wyo. 
President,  Albuquerque  National   Bank,  Albu- 
querque, N.  Mex. 
President,    First    National    Bank    of    Arizona, 

Phoenix,  Ariz. 

Region  13  meeting  dates— October  20,  1967,  and  May  9,  1968. 

Forrest  C.  Hedger  (Chairman)      President,    The    Great    Falls    National    Bank, 

Great  Falls,  Mont. 
Harold  A.  Rogers  (Vice  Chair-     President,  Peoples  National  Bank  of  Washing 

man). 
C.  H.  Brocksmith 


James  W.  Aston 
John  P.  Butler 
Richard  King  III 
George  G.  Matkin 
F.  G.  McClintock 
A.  W.  Riter,  Jr. 
Ford  Simmons 
Irvin  M.  Shlenker 
Earl  Sneed 

J.  D.  Wilkinson 


A.  B.  Robbs,  Jr.  (Vice 

Chairman) 
P.  N.  Dawson 

W.  M.  Gallaway 

Jackson  F.  King 

J.  W.  Pearson 

P.  L.  Rice 

D.  E.  Scott 

Roy  W.  Simmons 

A.  H.  Trautwein 

R.  L.  Tripp 

Robert  D.  Williams 


Ralph  J.  Comstock,  Jr. 

D.  H.  Cuddy 
L.  A.  Frazier 

E.  J.  Kolar 


ton,  Seattle,  Wash. 
President,    First    Security    Bank    of    Glasgow, 

Glasgow,  Mont. 
President,  First  Security  Bank  of  Idaho,  Boise, 

Idaho. 
President,  The  First  National  Bank  of  Anchor- 
age, Anchorage,  Alaska. 
President,    Fidelity    National    Bank    of    Twin 

Falls,  Twin  Falls,  Idaho. 
Chairman  of  the  Discount  Committee,  United 

States   National  Bank  of  Oregon,   Portland, 

Greg. 
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H.  M.  Ormseth 
Willard  R.  Rhodes 
A.  E.  Saunders 
Dewitt  Wallace 
C.  Henri  Labbe 

Region  14  meeting  dates — 
Ralph  V.  Arnold  (Chairman) 

Claude  C.  Blakemore 

Carroll  F.  Byrd 

Alfred  Hart 

K.  J.  Luke 

R.  M.  Prior 

M.  A.  Ruderman 

Howard  L.  Sargent 

Carl  K.  Schieck 

Emmett  G.  Solomon 

Linus  E.  Southwick 

George  L.  Woodford,  Jr. 


Vice  President,  First  National  Bank  and  Trust 
Company,  Helena,  Mont. 

President,  Guaranty  National  Bank  of  White 
Center,  Seattle,  Wash. 

President,  Puget  Sound  National  Bank,  Tacoma, 
Wash. 

Former  President,  Old  National  Bank  of  Wash- 
ington, Spokane,  Wash. 

President,  Great  Western  National  Bank, 
Portland,  Oreg. 

October  27,  1967,  and  May  24,  1968. 

Chairman  of  the  Board,  First  National  Bank  & 

Trust  Co.,  Ontario,  Calif. 
President,   Southern   California  First  National 

Bank,  San  Diego,  Calif. 
President,  The  First  National  Bank  of  Willows, 

Willows,  Calif. 
President,  City  National  Bank,  Beverly  Hills, 

Cahf. 
Chairman  of  the  Board  and  President,  Hawaii 

National  Bank,  Honolulu,  Hawaii. 
President,  Security  National  Bank  of  Nevada, 

Reno,  Nev. 
Chairman  of  the   Board  and   President,   Palm 

Springs  National  Bank,  Palm  Springs,  Calif. 
President,  Santa  Barbara  National  Bank,  Santa 

Barbara,  Calif. 
President,  Pacific  National  Bank  of  San  Fran- 
cisco, San  Francisco,  Calif. 
President,  Crocker-Citizens  National  Bank,  San 

Francisco,  Calif. 
President,    Valley    National    Bank,     Glendale, 

Calif. 
President,    Newport   National   Bank,    Newport 

Beach,  Calif. 
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Tables 

The  tables  section  previously  included  in  the  Annual  Report  will,  beginning 
with  this  edition,  be  published  in  a  separate  "Statistical  Appendix."  The  second 
volume  is  to  follow  this  one,  as  soon  as  all  fiscal  year  1968  figures  can  be  finalized 
and  published. 
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Director  of  Practice,  Office  of  the,  administrative  report 77-8 

Domestic  Gold  and  Silver  Operations,  Office  of: 

Administrative  report 78-80 

Treasury  order  concerning 476 

E 

Electronic  data  processing.  See  Automatic  data  processing. 

Enforcement  activities  (see  also  Investigative  activities) : 

Customs,  Bureau  of 75-7 

Internal  Revenue  Service 1 10-13 

Narcotics,  Bureau  of 122-4 

Engraving  and  Printing,  Bureau  of: 

Administrative  report 80-6 

Treasury  orders  concerning 472,  474,  477 

Exchange  stabihzation  agreements 42,  460-1,  463-4 

Excise  taxes.  See  Taxation:  Excise  taxes. 

Executive  Assignment  Board,  establishment 477-8 

Expenditures: 

1959-68  budget 4 

1968  legislative  control 31 

Budget 6 

Major  agencies,  expenditures  by 6 

PoHcy... 280-1 

Export-Import  Bank  of  the  United  States 453-5 

F 

Federal  Civil  Defense  Act  of  1950,  as  amended  (Secretary  of  Treasury) 

operations 91 
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Advance  refunding 15-18 

Financing  operations 1 5-20 

Management,  1968  review 11-25 

Ownership 20-25 

Policy XX-XXII,  233,  240,  256 

Federal  Reserve: 
Banks: 

Extension  of  authority  for  direct  purchase  of  public  debt  issues 224, 

257-8 
Notes: 

Elimination  of  gold  reserve  requirements 46,  224-6 

Issuance  and  destruction  procedures,  revised 101 

Treasury  orders  concerning 472,  474 

Federal  securities,  definition 20-2 1 

Federal  Tax  Deposit  System 11,  91-2 

Fiscal  Service  administrative  reports 86-104 

Foreign  Assets  Control,  Office  of,  administrative  report 104-05 

Foreign  exchange  operations 39-42 

"Freedom  Shares."  See  Notes,  U.S.  Government:  Savings. 
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General  Agreement  on  Tariffs  and  Trade  (GATT) 53,  68,  411-14 

Gold: 

Elimination  of  reserve  requirements  for  Federal  Reserve  notes,  U.S. 

notes,  and  Treasury  notes  of  1890 46,  224-6 

Policy 40,  46-7,  349,  439,  440-1,  467 

Pool,  international 40,  42,  46,  370-1,  437-9 

Production,  use,  and  control 79 

Regulations,  amended 467-70 

Two-tier  price  system XXIV-XXV,  46-7,  370-1,  439-40 

Government  corporations.  See  Corporations  and  other  business-type  ac- 
tivities   of  the  U.S.  Government. 

Government-wide  financial  management 8-11 

Group  of  Ten 341,  372 


Income  taxes.  See  Taxation:  Income  and  profits  taxes. 

Income  tax  surcharge.  See  Taxation:  Income  and  profits  taxes:  Policy;  Sur- 
charge. 

Indebtedness  of  foreign  governments  to  the  United  States,  status: 

World  War  I 90 

World  War  II 90 

Inter- American  Development  Bank 49-50,  373-6,  417-19 

Interest  equalization  tax.  See  Taxation.  Excise  taxes: 

Intergovernmental  Maritime  Consultative  Organization  (IMCO) 74 

Internal  revenue,  collections  and  refunds 109 

Internal  Revenue  Service: 

Administrative  report 10.5-17 

Advisory  committees 498,  500-01 

International  Anti-Dumping  Code 68 

International  Bank  for   Reconstruction  and   Development   (IBRD).   See 
World  Bank. 

International  conferences  and  meetings 37,  74 

International  financial  and  monetary  affairs  (see  also  Balance  of  payments; 
Gold): 

1968  legislation 393-5 

Advisory  Committee  on  International  Monteary  Arrangements.  _  246-7,  498 

New  parity  rate  for  the  pound  sterling 348 

Policy  XXIV-XXVI,  XXVII,  400-11 

Review 37-53,  236-7,  341-465 

Washington  communique,  March  17,  1968 370-1 

World  trade  and  monetary  reserves 366-70,  390 
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Annual  review 47-8,  342-8 

General  Arrangements  to  Borrow  (GAB) ._         372 

Policy XXViil,  371-2 

Special  Drawing  Rights XXVI,  43-5,  344-6,  353,  381-95,  441-3 

L)  .S.  drawings 42,  463 

U.S.  reserve  position 42 

International  tax  matters 36-7,  1 13-15 

Investigative  activities: 

Internal  Revenue  Service 116-17 

U.S.  Secret  Service 129-33 

Investments  of  Government  accounts  in  public  debt  securities 25 


Joint  Commission  on  the  Coinage 465 

Joint  Financial  Management  Improvement  Program 10-11 
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Kennedy  Round.  See  General  Agreement  on  Tariffs  and  Trade. 

M 

Management  improvement 57,  6.5,  80-3,  86,  93-4,  98,  105-OG,  120,  128 

Mint,  Bureau  of: 

Administrative  report 11 7-20 

Treasury  order  concerning 478 
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Narcotic  and  marihuana  law  enforcement.    See   Enforcement  activities: 
Customs;  Narcotics. 

Narcotics,  Bureau  of: 

Administrative  report 120-5 

Treasury  order  concerning 473 

National    Advisory    Council    on    International    Monetary    and    Financial 

Policies 45,  417 

National  banks,  status 63 

Notes,  U.S.  Government  (see  also  Paper  currency) : 

1968  operations 16,  18,  19-20 

Allotments 143-5 

Savings,  regiilations,  amended  and  revised 218-22 

Summary,  1968  issues 142 

O 

Officials,  administrative  and  staff  of  the  Department  of  the  Treasury X-XII 

Orders,  Treasury  Department 47 1-9 

Organization  chart  of  the  Department  of  the  Treasury,  November  1,  1968.    XIII 

Organization  for  Economic  Cooperation  and  Development  (OP]CD) 37,  52-3 

Outlays: 

1967-68  by  major  agencies 6 

P 
Paper  currency: 

Issued  and  redeemed 102 

Issuing  and  redeeming  procedures 101-02 

Removal  of  gold  cover 46,  224-6 

Participation  certificates 13,  15 

Postal  savings  system,  liquidation 91 

President  Johnson: 

January  1,  1968,  balance-of-payments  program XXII- 

XXIII,  38-9,  226-30,  234-6,  359,  454-5,  461-2 
Statement,  August  28,  1967 __     .  342 
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Book-entry  procedure  for  securities 155-9 

Bureau  of  the,  administrative  report 92-7 

Circulars 1 37-4 1 

Financing  operations,  summaries 142,  150-4 

Legislation 224 

Management: 

Advisory  committees 480-5 

Policy 246-58 

Public  issues: 

Marketable  securities: 

Maturity  distribution  and  average  length 12,  14 

Regulations,  amended  and  revised 155-223 

Special  issues  to  Government  accounts 14,  25 

R 
Receipts: 

1959-68  budget 4 

Budget 4-6 

Reconstruction  Finance  Corporation  (RFC)  (in  liquidation) 91 

Revenue  and  Expenditure  Control  Act  of  1968.  See  Taxation. 
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Secretaries,  Under  Secretaries,  General  Counsels,  Assistant  Secretaries, 
Special  Assistants  to  the  Secretary  (for  Enforcement),  and  Deputy 
Under  Secretaries  for  Monetary  Affairs  of  the  Department  of  the 
Treasury: 

January  20,  1965-November  1,  1968 IX 

Secretary  of  the  Treasury  Fowler: 

Advisory  committees 480-99 

Letter  to  Senator  Williams,  November  22,  1967,  on  surcharge  proposal-   274-6 
Letter  to  Chairman  Mills,  House  Ways  and  Means  Committee,  June  6, 

1968,  on  international  trade 411-16 

Remarks  and  statements  on: 
Fiscal  and  economic  policy: 

January  30,  1968 224-6 

February  15,  1968 230-7 

International  financial  and  monetary  affairs: 

September  26,  1967 342-8 

December  16,  1967 349 

January  10,  1968 349-55 

February  5,  1968 355-70 

March  14,  1968 370 

April  22,  1968 373-6 

April  30,  1968 376-81 

May  1,  1968 381-93 

May  8,  1968 395-400 

May  24,  1968 400-11 

Taxation: 

August  14,  1967 258-72 

November  15,  1967 272-3 

November  29,  1967 276-87 

March  12,  1968 288-94 

June  25,  1968 294-301 

Silver  (see  also  Coins) : 

Bullion  transactions 99,  119 

Policy 465-6 

Regulations,  amended 466 

Sales 80,99,  119,465-7 

Social  security  amendments,  fiscal  1968 31-2 

Special  Drawing  Rights.  See  International  Monetary  Fund. 
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Developments  1968 25-37,  258-341 

Employment  taxes,  receipts 5 

Estate  and  gift  taxes,  receipts 6 

Excise  taxes: 

Interest  equalization  tax 36,  422-34 

Receipts 5-6 

Recommendations  and  legislation 25,  27,  29-30,  32-4,  269 

Travel  tax  recommendations 32-3,  297-301,  360-6 

User  charges 33 

Income  and  profits  taxes: 

Corporation 5,  28-29 

Individual,  receipts 5 

Recommendations,  regulations  and  legislation 25,  27,  157-9,  276-87 

Surcharge XVIII-XX,  27-28,  266-9,  270-2,  274-6 

Industrial  development  bonds 30-1 

International  tax  matters 36-7,  113-15 

Investment  credit  and  accelerated  depreciation 314-22 

Mortgage  guaranty  insurance  companies 34,  222-3 

Pension  Plans,  Committee  on 498-9 

Pohcy XVIII-XX,    306-14,    322-40 

President's  recommendations 25-27,  288-94 

Private  foundations 272-4 

Revenue  and  Expenditure  Control  Act  of  1968 XVIII-XX,  27-31 

"Tax  Expenditures" 35-6,  312-13,  322-40 

Treasurer  of  the  United  States: 

Account  of  the 6-7,  98-100 

Office  of  the,  administrative  report 97-104 

Securities  held  in  custody 103 

Treasury  order  concerning  Federal  Reserve  notes 472 

Treasury,  Department  of  the: 

Circulars,  Department.  See  Circulars,  Department. 

Consultative  Committee  of  the  Business  Council 499 

Executive  Assignment  Board  and  Committee 477-8 

Management  improvement  program.  See  Management  improvement. 

Officials,  administrative  and  staff,  November  1,  1968 X-XII 

Official  seal 479 

Organization  and  procedure  orders 47 1-9 

Secretaries,  Under  Secretaries,  General  Coimsels,  Assistant  Secre- 
taries, Special  Assistants  to  the  Secretary  (for  Enforcement),  and 
Deputy  Under  Secretaries  for  Monetary  Affairs,  January  20,  1965- 
November  1,  1968 - IX 
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U.S.  balance  of  payments.  See  Balance  of  payments. 

U.S.  Government  corporations.  See  Corporations  and  other  business-t.ype 

activities  of  the  U.S.  Government. 
U.S.  savings  bonds.  See  Bonds,  U.S.  Government:  Savings. 

U.S.  Savings  Bonds  Division,  administrative  report 125-8 

U.S.  savings  notes.  See  Notes,  U.S.  Government:  Savings. 
U.S.  Secret  Service: 

Administrative  report 1 28-33 

Treasury  order  concerning 473-4 

Under  Secretary  of  the  Treasury  Barr: 
Remarks  and  statements  on: 

Financial  and  economic  policy: 

October  4,  1967 237-41 

June  25,  1968 241-5 

International  financial  and  monetary  affairs: 

February  28,  1968 417-19 

April  5,  1968 420-2 

Taxation : 

September  14,  1967 301-06 
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Under  Secretary  of  the  Treasury  for  Monetary  Affairs  Deming:  Page 

Remarks  and  statements  on: 

Fiscal  and  financial  policies: 

October  19,  1967 246-52 

February  27,  1968 __  253-7 

Aprils,  1968 257-8 

International  financial  and  monetary  affairs: 

July  14,  1967 422-34 

April  4,  1968 434-9 

May  6,  1968 439-47 

June  17,  1968 447-53 
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Washington  Communique  of  March  17,  1968 370-1 

World  Bank: 

Annual  review 48-9,  346-8 

International  Development  Association  (IDA),  affiliate  of 48-9,  395-400 

International  Finance  Corporation  (IFC),  affiliate  of 48 

Inter- American  Development  Bank.  See  Inter- American  Development 
Bank. 
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